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are certain definitions of key terms used in this Form 10-K.

Thousand Bbl Barrels

Million cf/d Cubic feet per day

Billion Cfe/d Cubic feet of gas equivalent per day
Cubic feet Btu British thermal units

Barrels of o0il equivalent DD&A Depreciation, depletion and amortization

ds Crude oil, condensate and NGLs NGLs Natural gas liquids
Barrels per day

API Gravity is a measurement of the gravity (density) of crude oil and
other ligquid hydrocarbons by a system recommended by the American Petroleum
Institute ("API"). The measuring scale is calibrated in terms of "API
degrees." The higher the API gravity, the lighter the oil.

Bilateral institution refers to a country specific institution, which lends
funds primarily to promote the export of goods from that country. Examples
of bilateral institutions are Ex-Im (U.S.), Hermes (Germany), SACE (Italy),
COFACE (France), and JBIC (Japan).

BOE A term used to quantify oil and natural gas amounts using the same
measurement. Gas volumes are converted to barrels of oil on the basis of
energy content, where the volume of natural gas that when burned produces
the same amount of heat as a barrel of oil (6,000 cubic feet of gas equals
one barrel of oil).

British Thermal Units ("Btu") is a measure of the amount of heat required
to raise the temperature of one pound of water one degree Fahrenheit.

Delineation or appraisal well is a well drilled in an unproven area
adjacent to a discovery well to define the boundaries of the reservoir.

Development well is a well drilled within the proved area of an oil or
natural gas reservoir to a depth of a stratigraphic horizon known to be
productive.

Dry hole is a well believed to be incapable of producing hydrocarbons in
sufficient commercial quantities to justify future capital expenditures for
completion and additional infrastructure.

Economic interest method pursuant to production sharing contracts is a
method by which the Company's share of the cost recovery revenue and the
profit revenue is divided by year-end oil and gas prices and represents the
volume that the Company is entitled to. The lower the commodity price, the
higher the volume entitlement, and vice versa.

Exploratory well is a well drilled to find and produce oil or natural gas
reserves that is not a development well.

Farm-in or farm-out is an agreement whereby the owner of a working interest
in an oil and gas lease assigns the working interest or a portion thereof
to another party who desires to drill on the leased acreage. The assignor
usually retains a royalty or reversionary interest in the lease. The
interest received by an assignee is a "farm-in," while the interest
transferred by the assignor is a "farm-out."

Field is an area consisting of a single reservoir or multiple reservoirs
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all grouped on or related to the same individual geological structural
feature or stratigraphic condition.

Floating Production Storage and Offloading ("FPSO") technology refers to
the use of a vessel that is stationed above or near an offshore oil field.
Produced fluids from subsea completion wells are brought by flowlines to
the vessel where they are separated, treated, stored and then offloaded to
another vessel for transportation.

Gross acres or gross wells are the total acres or wells in which a working
interest is owned.

Hydrocarbons are organic compounds of hydrogen and carbon atoms that form
the basis of all petroleum products.

Lifting is the amount of liquids each working-interest partner takes
physically. The liftings may actually be more or less than actual
entitlements that are based on royalties, working interest percentages,
and a number of other factors.

Liquefied Natural Gas ("LNG") is a gas, mainly methane, which has been
liguefied in a refrigeration and pressure process to facilitate storage
and transportation.

Liquefied Petroleum Gas ("LPG") is a mixture of butane, propane and other
light hydrocarbons. At normal temperature it is a gas, but it can be cooled
or subjected to pressure to facilitate storage and transportation.

Multilateral institution refers to an institution with shareholders from
multiple countries that lends money for specific development reasons.
Examples of multilateral institutions are International Finance Corporation
("IFC"), European Bank for Reconstruction and Development ("EBRD"), and
Asian Development Bank ("ADB").

Natural Gas Liquids ("NGLs") are primarily ethane, propane, butane and
natural gasolines which can be extracted from wet natural gas and become
liguid under various combinations of increasing pressure and lower
temperature.

Net acreage and net oil and gas wells are obtained by multiplying gross
acreage and gross oil and gas wells by the Company's working interest
percentage in the properties.

Net pay 1is the amount of o0il or gas saturated rock capable of producing
oil or gas.

Production Sharing Contract ("PSC") is a contractual agreement between the
Company and a host government whereby the Company, acting as contractor,
bears all exploration costs, development and production costs in return for
an agreed upon share of production.

Producible well is a well that is found to be capable of producing
hydrocarbons in sufficient quantities such that proceeds from the sale of
such production exceed production expenses and taxes.

Prospective acreage 1s lease acreage on which wells have not been drilled
or completed to a point that would permit the production of commercial
quantities of o0il and natural gas.
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Proved acreage is acreage that is allocated to producing wells or wells
capable of production or to acreage that is being developed.

Reservoir is a porous and permeable underground formation containing oil
and/or natural gas enclosed or surrounded by layers of less permeable rock
and is individual and separate from other reservoirs.

Subsea tieback is a well with the wellhead equipment located on the bottom
of the ocean.

Take-or-Pay is a type of contract clause where specific quantities of a
product must be paid for, even if delivery is not taken. Normally, the
purchaser has the right in following years to take product that had been
paid for but not taken.

Trend or Play is an area or region of concentrated activity with a group of
related fields and prospects.

Working interest is the percentage of ownership that the Company has in a
joint venture, partnership or consortium.

ii

PART I

ITEMS 1 AND 2 - BUSINESS AND PROPERTIES.

Unocal Corporation was incorporated in Delaware on March 18, 1983, to operate as
the parent of Union 0il Company of California ("Union 0il"), which was
incorporated in California on October 17, 1890. Virtually all operations are
conducted by Union 0Oil and its subsidiaries. The terms "Unocal" and "the
Company" as used in this report mean Unocal Corporation and its subsidiaries,
except where the text indicates otherwise.

Unocal is one of the world's leading independent oil and gas exploration and
production companies, with principal operations in North America and Asia.
Unocal is also a leading producer of geothermal energy and a provider of
electrical power in Asia. Other activities include ownership in proprietary and
common carrier pipelines, natural gas storage facilities and the marketing and
trading of hydrocarbon commodities.

Information required under Items 1 and 2 are presented together in the following
discussion of the Company's business and properties should be read in
conjunction with Management's Discussion and Analysis of Financial Condition

and Results of Operations in Item 7 of this report, including the Cautionary
Statement.

STRATEGIC FOCUS

Unocal's strategy is focused on achieving profitable growth and creating value
for its stockholders by:

Making multiple significant exploration discoveries in areas that offer
long-term growth:

o U.S. Gulf of Mexico Deep Water

o East Kalimantan, Indonesia Deep Water

o U.S. Gulf of Mexico Deep Shelf
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o Brazil Offshore

Delivering large development projects on time and on budget:
o West Seno - Offshore East Kalimantan, Indonesia
o Mad Dog - U.S. Gulf of Mexico Deep Water
o Azerbaijan International Operating Company ("AIOC") Phase I- Azerbaijan crude
0il production
o South Kenai Gas - Alaska
o Plamuk, Yala, Surat - Gulf of Thailand crude o0il production o Pailin II
(North Pailin)- Gulf of Thailand natural gas production

Continuing to deliver expected performance from all existing sustaining
businesses in North America and Asia utilizing our industry-leading drilling
capabilities in:

o U.S. Gulf of Mexico Shelf and Onshore

o Gulf of Thailand

o East Kalimantan Shelf - Indonesia

Longer-term Asian natural gas projects:
o Bangladesh

Thailand

Vietnam

China

Indonesia

O O O O

Continuing to pursue value-adding midstream opportunities, which include
pipelines, terminals and natural gas storage facilities.

Pursuing and negotiating licensing agreements for reformulated gasoline patents
with refiners, blenders and importers.

MERGERS AND ACQUISITIONS

In late 2001, the Company formed a 50-50 venture with Forest 0Oil Corporation
("Forest") related to certain oil and gas properties located in the central Gulf
of Mexico. Under the terms of this transaction, the Company is the operator of
the Jjointly owned properties and intends to exploit and explore these
properties. This transaction is expected to provide the Company with potential
production increases and further exploration opportunities. In addition, the
transaction will allow the Company to leverage 1its operating and drilling
expertise in the Gulf of Mexico and expand its presence and production on the
shelf. The Company estimates that these properties contain net proved reserves
of approximately 12 million BOE and additional net production of approximately 5
MBOE/d.

During the year, the Company's Northrock Resources Ltd. ("Northrock") Canadian
subsidiary acquired all the outstanding common shares of Tethys Energy Inc.
("Tethys"). The asset base of Tethys is complementary to Northrock's operations
in Western Canada, providing significant operational synergies with existing
activity in Northrock's core areas. Based on an independent reserve report and
successful exploration and development activity in 2001, Tethys has proved

reserves of 12 million BOE, 60 percent of which were natural gas at the time of
the acquisition. Tethys' production was approximately 5MBOE/d (net) at the time
of the acquisition.

In early 2001, the Company's Pure Resources, Inc. ("Pure") subsidiary acquired
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0il and gas properties, certain general and limited oil and gas partnership
interests and fee mineral and royalty interests from International Paper
Company. This acquisition expanded Pure's business areas into the Gulf Coast
region and offshore in the Gulf of Mexico. Included in the transaction were
total proved reserves of approximately 25 million BOE, 69 percent of which were
natural gas. In May 2001, Pure acquired all the outstanding equity shares of
Hallwood Energy Corporation ("Hallwood"). This acquisition added to Pure's
positions in its business areas of the San Juan and Permian Basins and the Gulf
Coast region. Hallwood's emphasis on natural gas and its acreage position
doubled Pure's production in the San Juan Basin to over 60 MMcf/d. Pure acquired
total proved reserves of approximately 37 million BOE in the Hallwood purchase.
The Company holds a 65 percent interest in Pure.

See note 3 to the consolidated financial statements for more detail on the
principal terms of each of the acquisitions discussed in the above paragraphs.

SEGMENT AND GEOGRAPHIC INFORMATION

Financial information relating to the Company's business segments, geographic
areas of operations, and sales revenues by classes of products is presented in
note 29 to the consolidated financial statements and the selected financial data
section in Item 8 of this report.

EXPLORATION AND PRODUCTION

Unocal's primary activities are o0il and gas exploration, development and
production. These activities are carried out by the Company's North America
operations in the U.S. Lower 48, Alaska and Canada and by its International
operations in approximately a dozen countries around the world.

In 2001, the Company's worldwide average production was approximately 170 MBbl/d
of liquids and 2,003 MMcf/d of natural gas, primarily from onshore and offshore
in the U.S. Gulf of Mexico, in the Gulf of Thailand, and offshore East
Kalimantan, Indonesia. Approximately 50 percent of the Company's worldwide
production and 30 percent of the Company's worldwide proved reserves were in

the U.S. Exploration and production operations accounted for approximately

90 percent of Unocal's net properties at December 31, 2001, of which
approximately 50 percent were in the U.S.

Beginning in 2001, the Company began reporting all reserve and production data
pursuant to production sharing contracts utilizing the economic interest method,
which excludes host country shares. In previous reporting, reserve and
production data had included host country shares in Indonesia and the Democratic
Republic of Congo. The Company also began reporting natural gas reserves and
production on a dry basis, with natural gas liquids included with crude oil and
condensate volumes. The reserve and production data included in the tables on
the following pages reflect these changes.

Information regarding oil and gas financial data, oil and gas reserve data and
the related present value of future net cash flows from oil and gas operations
is presented on pages 124 through 133 of this report. During 2001, certain
estimates of the Company's U.S. underground oil and gas reserves as of December
31, 2000, were filed with the U.S. Department of Energy and State agencies under
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the name of Union 0Oil. Such estimates were essentially identical to the
corresponding estimates of such reserves at December 31, 2000, included in this
report, before adjusting for the changes discussed above.

—-3-

Net Proved Reserves

Estimated net quantities of the Company's proved liquids and natural gas
reserves at December 31, 2001, 2000 and 1999, including its proportional shares
of the reserves of equity investees, were as follows:

2001 2000 1999
Liquids - million barrels
North America
Lower 48 156 145 127
Alaska 74 72 62
Canada 51 47 55
International
Far East 208 186 155
Other 195 116 120
Equity investees 9 6 4
Worldwide 693 572 523
Natural gas - billion cubic feet
North America
Lower 48 1,797 1,542 1,336
Alaska 212 227 294
Canada 289 280 356
International
Far East 3,873 3,543 3,705
Other 346 328 331
Equity investees 232 119 96
Worldwide 6,749 6,039 6,118
Worldwide - millions of barrels oil
equivalent a) 1,818 1,579 1,543

The year-end 2001 proved reserves included minority interest shares of
approximately 32 million barrels of liquids and 397 billion cubic feet of
natural gas in the U.S. Lower 48. The year-end 2000 proved reserves included
minority interest shares of approximately 27 million barrels of liquids and 253
billion cubic feet of natural gas in the U.S. Lower 48. The year-end 1999 proved
reserves included minority interest shares of approximately 7 million barrels of
liquids and 100 billion cubic feet of natural gas in the U.S. Lower 48 and 18
million barrels of liquids and 176 billion cubic feet of natural gas in Canada.
The minority interest shares in the U.S. Lower 48 primarily reflect the outside
ownership of the Company's Pure subsidiary.

—4—
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Net Daily Production

Net quantities of the Company's daily liquids and natural gas production for the
years 2001, 2000 and 1999, including its proportional shares of production of
equity investees, were as follows:

2001 2000 1999
Liquids - thousand barrels per day
North America
Lower 48 59 52 50
Alaska 25 26 28
Canada 16 17 13
International
Far East 51 47 54
Other 19 18 23
Worldwide 170 160 168
Natural gas dry basis - million cubic feet per day
North America
Lower 48 905 764 706
Alaska 103 125 130
Canada 101 98 70
International
Far East 829 799 759
Other 65 57 39
Worldwide 2,003 1,843 1,704
Worldwide-thousands of barrels oil
equivalent per day (a) 504 468 452

Net daily production of liquids included minority interest shares of
approximately 9 MBbl/d, 7 MBbl/d and 1 MBbl/d for 2001, 2000 and 1999,
respectively, in the U.S. Lower 48. Natural gas net daily production included
minority interest shares of approximately 102 MMcf/d, 69 MMcf/d and 21 MMcf/d
for 2001, 2000 and 1999, respectively, in the U.S. Lower 48. The minority
interest shares in the U.S. Lower 48 primarily reflect the outside ownership of
the Company's Pure subsidiary. Canada's net daily production of liquids included
minority interest shares of approximately 2 MBbl/d and 3 MBbl/d for 2000 and
1999, respectively. Canada's net daily production of natural gas included
minority interest shares of approximately 15 MMcf/d and 35 MMcf/d for 2000 and
1999, respectively. There were no minority interest shares for Canada in 2001.

—-5-

0il and Gas Acreage

As of December 31, 2001, the Company's holdings of oil and gas rights acreage
were as follows:

(Thousands of acres)



North America

Lower 48
Alaska
Canada

International
Far East

Other

Worldwide
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1,741
88
545

5,849
232
1,399

Prospective acreage in the Lower 48 includes 6,090 thousand gross acres and
3,194 thousand net acres of fee mineral lands that the Company's Pure subsidiary

acquired during 2001.

Producible 0il and Gas Wells

The number of producible wells at December 31,

North America
Lower 48
Alaska
Canada

International

Far East
Other

Worldwide

Drilling in Progress

The number of o0il and gas wells in progress at December 31,

follows:

North America

Lower 48

29

17

2001 were as follows:

2001 were as
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Alaska 8 2
Canada 13 5
International
Far East 5 3
Other 1 -
Worldwide (a) (b) 56 27

Net 0Oil and Gas Wells Completed and Dry Holes

The following table shows the number of net wells drilled to completion:

Productive Dry
2001 2000 1999 2001 2000 1999
Exploratory
North America
Lower 48 66 26 15 18 11 8
Alaska 2 - - - 2 -
Canada 23 19 15 6 14 7
International
Far East 23 23 32 9 19 10
Other - - 1 2 - 3
Worldwide 114 68 63 35 46 28
Development
North America
Lower 48 96 67 60 - - 4
Alaska 8 3 3 - - -
Canada 51 68 39 6 9 5
International
Far East 67 104 71 - - -
Other 3 2 1 - - -
Worldwide 225 244 174 6 9 9
_7_

NORTH AMERICA

U.S. LOWER 48

The U.S. Lower 48 business 1s primarily comprised of the Company's exploration
and production operations in the onshore area of the Gulf of Mexico region
located in Texas, Louisiana and Alabama, and the shelf and deepwater areas of
the Gulf of Mexico. The U.S. Lower 48 also includes Pure, the Company's 65
percent owned consolidated subsidiary, which conducts its activities primarily
in Texas, New Mexico and the Gulf Coast region. Further, the U.S. Lower 48
currently includes an approximate 15 percent equity interest in Tom Brown, Inc.,
which conducts its activities in North America, primarily in Colorado, Utah,
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Wyoming, New Mexico, Texas, and to a lesser extent, Canada. The Company also has
an approximate 34 percent equity interest in Matador Petroleum Corporation,
which conducts its activities in southeastern New Mexico and East Texas.

The Company holds approximately 5.8 million net acres of prospective land in the
U.S. onshore, the shelf and deepwater areas of the Gulf of Mexico region. Nearly
28 percent of the prospective acreage is located offshore in the Gulf of Mexico.
Onshore prospective lands include over 3 million net acres of fee mineral lands
purchased by the Company's Pure subsidiary in 2001 which are primarily located
in Alabama, Arkansas, Mississippi, Louisiana, Texas and Florida. The Company
holds approximately 872,000 net acres of proved lands. Approximately 45 percent
of these lands are located offshore in the Gulf of Mexico. Onshore proved
acreage is primarily located in Texas, Louisiana, Alabama and New Mexico. The
Company's reported U.S. Lower 48 acreage does not include acreage held by its
equity interest holdings.

In 2001, net liquids production averaged 58 MBbl/d, which was produced from
fields onshore (54 percent) and offshore the Gulf of Mexico (42 percent),
primarily in Texas, Louisiana, Alabama and New Mexico. The remaining 4 percent
was from the Company's equity interest holdings.

Net natural gas production averaged 904 MMcf/d, which was principally from
fields in the offshore Gulf of Mexico (64 percent) and onshore (31 percent),
primarily in Texas, Louisiana, New Mexico and Colorado. The remaining 5 percent
was from the Company's equity interest holdings.

Most of the Company's U.S. Lower 48 production, except for Pure's production, is
sold to the Company's Trade business segment. A small portion is sold to third
parties at spot market prices or under long-term contracts. Pure's production is
sold mostly to third parties at spot market prices.

Gulf of Mexico Shelf and U.S. Onshore (Excluding Pure Resources, Inc.)
The Gulf of Mexico shelf and U.S. onshore areas include assets that are
primarily located in Louisiana, Texas, Mississippi and Alabama.

Net production in 2001 averaged 150 Mboe/d which included approximately

79 percent from the Gulf of Mexico shelf and 15 percent from U.S. onshore.

The remaining 6 percent was from the Company's equity interest holdings.
Production is heavily weighted toward natural gas, which makes up approximately
75 percent of the total.

The Company has 149 producing properties and 108 exploration blocks in the Gulf
of Mexico shelf area. The Company operates or participates in over 2,500 gross
wells in both the onshore and Gulf of Mexico shelf.

—-8—

During 2001, the Company drilled 38 discoveries in this area, which was a
success rate of 73 percent. The 2001 exploration program included the East
Breaks area located in the Gulf of Mexico shelf, where the Company scored a 100
percent success rate in a three-well subsea exploration tieback program. Through
this deep shelf pilot program, the Company employed subsea tiebacks to develop
small-to-moderate discoveries in water deeper than the conventional shelf. This
program allowed the Company to take advantage of existing infrastructure at two
East Breaks blocks to achieve high profitability and quick turnaround. The
exploration program also achieved success in the Mustang Island area of the Gulf
of Mexico shelf, where the Company scored a 100 percent success rate on four
wells. The Company plans to target more deep gas plays in the shelf in its 2002
exploration program based on the successful results it achieved in 2001.

12
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These discoveries added to the Company's natural gas production base, along with
the production from Ship Shoal Block 295 ("Muni field") offshore Louisiana. The
Muni field is one of the largest natural gas discoveries made in the Gulf of
Mexico shelf in recent years. The field reached a peak production rate of 235
million gross cubic feet of natural gas equivalent per day (MMcfe/d) in 2001 and
produced at an average gross rate of 166 MMcfe/d during the year. The field is
now experiencing a decline in production, which averaged 34 gross MMcfe/d in
2002 through February. The Company is evaluating several options, including
additional drilling. The Company holds a 100 percent working interest in this
field.

Deepwater Gulf of Mexico

Over the past four years, the Company has acquired acreage positions in the
deepwater Gulf of Mexico, with interests in 235 exploration leases. The
Company's acreage is primarily in the Subsalt/Foldbelt trend, which lies
outboard of the Primary Basin deepwater trend.

The Company has drilled or participated in nine Primary Basin wells, with two
discoveries. The Company participated in the discovery of the Lady Bug prospect,
which began production in 2001. The Lady Bug discovery, which is located on
Garden Banks Block 409, marked the Company's first development in the Gulf of
Mexico Primary Basin. Lady Bug produced at an initial rate of 9 mboe/d (gross)
in September 2001 and the field averaged 3 mboe/d (gross) for 2001. Lady Bug is
currently producing approximately 9 mboe/d (gross). The Company has a 50 percent
working interest. The Company also participated in the 1999 discovery of the
Mirage prospect, located on Mississippi Canyon Block 941, where the Company has
a 25 percent working interest.

Further offshore in the Subsalt/Foldbelt trend, sometimes referred to as the
ultra-deep, the Company has a number of high-potential prospects in water depths
of 5,000 feet and greater. The Company was an early entrant in the "ultra-deep"
area and has interests in 176 blocks.

The Company participated in the discoveries made on the Mad Dog and K2
prospects. The Company has a 15.6 percent working interest in the Mad Dog
discovery on Green Canyon Block 826. In 2001, the Company completed drilling of
a delineation well in the field, which was successful in proving commerciality
of the prospect. A development plan for Mad Dog has been approved. The Company
anticipates first production in 2004, with gross production of 80 MBbl/d of
liquids and 40 MMcf/d of natural gas. The K2 exploration well is located on
Green Canyon Block 562, and the Company has a 12.5 percent working interest in
the prospect. The Company plans to participate in an appraisal well in the
second quarter of 2002.

The Company commenced its ultra-deep drilling program in late 2000, utilizing
the state-of-the-art deepwater drillship Discoverer Spirit. After drilling three
non-commercial wells, the Company made an o0il discovery on the Trident prospect
in July 2001. The discovery well is located on Alaminos Canyon Block 903 and was
drilled in 9,687 feet of water to a total depth of 20,500 feet. The well
encountered more than 300 feet of hydrocarbon bearing pay section and additional
zones of interest. The Company also completed the first appraisal well on the
prospect in late 2001. The Trident #2 well is located approximately one and a

13
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half miles northwest of the original discovery and was drilled to a total depth
of 20,500 feet in 9,727 feet of water. The objectives of the appraisal well were
to test the lower portion of the sands encountered in the Trident discovery well
and to gather critical information about reservoir quality. The appraisal well
encountered the same hydrocarbon-bearing intervals found in the discovery well,
a favorable indication of lateral reservoir continuity. The well penetrated
oil-water transition zones. In one of the key findings, preliminary analysis of
the core data confirms the presence of good quality reservoir rock in the key
uppermost pay zones in the structure. Tests conducted on oil samples taken from
the appraisal well indicate the same fluid quality of 40 (degree) API gravity
found in the discovery well, which is an important factor in future development
economics. The Company plans to drill a second appraisal well at Trident in late
2002 and plans to put significant effort into analyzing deepwater development
options, including the likely use of FPSO technology. The Company is the
operator and has a 59.5 percent working interest in the seven-block prospect.

Pure Resources, Inc.

Unocal holds a 65 percent interest in Pure. Pure is engaged in the exploration,
development and production of oil and natural gas primarily in the Permian Basin
of west Texas and southeastern New Mexico. Pure is also engaged in activities in
the San Juan Basin area of New Mexico and Colorado, the Gulf Coast region
covering Texas, Louisiana, Arkansas, Mississippi, Alabama and Florida and
offshore the Gulf of Mexico. Pure's net production in 2001 averaged 60 mboe/d,
which is reported in the Company's total U.S. Lower 48 production. Production is
weighted toward natural gas, which made up 63 percent of the total production in
2001. Ninety-five percent of Pure's production is from U.S. onshore areas and
five percent is from the Gulf of Mexico offshore. As of December 31, 2001, Pure
operated over 4,500 gross productive wells (over 2,400 net productive wells).
Pure's proved oil and gas properties are located in more than 400 fields,
primarily in the Permian Basin.

Pure acquired approximately 6 million gross acres (3 million net) of prospective
lands in the Gulf Coast region in 2001 and has identified a number of
exploratory drilling opportunities.

ALASKA

The Company's Alaska oil and gas operations are located in the Cook Inlet. The
Company operates 10 platforms in the Cook Inlet and five of twelve producing
natural gas fields. In 2001, the Company's net natural gas production averaged
103 MMcf/d. Pursuant to agreements with the purchaser of the Company's former
agricultural products business, most of the Company's natural gas production is
sold, at an agreed price, for feedstock to a fertilizer manufacturing operation
in Nikiski, Alaska.

The Company also holds working interests in two North Slope fields. The Company
has a 10.52 percent working interest in the Endicott field and a 4.95 percent
working interest in the Kuparuk and Kuparuk satellite fields.

In 2001, net liquids production averaged approximately 25 MBbl/d of which about
51 percent was from the Cook Inlet and 49 percent was from the North Slope. All
of the Company's Alaska crude oil production is currently sold to Tesoro

Petroleum Corporation at spot market prices.

-10-
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In the Cook Inlet, the Company has refocused on its oil production assets. In
2001, the Company drilled four development oil wells from the King Salmon
platform in the McArthur River Field. One of the wells, the K-13, came on
production in July at about 8 MBbl/d. The Company holds a 53 percent working
interest in the McArthur River Field. The Company is looking to increase
production from its o0il and gas fields in the Cook Inlet in 2002 by applying the
advanced analytical and precision-drilling techniques that were used in 2001 to
turn the King Salmon platform from a marginally economic operation into the
highest-rate oil production facility in southern Alaska. The 2002 drilling
program calls for additional wells from the Monopod and Grayling platforms. The
King Salmon and Grayling platforms are located in the Trading Bay Unit and the
Monopod platform is located in the Trading Bay Field, all of which are located
in the Cook Inlet.

Early in 2002, the Company announced a discovery of a new natural gas reservoir
on Alaska's Kenai Peninsula. The Grassim Oskolkoff #1 (GO#1) well, the first
exploration well drilled under a joint operating agreement between the Company
and Marathon 0il Company (Marathon) in the Ninilchik Exploration Unit, indicated
significant natural gas accumulations. Operated by Marathon, the GO#1 well is
located 35 miles south of Kenai, Alaska, on the Kenai Peninsula. The well was
drilled to a total depth of 11,600 feet. Exploration efforts also continue at
several other wells in the unit. The Company holds a 40 percent working interest
in the 25,000-acre Ninilchik Exploration Unit. Marathon is operator and holds
the remaining interest.

The Company has signed a contract to sell, at its option, up to 450 billion
cubic feet of natural gas to an affiliate of ENSTAR Natural Gas Company
beginning in January 2004. ENSTAR distributes natural gas to Anchorage, the
Matanuska-Susitna Valley, and the Kenai Peninsula. The Regulatory Commission of
Alaska approved the Unocal-ENSTAR gas contract in December 2001.

CANADA

Production in 2001 averaged approximately 16 MBbl/d of liquids and 101 MMcf/d of
natural gas. The Company's operations in Canada are carried out by its wholly
owned subsidiary Northrock, which focuses on three core areas in West Central
Alberta (O'Chiese, Garrington, Caroline and Pass Creek areas), Northwest Alberta

(Red Rock and Knopcik areas), and the Williston Basin (Southeastern
Saskatchewan) .

_11_
INTERNATIONAL

The Company's International operations encompass o0il and gas exploration and
production activities outside of North America. The Company, through its
International subsidiaries, operates or participates in production operations in
Thailand, Indonesia, Myanmar, Bangladesh, the Netherlands, Azerbaijan, the
Democratic Republic of Congo and Brazil. In 2001, Unocal's International
operations accounted for 45 percent and 41 percent of the Company's natural gas
and liquids production, respectively. International operations also include the
Company's exploration activities outside of North America and the development of
energy projects primarily in Asia, Latin America and West Africa.
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Thailand

The Company, through its Unocal Thailand, Ltd. (Unocal Thailand), subsidiary,
currently operates 14 fields producing natural gas, crude oil and condensate in
four sales contract areas offshore in the Gulf of Thailand. Unocal's average
working interest (net of royalty) for three of the contract areas is 64 percent,
while for the fourth contract area, Pailin, it is 31 percent. The Thailand
operation, producing since 1981, has installed over 100 platforms in the Gulf of
Thailand. The Company had 1,080 employees in its Thailand operations at year-end
2001. Approximately 92 percent of these employees were Thai nationals.

Gross natural gas production from Unocal-operated fields in 2001 averaged 974
MMcf/d (576 MMcf/d net to the Company). The natural gas is used mainly in power
generation, but also in the industrial and transportation sectors and in the
petrochemical industry. Gross crude oil and condensate production in 2001
averaged 37 MBbl/d (21 MBbl/d net to the Company). The produced crude oil is
sold to both domestic and export markets and the condensate is used primarily as
a blending stock in o0il refineries, as a chemical solvent and as a petrochemical
feedstock. The Company's natural gas production fulfills approximately 30
percent of Thailand's total electricity demand.

The Company sells all of its natural gas production to PTT Public Co., Ltd.
("PTT"), under various long-term contracts with expiration dates ranging from
2006 to 2029. The contract prices are based on formulas that allow prices to
fluctuate with market prices for crude oil and refined products and are indexed
to the U.S. dollar. The Company has typically supplied substantially more
natural gas to PTT than the minimum daily contract quantity provision of its
sales contracts. In 2001, the Company and its partners reached an agreement with
PTT, which provided PTT a cash incentive to take an incremental 18 billion cubic
feet of natural gas above contract minimums from certain fields in the Gulf of
Thailand over a 15-month period. If by the end of the incentive period PTT fails
to take the full incremental volume, then PTT is obligated to refund to the
Company and its partners a pro-rata share of the cash incentive. During the
incentive period, the existing contract pricing mechanism continues for all
quantities of gas taken under the contracts. The Company is holding discussions
with the government of Thailand regarding the latter's request to lower the
price of natural gas under most of the existing contracts.

Gas supplies coming into Thailand from the Yadana project, in which the Company
has a 28.26 percent non-operating working interest (see discussion below) in
neighboring Myanmar have displaced some of the gas volumes that PTT had taken
from the Company's Thailand operations. See note 29 to the consolidated
financial statements for the amount of combined sales to PTT from the Company's
Thailand and Myanmar operations.

Unocal Thailand continued to strengthen its resource base during 2001 with a
successful exploration program - drilling 24 gross exploratory wells,

of which 21 were successful - supporting the Company's position as a long-term
gas supplier in Thailand. In order to continue meeting its ongoing contractual
gas delivery commitments, the Company drilled 79 (gross) successful development
wells in the Gulf of Thailand and continued construction of facilities for its
Pailin ITI (North Pailin) development project. Production is expected to commence
from North Pailin in mid-year 2002, with gross production expected to reach
approximately 165 MMcf/d of natural gas and 8 MBbl/d of condensate. Effective
with the start of production from North Pailin, the minimum quantity of natural
gas that PTT is contractually obligated to purchase from the Company and its
partners under existing contracts in the Gulf of Thailand will increase by 165
MMcf/d (gross) to 1,070 MMcf/d (gross).
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During 2001, Unocal Thailand participated in drilling 10 successful exploratory
and delineation wells on the Arthit prospect in the Gulf of Thailand. The
Company holds a 16 percent working interest in the Arthit prospect, which
encompasses three blocks totaling 1.5 million acres.

The Company began oil operations in fields in the northwest part of its
concession in the Gulf of Thailand. Crude oil production began in August 2001
from the Plamuk field, and the Company has completed the initial stage of oil
development for its Yala field. The Plamuk, Yala and adjacent Surat fields
contain both o0il and natural gas reserves and are expected to increase oil
production to about 15 MBbl/d in 2002. The gas associated with these fields will
be sold under an existing contract to PTT. The Company has a 62.34 percent
working interest (net of royalty) in these fields.

Myanmar

The Company, through subsidiaries, has a 28.26 percent non-operating working
interest in natural gas production from the Yadana field, offshore Myanmar in
the Andaman Sea. The offshore facilities consist of four platforms with 14
wells. Another subsidiary of the Company has a 28.26 percent equity ownership in
a pipeline company that owns and operates a natural gas pipeline extending from
the offshore facilities across Myanmar's remote southern panhandle to Ban-I-Tong
at the Myanmar-Thailand border.

The gas 1s purchased by PTT to fuel a portion of the power plant which is
operated by the Electric Generating Authority of Thailand (EGAT) at Ratchaburi,
located southwest of Bangkok. Production from the Yadana field began in 1999.
Gross natural gas production averaged 533 MMcf/d (98 MMcf/d net to the Company)
in 2001, which was more than the contract rate of 525 MMcf/d.

The gas sales agreement with PTT includes a "take-or-pay" provision, which
requires PTT to purchase and pay for the specified annual contract quantity of
natural gas, whether or not it takes delivery of the full quantity. PTT did not
incur a "take-or-pay" obligation in 2001, and the Company does not expect PTT to
incur one in 2002.

-13-

Indonesia

The Company, through Unocal Indonesia Company and other subsidiaries, holds
varying interests in 10 offshore PSC areas. Seven PSC areas including East
Kalimantan, Ganal, Sesulu, Rapak, Makassar, Popodi and Papalang are located
offshore Borneo, on the western side of the Makassar Strait, East Kalimantan,
and cover more than 5.9 million acres. Another PSC area, Sangkarang, is on the
eastern side of the Makassar Strait, offshore Sulawesi, and covers nearly 1.5
million acres. Two additional PSC areas, Bukat and Ambalat, are located in the
Tarakan Basin offshore Northeast Kalimantan and cover nearly 1.7 million acres.
Farm-in agreements to acquire interests in the Popodi and Papalang PSC areas
were signed in December 2001 and are currently pending approval by the
Indonesian Government. The Company has over 1,700 employees in its Indonesian
0il and gas operations at year-end 2001, of which approximately 94 percent were
Indonesian nationals.

Shelf - The Company currently operates 11 producing oil and gas fields offshore
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FEast Kalimantan, including Indonesia's largest offshore oil and gas field,
Attaka, which the Company discovered in 1970. In early 2001, this oil field
surpassed 600 million BOE of cumulative gross production. The Company has a 100
percent working interest in 10 of the fields, and a 50 percent working interest
in the Attaka field.

0il and associated gas production from its northern fields are processed at the
Company-operated Santan terminal and liquids extraction plant, and the dry gas
is transported by pipelines to an LNG plant, located nearby at Bontang, East
Kalimantan. Dry gas 1is also transported by pipelines to a fertilizer, ammonia
and methanol complex, located north of Bontang. LNG is currently sold to Japan,
Korea and Taiwan and the extracted LPG is exported to Japan. 0il and gas from
the Company's southern fields are sent to the Company-operated Lawe-Lawe
terminal located onshore south of Balikpapan. The stored oil is either exported
by tanker or transported by pipeline to a refinery in Balikpapan owned by
Pertamina, the Indonesian national petroleum company. The gas is transported by
pipeline and sold as fuel gas to the Pertamina refinery.

Gross production from Company-operated fields averaged 67 MBbl/d of liquids and
275 MMcf/d of natural gas in 2001. The average economic interest production
under the PSCs was 30 MBbl/d of liquids and 155 MMcf/d of natural gas in 2001.

Deep Water - The Company, through subsidiaries, is the operator of the East
Kalimantan, Ganal, Sesulu, Rapak and Makassar Strait PSCs. The Company holds
working interests of 100 percent in the East Kalimantan, 90 percent in the
Makassar Strait and 80 percent in the Rapak, Ganal and Sesulu PSCs.

The Company previously received approvals from Pertamina to develop the West
Seno and Merah Besar oil and gas fields in the deepwater Kutei Basin, offshore
East Kalimantan. The West Seno field is located in the Makassar Strait PSC area
while the Merah Besar field straddles the East Kalimantan PSC and the northern
portion of the Makassar Strait PSC areas. Development activity is planned in
three phases, with phase one production from the West Seno field expected to
begin in 2003. The second phase of development will seek to expand the West Seno
production plateau in early 2005. Production from the West Seno field is
anticipated to reach a peak production level of approximately 60 MBbl/d and 150
MMcf/d (gross) in 2005 with the second phase of development. Gross development
costs for West Seno's first phase are expected to be approximately $460 million,
with an additional $225 million for the second phase (Unocal's net share is
expected to be approximately $415 million and $200 million for phase 1 and 2,
respectively). The Company and its co-venturer are currently working to secure
financing for a portion of the total costs through the Overseas Private
Investment Corporation ("OPIC"). The Company and its co-venturer expect to
complete financing arrangements with OPIC in 2002 for two loans. One loan is
$300 million for the first phase, and the other loan is $50 million for the
second phase. The Merah Besar field will be developed as a separate project and
development plans are being finalized at the present time. The two fields
qualify to supply gas for the latest package of LNG, LPG and domestic gas sales
at the Bontang facilities.

—14-

In early 2001, the Company discovered natural gas and crude oil on the Ranggas
prospect in the southern portion of the Rapak PSC area. The Ranggas-1 well
encountered 250 feet of net gas pay and 40 feet of net o0il pay. The discovery
well is located on a separate geologic structure approximately 28 miles
southeast of West Seno. The Company drilled two successful appraisal wells on
the prospect in 2001. The Ranggas-2 well encountered 155 feet of net o0il pay and
118 feet of net gas pay. The Ranggas—-2 well is located in the southern portion
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of the Ranggas structure, nearly a mile southwest of the discovery well. The
Ranggas—-3 well encountered 306 feet of net o0il pay and 123 feet of net gas pay.
The well is located 3.4 miles north of the discovery well in the central portion
of the structure. Additional appraisal work will be done during 2002 to
determine the commerciality of the discovery.

In 2000, the Company discovered natural gas in the Gula, Gada, Gendalo and
Gandang prospects in the Ganal PSC area. The Gula discovery well encountered 260
feet of net gas pay. The Gada discovery well encountered 70 feet of net gas pay.
The Gendalo discovery well encountered 242 feet of net gas pay. The Gandang
discovery well encountered 136 feet of net gas pay. In early 2002, the Company
drilled two successful appraisal wells, the Gendalo-3 well and the Gandang-2
well, which encountered 102 feet and 185 feet of net pay respectively.
Additional delineation work will be required before commercialization may be
declared. This delineation work is planned for 2002.

Azerbaijan

Unocal has a 10.28 percent working interest in the Azerbaijan International
Operating Company (AIOC) consortium that is producing and developing offshore
01l reserves in the Caspian Sea from the Azeri and Chirag fields. In 2001,
AIOC's gross oil production averaged 119 MBbl/d (11 MBbl/d net to the Company) .
AIOC has access to two pipelines to export its oil production: a northern
pipeline route, which connects in Russia to an existing pipeline system and a
western pipeline route from Baku in Azerbaijan through Georgia. In 2001, the
production from the consortium was exported through the western pipeline. Both
pipelines connect with ports on the Black Sea.

In 2001 the consortium approved development of the "Phase I" portion of the
offshore 0il reserves. This phase of the project will develop an estimated 1.5
billion barrels of proved crude oil reserves. Phase I gross production is
scheduled to commence in late 2004 and is expected to peak at approximately 360
MBbl/d. The Company has committed up to $310 million for its share of the costs
to develop Phase I.

Bangladesh

The Company, through subsidiaries, holds interests in three PSCs in Bangladesh.
Two PSCs cover Blocks 12, 13 and 14, which total more than 3 million acres. The
Company has a 98 percent working interest in these three blocks and is the
operator. Gross production from the Jalalabad field on Block 13 averaged 83
MMcf/d (55 MMcf/d net to the Company) of natural gas and 1 MBbl/d (700 b/d net
to the Company) of liquids in 2001. The natural gas production supplies
approximately 12 percent of the country's gas demand. The Company also
discovered the Moulavi Bazar gas field on Block 14. The discovery was Unocal's
third major gas field discovered in Bangladesh. The Bibiyana field, a major gas
field located on Block 12, was discovered in 1998. The third PSC covers Block 7
in the southwest of Bangladesh, which encompasses more than 2 million acres. The
Company has a 90 percent working interest in Block 7.

In 2001, the Company submitted a detailed gas export pipeline development plan
to Petrobangla, the state o0il and gas company of Bangladesh. This proposal
includes construction of a new 30-inch diameter, 1,363-kilometer (847-mile)
pipeline, with an initial capacity of 500 MMcf/d, from the Bibiyana field in
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northeast Bangladesh to targeted markets in India. The review by Petrobangla and
the government of Bangladesh is a lengthy process since the export of any
quantity of natural gas to neighboring countries is a contentious national
political issue in Bangladesh.

—-15-

The Netherlands

The Company, through a subsidiary, has interests ranging from 34 percent to
80 percent in four blocks in the Netherlands sector of the North Sea.
Average gross production in 2001 was approximately 6 MBbl/d of crude oil

(5 MBbl/d net to the Company) and 16 MMcf/d (7 MMcf/d net to the Company) of
natural gas. The Company is the operator and has an average 70 percent
working interest.

Democratic Republic of Congo

The Company, through a subsidiary, has a 17.7 percent non-operating working
interest in the rights to explore and produce hydrocarbons in the entire
offshore area of the country. Gross production averaged about 18 MBbl/d of crude
0il (3 MBbl/d net to the Company) from seven fields in 2001.

Brazil

The Company, through an affiliate, holds a 50 percent interest in a company that
has a 35 percent participation agreement with Petrobras in the Pescada-Arabaiana
0il and gas project in the Potiguar basin, offshore Brazil. The agreement
covered the acquisition of an initial 79 percent participation interest from
Petrobras in five concession areas containing six proven oil and gas reservoirs,
plus a 35 percent interest in a 55,000-acre exploration block. The project
currently consists of six production platforms and a 45-mile long, 26-inch
diameter multi-phase pipeline already in operation. In 2001, gross production
from the project averaged 700 b/d of o0il and 7 MMcf/d of natural gas.

Net production from the project averaged 300 b/d of oil and 3 MMcf/d of natural
gas. Annual gross production is expected to reach 5 MBbl/d of oil and 55 MMcf/d
by 2003. The annual net production is expected to reach approximately 1 MBbl/d
of 0il and 17 MMcf/d of natural gas.

The Company, through Brazilian subsidiaries, is active in other projects in the
country. The Company holds a 40.5 percent working interest in Block BM-ES-2. The
593,000-acre offshore deepwater block is located in Brazil's Espirito Santo
Basin in water depths of 5,000 to 8,000 feet. The Company is the operator.
Seismic data for the block is being evaluated, and the consortium hopes to drill
one well in late 2002 or early 2003, depending on the results of the seismic
interpretation.

The Company also holds a 30 percent working interest in Block BES-2. This
offshore block covers 642,000 acres and is located in water depths ranging from
1,200 to 4,500 feet. In 2001, the first exploration well drilled had hydrocarbon
shows but was not commercial.

In February 2002, the Company signed an agreement to acquire a 25 percent
non-operating working interest in the exploration block BM-ES-1 in the Espirito
Santo basin. The block covers 670,000 acres and is approximately 93 miles
offshore in water depths from 4,900 to 9,000 feet.
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Vietnam

The Company, through subsidiaries, holds interests in two PSCs offshore southern
Vietnam in the northern part of the Malay Basin. The Company is the operator and
has an approximate 42 percent working interest in one PSC, which includes Block
B and Block 48/95. This PSC covers more than 2.2 million acres. The Company made
the initial gas discovery on the Kim Long prospect on Block B in late 1997. The
Company also holds an approximate 43 percent working interest in a PSC for
exploration of Block 52/97, which covers more than 500,000 acres.

In 2001, the Company added to its natural gas resources in Vietnam with four
more successful wells. In 2000, the Company drilled five successful wells that
confirmed natural gas resources in the Kim Long, Ac Qui and Ca Voi trends.

The Company has begun work towards commercializing its offshore natural gas
resources. The Company is in discussions with PetroVietnam, the state oil and
gas company, concerning a natural gas pipeline to serve power plants proposed
for construction in southern Vietnam.

Gabon

Unocal is a member of the Vanco Gabon Group, a consortium of French and U.S. oil
and gas exploration companies that has PSCs for three exploration blocks located
in deep water offshore Gabon, West Africa. The Company drilled four exploration
wells in 2001. All four wells were dry. The Company and the other consortium
members are evaluating the remaining features on the blocks. The Company holds a
25 percent working interest.

-17 -

TRADE

The primary function of the Trade segment is to externally market the Company's
hydrocarbon production. Marketing activities include transporting and selling
the Company's production. To that end, the Trade segment conducts the majority
of the Company's: (a) worldwide crude o0il and condensate marketing activities,
excluding those of Pure and (b) North American natural gas marketing activities,
excluding those of Pure and the Alaska Dbusiness unit. Commodities are sold to
third parties at market prices, terms and conditions. Most of the Company's U.S.
production is sold on an intracompany Dbasis from the Exploration and Production
segment to the Trade segment at market prices and then resold by the Trade
segment to third-party customers. These intracompany sales and purchase
transactions, including any intracompany profits and losses, are eliminated upon
consolidation. To market the Company's crude oil production, the segment enters
into wvarious sale and purchase transactions with wunaffiliated oil and gas
producing, refining, and trading companies. These transactions transfer
commodities from production locations to industry marketing centers with higher
volumes of commercial activity and greater market liquidity. These transactions
allow the Company to better manage its risk and seek higher profit margins than
if the Exploration and Production segment were to sell the Company's production

directly to third parties at production locations. Currently, these sale and
purchase transactions represent a significant portion of the segment's U.S.
crude o0il sales and purchases. The Company's non-U.S. crude and condensate

production and Northrock natural gas production is marketed by the Trade segment
on a commission or fee Dbasis on Dbehalf of the Exploration and Production
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segment. Intracompany profits and losses related to the commissions or fee
arrangements are eliminated upon consolidation.

The Trade segment is also responsible for implementing commodity-specific risk
management activities on behalf of the Company's Exploration and Production

segment, excluding Pure. The objectives of these risk management activities
include reducing the overall volatility of the Company's cash flows and
preserving revenues. The segment enters into various hydrocarbon derivative
financial instrument contracts, such as futures, swaps and options (derivative
contracts) to hedge or offset portions of the Company's exposure to commodity
price changes for future sales transactions. These commodity-risk management

activities are authorized by the Company's senior management.

The segment also purchases crude oil, condensate and natural gas for resale from
certain of the Company's royalty owners, joint venture partners and unaffiliated
0il and gas producing, refining, and trading companies.

The segment also trades hydrocarbon derivative instruments, for which hedge
accounting 1s not used, to exploit anticipated opportunities arising from
commodity price fluctuations. These instruments primarily consist of
exchange-traded futures and options contracts. The segment also purchases

limited amounts of physical inventories for energy trading purposes when
arbitrage opportunities arise. These trading activities are subject to internal
restrictions, including value at risk 1limits, which measure the Company's
potential loss from likely changes in market prices.

As mentioned above, a large portion of the Exploration and Production segment's

production is sold to the Trade segment. However, since this production is sold
to the Trade segment at market prices or marketed on a commission or fee basis,
the Trade segment's Dbusiness 1s, as a consequence, a low-margin Dbusiness.

Intracompany profits and losses related to the Trade segment's intracompany
purchases, commissions, or fee arrangements are eliminated upon consolidation.

For additional details on the on the Trade segment activities, see note 29 to
the consolidated financial statements in Item 8 of this report.
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MIDSTREAM

In 2001, the Midstream segment was formed and is comprised of the Company's
pipelines business and North America gas storage businesses.

The pipelines business principally includes the Company's equity interests in
affiliated petroleum pipeline companies and wholly-owned pipeline systems
throughout the U.S. Included in Unocal's pipeline investments is the Colonial
Pipeline Company, in which the Company holds a 23.44 percent equity interest.
The Colonial Pipeline system runs from Texas to New Jersey and transports a
significant portion of all petroleum products consumed in its 13-state market
area. Also included is the Unocal Pipeline Company, a wholly-owned subsidiary,
which holds a 1.36 percent participation interest in the TransAlaska Pipeline
System (TAPS). TAPS transports crude oil from the North Slope of Alaska to the
port of Valdez. In addition, the Company holds a 27.75 percent interest in the
Trans—-Andean oil pipeline, which transports crude oil from Argentina to Chile.

The Company, through its participation in the AIOC consortium, is pursuing the
development of a 42-inch pipeline from Baku in Azerbaijan to Ceyhan in Turkey.
The pipeline project is planned to have a crude oil capacity of 1 million b/d.
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The pipeline will enable crude oil production from AIOC's future development, as
well as other possible sources, to reach market. Individual company ownership
percentages in the pipeline are currently being determined.

The Company owns varying interests in natural gas storage facilities in
west-central Canada and Texas. The Company, through Canadian subsidiaries, holds
a 94 percent interest in the Aitken Creek Gas Storage Project in British
Columbia, which was expanded to 48 billion cubic feet of capacity and 500 MMcf/d
of deliverability in 2001. The Company also holds an interest in the Cal Ven
Pipeline and the Alberta Hub natural gas storage facility in Alberta.
Construction of the Keystone Gas Storage Project in West Texas 1s proceeding on
schedule. The project is slated to begin storage operations in 2002 with initial
storage capacity of 3 billion cubic feet. The Company holds a 100 percent
interest in the project.

-19-

GEOTHERMAL AND POWER OPERATIONS

The Company 1s a producer of geothermal energy, with more than 35 years
experience in geothermal resource exploration, reservoir delineation, and
management. The Company also has proven experience in planning, designing,
building and operating private power projects and related project finance and
economics.

The Company, through subsidiaries, operates major geothermal fields producing
steam for ©power generation projects at Gunung Salak and Wayang Windu in
Indonesia and at Tiwi and Mak-Ban in the Philippines. Together, these projects

have a combined installed electrical generating capacity of 1,200 megawatts.

Indonesia - The Company explores for, develops and produces geothermal steam
pursuant to the terms of exclusive joint operation contracts with Pertamina and
sells geothermal steam to PT PLN (Persero) ("PLN"), the state electricity
company, pursuant to the terms of energy sales contracts. The Company also has a
50 percent non-controlling interest in, Dayabumi Salak Pratama, Ltd. ("DSPL"),
which operates three power generation facilities with a total installed capacity
of 165 megawatts associated with the Gunung Salak steam field. DSPL operates
these power plants and sells electrical energy to PLN pursuant to the
build-operate-transfer provisions of current contracts. In 2001, the Company
began operating the Wayang Windu geothermal power project near Bandung, West
Java on behalf of an equity investee, which owns a 50 percent non-controlling
interest in the project. The project, which includes a 110 megawatt power plant
and geothermal steam field, is currently operating at full capacity. Title to
geothermal resources in Indonesia rests with the central government.

Efforts to renegotiate the geothermal steam sales and electrical energy sales
contracts at Gunung Salak in Indonesia are continuing. The Company believes that
significant progress has been made towards an agreement that is acceptable to
all parties to resolve outstanding issues (see the discussion under Geothermal
and Power Operations in the "Outlook" section of Management's Discussion and
Analysis in Item 7 of this report).

Philippines - The Republic of the Philippines retains title to geothermal
resources in the ground and the National Power Corporation ("NPC"), a Philippine
government-owned corporation, acts as the steward to develop steam resources.
Philippine Geothermal, 1Inc. ("PGI"), a wholly-owned subsidiary, has developed
and produced steam resources for NPC pursuant to a 1971 service contract. NPC is
the owner of all of the equipment and surface lands used in steam field
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operations and owns and operates the power plants at Tiwi and Mak-Ban on the
island of Luzon. PGI continues to operate the steam fields wunder an Interim
Agreement with NPC while PGI and NPC continue negotiations to settle their
long-standing contract dispute. The dispute involves the renewability of the
service contract between NPC and PGI. PGI claims that the contract is renewable
on the same terms as the initial 25-year term of the contract while NPC claims
otherwise. As a result, the renewal has been the subject of arbitration at the
International Chamber of Commerce and litigation in the Philippine courts.
Arbitration and litigation actions have been suspended while NPC and PGI attempt
to negotiate a settlement. These negotiations center on a revised contract,
which would address the length (term), the cost of geothermal steam and the
requirement for Filipino ownership. Provisions of the 1987 Philippine
Constitution prohibit foreign-owned companies from exploring, developing and
utilizing geothermal resources. The original service contract was structured
such that PGI was designated as the exclusive provider of technical and
financial services to NPC, which had sole responsibility for exploiting the
geothermal resources. As noted in the "Outlook" section of Item 7 ("Management's

Discussion & Analysis"), recent Philippine legislation mandating the eventual
privatization of NPC's assets will wultimately result 1in transferring the
responsibility for exploiting the geothermal resources. The current discussions

center on PGI directly developing the geothermal resources through a 60 percent
Filipino-owned company in order to meet the requirements of the Philippine
Constitution.

Thailand - The Company, through subsidiaries, also has various equity interests
in four gas—-fired power plant projects in Thailand. One of the projects has been
in operation since 1998 while two of the power projects began commercial
operations in 2000, and the fourth began commercial operations in 2001.

-20-

The Company's geothermal reserves and operating data are summarized in the
following table:

2001 2000 1999

Net proved geothermal reserves at year end: (a)

billion kilowatt-hours 108 114 120

million equivalent oil barrels 162 170 179
Net daily production

million kilowatt-hours 14 16 17

thousand equivalent oil barrels 22 25 25
Net geothermal lands in thousand acres

proved 9 9 9

prospective 314 314 314
Net producible geothermal wells 84 83 79

—-21—-

PATENTS
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Between 1994 and 2000 the Company was awarded five patents resulting from its
independent research on reformulated gasolines ("RFG"). Although the Company
indicated a willingness to enter into licensing negotiations, the first of these
patents (the "393 patent) was the subject of litigation initiated in 1995 by the
major refiners in California. Following a jury verdict upholding the patent and
the award of damages to the Company, the refiners appealed unsuccessfully to the
U.S. Circuit Court of Appeals. In 2000, the Company received payment on a
judgment, including interest and attorneys fees, of approximately $91 million
for infringement by the refiners for the period of March through July of 1996.

The Company has entered into eight licensing agreements that grant motor
gasoline refiners, blenders and importers (including CITGO Petroleum
Corporation, Tesoro Petroleum Corporation and units of The Williams Companies,
Inc.) the right to make cleaner-burning gasolines using formulations patented by
the Company. The Company continues to negotiate with other refiners, blenders
and importers on licensing agreements. The Company has a uniform licensing
schedule that specifies a range from 1.2 to 3.4 cents per gallon for volumes
that fall under the patents. As a licensee uses the license more frequently, the
rate per gallon is reduced. The Company believes that its patented formulations
provide refiners and blenders with a cost-effective way of meeting California
and federal standards for cleaner-burning gasolines.

In February and March 2001, petitions were filed with the U.S. Patent and
Trademark Office ("PTO") by Washington, D.C., law firms, acting on behalf of
unnamed parties, requesting reexamination of two of the Company's patents (the
126 and 393 patents, respectively). In 2001 the PTO granted reexamination as
to the "393 patent and in January 2002 initially rejected all of the claims of
that patent. The Company is responding to this initial rejection of claims. In
January 2002, the PTO also granted the reexamination request for the 126
patent. The reexamination process is expected to take several months, but the
Company believes the 126 and "393 patent claims are novel and non-obvious and
expects the patents to be sustained. Licensing fees and judgments collected
during the pendency of the reexaminations are not refundable.

In March 2001, ExxonMobil Corporation requested the U.S. Federal Trade
Commission ("FTC") to conduct an investigation into certain alleged unfair
competition practices allegedly engaged in by the Company in connection with its
patents. ExxonMobil alleges that the Company engaged in anti-competitive conduct
in the regulatory processes that established California and federal standards
for RFG and thus gained "monopoly profits" in the RFG market. ExxonMobil
requests that the FTC use its authority to fashion an appropriate remedy. In
August 2001, the Company received notice that the FTC was conducting a
non-public investigation of this matter. The Company has been cooperating with
the FTC in its inquiry.

In October 2001, the Company was informed that the U.S. District Court in Los
Angeles had granted the Company's motion for summary judgment requesting an
accounting of infringement of the "393 patent from August 1996 through December
2000 by the five defendants. The Company had requested that the court apply the
5.75 cents per gallon awarded in the original 1997 trial to the defendants'
infringing volumes produced during this period. The court also denied the
defendants' motions that these damage proceedings be stayed pending the outcome
of the patent reexaminations or, alternatively, that the defendants be granted a
new trial as to damages. In December 2001, the judge recused himself from the
case without signing Unocal's proposed judgment implementing the decision. The
case was subsequently transferred to another Judge. In February 2002, the
defendants requested that the new judge reconsider the status of the case and
vacate the earlier rulings. A ruling on these matters is tentatively scheduled
for May 2002.

In January 2002, the Company filed suit against Valero Energy Corporation in the
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U.S. District Court in Los Angeles for infringement of both the 393 and 126
patents by Valero and Ultramar Diamond Shamrock (acquired by Valero in 2001).
The Company is seeking 5.75 cents per gallon for motor gasolines infringing one
or more claims under the patents and a trebling of the amount for willful
infringement. The Company i1s also seeking a mandatory licensing of its patents
by Valero with respect to future activities.
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COMPETITION

The energy resource industry is highly competitive around the world. As an
independent o0il and gas exploration and production company, Unocal competes
against integrated oil and gas companies, 1independent o0il and gas companies,
government-owned o0il and gas companies, individual producers, marketing
companies and operators for finding, developing, producing, transporting and
marketing oil and gas resources. The Company believes that it is in a position
to compete effectively. Competition occurs in bidding for U.S. prospective
leases or international exploration rights, acquisition of geological,
geophysical and engineering knowledge, and the cost-efficient exploration,
development, production, transportation, and marketing of oil and gas. The
future availability of prospective leases/concessions 1is subject to competing
land uses and federal, state, foreign and local statutes and policies. The
principal factors affecting competition for the energy resource industry are oil
and gas sales prices, demand, worldwide production levels, alternative fuels and
government and environmental regulations. The Company's geothermal and power
operations are in competition with producers of other energy resources.

EMPLOYEES

As of December 31, 2001, Unocal and its subsidiaries had approximately 6,980
employees, compared to 6,800 and 7,550 in 2000 and 1999, respectively. The
totals included approximately 320 and 230 employees of the Company's Pure
subsidiary in 2001 and 2000, respectively. Of the total Unocal employees at
year—-end 2001, 215 in the U.S. were represented by wvarious labor unions and 355
in Thailand were represented by a trade union.

GOVERNMENT REGULATIONS

Certain interstate crude oil pipeline subsidiaries of Unocal are regulated (as
common carriers) by the Federal Energy Regulatory Commission. As a lessee from
the U.S. government, Unocal is subject to Department of the Interior regulations
covering activities onshore and on the Outer Continental Shelf ("OCS"). In
addition, state regulations impose strict controls on both state-owned and
privately-owned lands.

Some federal and state bills would, if enacted, significantly and adversely
affect Unocal and the petroleum industry. These include the imposition of
additional taxes, land use controls, prohibitions against operating in certain
foreign countries and restrictions on exploration and development.

Regulations promulgated by the Environmental Protection Agency ("EPA"), the
Department of the Interior, the Department of Energy, the State Department, the
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Department of Commerce and other government agencies are complex and subject to
change. New regulations may be adopted. The Company cannot predict how existing
regulations may be interpreted by enforcement agencies or court rulings, whether
amendments or additional regulations will be adopted, or what effect such
changes may have on its current or future business or financial condition.
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ENVIRONMENTAL REGULATIONS

Federal, state and local laws and provisions regulating the discharge of
materials into the environment or otherwise relating to environmental protection
have continued to impact the Company's operations. Significant federal

legislation applicable to the Company's operations includes the following: the
Clean Water Act, as amended in 1977; the Clean Air Act, as amended in 1977 and
1990; the Solid Waste Disposal Act, as amended by the Resource Conservation and
Recovery Act of 1976 ("RCRA"); the Comprehensive Environmental Response,
Compensation and Liability Act of 1980 ("CERCLA"), as amended in 1986; the 0il
Pollution Act of 1990 and laws governing low level radiocactive materials.
Various foreign, state and local governments have adopted or are considering the

adoption of similar laws and regulations. The Company believes that it can
continue to meet the requirements of existing environmental laws and
regulations. The following discussion describes the nature and impact of

regulations that may have a material affect on the Company.

The Clean Water Act, as amended in 1977, requires all oil and gas exploration
and production facilities, as well as mining and other operations, of the
Company and its subsidiaries to eliminate or meet stringent permit standards for
the discharge of pollutants into the waters of the United States from both point
sources and from stormwater runoff. The act requires the Company to construct
and operate waste water treatment systems and injection wells, to transport and

dispose of onshore spent drilling muds and other associated wastes, to monitor
compliance with permit requirements and to implement other control and
preventive measures. Requirements under the act have become more stringent in

recent years and now include increased control of toxic discharges.

The Clean Air Act, as amended in 1977 and 1990, and its regulations require,
among other things, enhanced monitoring of major sources of specified
pollutants; stringent air emission 1limits on the Company's marine terminals,
mining operations and other facilities; and risk management plans for storage of
hazardous substances. Title V of the act requires major emission sources to
obtain new permits. Title V also requires more comprehensive measurement of
specified air pollutants from major emission sources. Title V has a significant
impact on Company monitoring, recording and reporting requirements ("MR&R") .
MR&R involves periodic reporting such as semi-annual monitoring reports, permit
deviation reports and annual compliance certifications. Failure to properly file
these reports may result in a Notice of Violation and possible fine. The Risk
Management Plan regulations under the Clean Air Act require that any
non-exempted facility that processes or stores a threshold amount of a regulated
substance prepare and implement a risk management plan to detect, prevent and
minimize accidental releases. The regulations require undertaking an offsite
hazard assessment, preparing a response plan and communication with the local
community. The Company has risk management plans in place for these potential
hazards.

Under the Clean Air Act, the U.S. Environmental Protection Agency ("EPA") is
required to adopt a number of national air toxic reduction programs that address
hazardous air pollutants, also known as HAPs. One of these programs 1is the
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adoption of Maximum Achievable Control Technology ("MACT") for large HAP
sources. Once the EPA has issued all of the MACT standards, it is required to
conduct a health risk assessment and revise the standards if it is shown to be
necessary to protect public health. The EPA must promulgate regulations
establishing emission standards for about 175 categories of HAP sources. The
standards require the maximum degree of emission reduction that the EPA
determines to be achievable for each particular source category. Different MACT
criteria are applicable for new and for existing sources. Under the act, the EPA
is required to develop and implement a program for assessing the risk remaining
("residual risk") after facilities have implemented MACT standards. The EPA has
finalized MACT control requirements for certain categories of oil and gas
production and gas transmission and storage facilities. There are pending MACT
regulations under the categories of Organic Liquids Distribution, Combustions,
Turbines, Industrial Boilers and Heaters and Reciprocating Internal Combustion
Engines. In order to comply with National Ambient Air Quality Standards, which
were promulgated to protect public health, some states and the proposed MACT
rules will require large reductions 1in the emission of nitrogen oxides and
carbon monoxide. This will require the addition of significant new controls and
associated MRé&R.
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The Solid Waste Disposal Act, as amended by the Resource Conservation and
Recovery Act of 1976 ("RCRA"), regulates the storage, handling, treatment,
transportation and disposal of hazardous and non-hazardous wastes. It also

requires the investigation and remediation of certain locations at several
former Company facilities, where such wastes have been handled, released or
disposed. RCRA requirements have become increasingly stringent in recent years
and the EPA has expanded the definition of hazardous wastes. Company facilities
generate and handle a number of wastes regulated Dby RCRA and have facilities
that have been used for the storage, handling or disposal of RCRA wastes that
are subject to investigation and corrective action. The Company must provide
financial assurance for future closure and post-closure costs of its
RCRA-permitted facilities and for potential third party liability. Management of
wastes from the exploration and production of oil and gas are typically
classified as non-hazardous oil field wastes regulated by the states rather than
the EPA. Subchapter IX regulates underground storage tanks, including corrective
action for releases and financial assurance for corrective action and third
party liability. This subchapter and similar state laws, such as the California
Health and Safety Code, the Texas Administrative Code, Title 30 (Environmental
Quality), and the Alaska Administrative Code, Title 18 (Environmental
Conservation), impact the cleanup of the Company's former service stations and
other facilities.

The Comprehensive Environmental Response, Compensation and Liability Act of 1980
("CERCLA"), as amended in 1986, ©provides that waste generators, site owners,
facility operators and certain other parties may be strictly and jointly and
severally liable for the costs of addressing sites contaminated by spills or
waste disposal regardless of fault or the amount of waste sent to a site.
Additionally, each state has laws similar to CERCLA. A federal tax on oil and
certain chemical products was enacted to fund a part of the CERCLA program, but
this tax has been suspended for several years while CERCLA reform legislation is
debated in the U.S. Congress. The Company has been identified as a Potentially
Responsible Party ("PRP") under CERCLA at approximately 26 sites by the EPA and
various state agencies and private parties have identified the Company as a PRP
at 28 other similar sites. A PRP has strict joint and several liability for site

remediation costs and so the Company may be required to assume, among other
costs, all or portions of the shares attributed to insolvent, wunidentified or
other parties. The Company does not anticipate that its ultimate exposure at
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these sites individually, or in the aggregate, will have a material adverse
impact on the Company's financial condition or 1liquidity, but could have a
material adverse impact on results of operations.

The 0Oil Pollution Act of 1990 significantly increased spill response planning
obligations, o0il spill prevention requirements and spill liability for tank
vessels transporting oil, for offshore facilities such as platforms, and for
onshore terminals. The act created a tax on imported and domestic oil to provide
funding for response to and compensation for oil spills when the responsible
party cannot do so.

Other regulations and requirements that may have a material impact on the
Company: The Toxic Substances Control Act of 1976, as amended in 1986, regulates
the development, testing, import, export and introduction of new chemical
products into commerce. SARA Title III, the Emergency Planning and Community
Right to Know Act requires the Company to prepare emergency planning and spill
notification plans, as well as public disclosure of chemical wusage and
emissions. The Safe Drinking Water Act and related state programs regulate
underground injection control wells, including those used for the injection of
fluids Dbrought to the surface in connection with oil and gas production or for
secondary or tertiary recovery of oil and gas. The Atomic Energy Act and related
federal and state laws have a significant impact on the mining operations and
former processing plants of the Company's Molycorp subsidiary. These laws govern
management of low level waste materials associated with mineral production and

licensing and decommissioning of facilities, as well as naturally occurring
radiocactive materials from oil and gas operations. These laws also require the
Company to provide financial assurances related the decommissioning of

facilities and waste disposal.

Environmental regulatory requirements impacting the cleanup of petroleum release

sites may also include state and local laws, including the California Safe
Drinking Water and Toxic Enforcement Act ("Proposition 65"), the federal and
state Endangered Species Act and the Archaeological and Historic Preservation
Act of 1974, which protects certain archaeological and historical areas from
destruction.
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The Company has been a party to a number of administrative and Jjudicial
proceedings under federal, state and local provisions relating to environmental
protection. These proceedings include actions for civil penalties or fines for
alleged environmental violations, orders to investigate and/or cleanup past
environmental contamination under CERCLA or other laws, closure of waste
management facilities wunder RCRA or decommissioning of facilities under
radiocactive materials licenses, permit proceedings and variance requests under
air, water or waste management laws and similar matters.

For information regarding the Company's environment-related capital
expenditures, charges to earnings and possible future environmental exposure,
see Item 3 - Legal Proceedings, the Environmental Matters section of

Management's Discussion and Analysis in Item 7 of this report and notes 18 and
22 to the consolidated financial statements in Item 8 of this report.

—-26—
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ITEM 3 - LEGAL PROCEEDINGS.

There is incorporated by reference the information regarding environmental
remediation reserves in note 18 to the consolidated financial statements in Item
8 of this report, the discussion of such reserves in the Environmental Matters
section of Management's Discussion and Analysis in Item 7 of this report, and
the information regarding certain legal proceedings and other contingent
liabilities in note 22 to the consolidated financial statements in Item 8 of
this report. See also the information under "Patents " in Items 1 and 2 -
"Business and Properties" of this report regarding certain lawsuits in which the
Company is seeking to enforce its patents for cleaner-burning gasolines.

Set forth below is information with respect to certain specific legal
proceedings pending or threatened against the Company or settled and/or disposed
of subsequent to September 30, 2001:

1. The U.S. Department of Interior Minerals Management Service (the "MMS")
announced in 1996 that it would pursue claims against several oil companies
for their alleged underpayment of royalties on crude oil produced from
federal leases in California covering the period from 1980 forward.
Following that announcement, the Company received from the MMS three orders
to pay additional royalties, penalties and interest, covering periods from
January 1980 through April 1996, and totaling in excess of $75 million. The
Company initiated appropriate administrative appeals. In 1999, the Company
also filed an action in the U.S. District Court for the Northern District
of Oklahoma (Union 0Oil Company of California v. Bruce Babbitt, et al.)
seeking a declaratory judgment that the applicable statute of limitations
barred amounts claimed by the MMS for periods prior to July 1991.

In 1998, the Company was served with a lawsuit brought by private
plaintiffs on behalf of the U.S. government against the Company and
numerous other o0il companies (United States, ex rel. Johnson v. Shell 0il
Company et al., in the U.S. District Court for the Eastern District of
Texas, Lufkin Division). The lawsuit alleged intentional underpayment of
royalties from 1986 forward on oil produced from federal and Indian land
leases in violation of the federal False Claims Act (the "FCA"). In 1999,
the U.S. Department of Justice intervened in the lawsuit against the
Company. The plaintiffs sought recovery of $52 million in damages and
prejudgment interest, to be trebled as provided by the FCA, plus attorneys'
fees and civil penalties authorized by the act.

In 2000, the Company reached an agreement in principle to settle the
lawsuits and administrative claims described above. Following the consent
of appropriate state governments and certain Native American Indian tribes,
the settlement became final in December 2001 and the court dismissed all
claims against the Company with prejudice. Under the terms of the
settlement, the Company paid an aggregate of $25.5 million, including
certain attorneys fees, from reserves which had been previously provided.

2. The Company has been named a defendant in two additional FCA proceedings
brought by private plaintiffs on behalf of the United States alleging
underpayment of royalties since the mid-1980s on natural gas production
from federal and Indian land leases. The first action (United States, ex
rel. Harrold E. (Gene) Wright v. Amerada Hess Corporation, et al., in the
U.S. District Court for the Eastern District of Texas, Lufkin Division) was
filed in 1996 against the Company and 130 other energy industry companies
and seeks damages collectively from all defendants of $3 billion, which, to
the extent awarded, would be trebled pursuant to the FCA. In 2000, the U.S.
Department of Justice (the "DOJ") intervened in the lawsuit against four
of the defendants, but has not intervened against the remaining defendants,
including the Company.
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The second action (United States, ex rel. Jack Grynberg v. Unocal, in the
U.S. District Court for the District of Wyoming) was filed in 1997, as one
of 77 separate cases filed by the plaintiff, and seeks damages of
approximately $200 million from the Company, which, to the extent awarded,
would be trebled pursuant to the FCA. In 1999, the DOJ notified the courts
in the Grynberg litigation of its election not to intervene in these
actions.

—27—

A decision by the DOJ to intervene against a defendant sued under the FCA
normally is an indication that the DOJ has investigated and concluded that
there is some basis in fact to support the private plaintiff's claim

against that particular defendant. Conversely, a decision not to
intervene is normally an indication that the DOJ has found no basis in
fact to support the private plaintiff's assertions. The Company has

cooperated fully with the DOJ in connection with its investigations in both
the Wright and Grynberg cases. To date, the Company has received no
indication from the DOJ that it contemplates intervening against the
Company in either lawsuit.

The Wright and Grynberg cases have been consolidated by the Judicial Panel
on Multi-District Litigation as MDL Docket No. 1293 and subsequently
transferred for pre-trial proceedings to the U.S. District Court for the
District of Wyoming. In 2000, the court entered an order staying the Wright
case. The court has yet to lift the stay or to enter an order controlling
the progress of these cases. The Company believes the allegations in the
Wright and Grynberg cases are without merit and intends to vigorously
defend both cases.

The Company 1is a defendant in lawsuits Dby anonymous representatives
purportedly on behalf of a class of plaintiffs consisting of residents and
former residents of the Tenasserim region of Myanmar. The lawsuits were
initially filed in 1996 in the U.S. District Court for the Central District
of California (John Doe I, et al. v. Unocal Corporation, et al., Case No.
CV 96-6959-RWSL, referred to as the "Doe" action; and John Roe III, et al.
v. Unocal, Inc. [sic], et al., Case No. CV 96-6112-RWSL, referred to as the
"Roe" action). The plaintiffs alleged that the company was liable for
alleged acts of mistreatment and forced labor by the government of Myanmar
allegedly in connection with the construction of the Yadana natural gas
pipeline, which transports natural gas from fields in the Andaman Sea
across Myanmar to Thailand.

The complaints contained numerous counts and alleged violations of several
U.S. and California laws and U.S. treaties. The plaintiffs sought
compensatory and punitive damages on behalf of the named plaintiffs, as
well as disgorgement of profits. Injunctive and declaratory relief were
also requested on behalf of the named plaintiffs and the purported class to
direct the defendants to cease payments to the Myanmar government and to
cease participation in the Yadana project.

In its answers to amended complaints in both actions, the Company denied
that it was either properly named as a party or subject to joint venture,
partnership or other liability with respect to the Yadana pipeline. In
2000, the court granted the Company's motions for summary judgment in the
two proceedings, ordered the federal law claims dismissed with prejudice
and, after declining to exercise jurisdiction over the pendant state law
claims, ordered them dismissed without prejudice.
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Subsequently, the plaintiffs in both actions appealed the final judgments
to the U.S. Court of Appeals for the Ninth Circuit (Case Nos. 00-56603 and
00-56628, respectively), where oral argument was conducted in December
2001. The court's ruling on the appeals remains pending.

In 2000, following the dismissal of their claims by the federal court, the
plaintiffs filed actions against the Company in the Superior Court of the
State of California for the County of Los Angeles, Central District (John
Doe I, et al. v. Unocal Corp., et al., No. BC237980; and John Roe III, et
al. v. Unocal Corporation, et al., No. BC237679). The complaints allege
that, by virtue of the Company's participation in the Yadana project, it is
liable under California 1law for alleged acts of mistreatment and forced
labor by the government of Myanmar.

The complaints contain numerous counts alleging various violations by the
defendants of the constitution, statutes and common law of California. With
respect to liability for alleged unfair business practices, the Doe action
is also styled as a purported class action on behalf of two classes of
plaintiffs: all affected residents and former residents of the Tenasserim
region of Myanmar and all California residents and the general public
within the State of California. The plaintiffs seek compensatory and
punitive damages on behalf of the named plaintiffs and the purported
classes, as well as injunctive relief, disgorgement of profits and other
equitable relief.

The Company's demurrers, which sought to have the actions dismissed from
the state court, were denied in September 2001. Subsequently, the Company
moved for summary judgment in both actions on all claims, which motions
remain pending.
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In 1998, the Attorney General of Hawaii filed an action (Anzai [formerly
Bronster] (State of Hawaii) v. Unocal Corporation, et al., in the U.S.
District Court for the District of Hawaii) on behalf of both the people of
Hawaii and the state itself against the Company and six other major Hawaii
0il refiners, two of which subsequently settled. The amended complaint
alleged that the defendants conspired to restrict the production and fix
the price of gasoline and diesel fuel in Hawaii in violation of the federal
Sherman Act and various state laws. The state sought damages from all
defendants in an amount exceeding $450 million covering a period starting
in 1990, together with civil penalties in excess of $200 million. If
liability were to have been established, the Company would have been
jointly and severally liable for any damages awarded.

The Company and its co-defendants believed that there was no merit to the
Attorney General's claim that there was a conspiracy to fix prices or
restrict the supply of gasoline or diesel fuel. Moreover, even if such an
agreement did exist among some of the defendants, the Company believed that
there was no evidence linking it to such an agreement. Further, the Company
believed that the sale of its marketing and refining assets to Tosco
Corporation ("Tosco") in 1997 would be deemed to constitute an effective
withdrawal from any alleged conspiracy. In March 2002, the Company and its
co-defendants entered into an agreement with the state to settle this
action, subject to court approval, on terms which would include the
Company's payment of $3.3 million, for which a reserve has been previously
provided.

In 1998, a purported class action was filed (Cal-Tex Citrus Juice, Inc., et
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al. v. Unocal Corporation, et al., in the California Superior Court for
Sacramento County) against the Company and eight major California oil
refiners by direct and indirect purchasers of diesel fuel in the state of
California from March 1996, through 1997. The complaint alleges that the
defendants conspired to restrict the production and fix the price of "CARB"
diesel fuel in violation of the California Cartwright and Unfair
Competition Acts. The total amount of damages sought by the plaintiffs is
unknown. If liability were established, the Company would be jointly and
severally liable for any damages awarded. Any such damages would be trebled
if a Cartwright Act violation were found and attorneys' fees and costs
would also be recoverable. "Fluid recovery" and cy pres restitution would
be available under the Unfair Competition Act if a violation of that act
were found. Any damages awarded would be allocated among the defendants
according to their market shares.

The Company and its co-defendants believe that there is no merit to the
plaintiffs' claim that there was a conspiracy to fix prices or restrict the
supply of CARB diesel fuel. Moreover, even if such an agreement did exist
among some of the defendants, the Company believes that there is no
evidence linking it to such an agreement. Further, the Company believes
that the sale of its marketing and refining assets to Tosco in 1997 would
be deemed to constitute an effective withdrawal from any alleged
conspiracy. In 2000, the court entered a stay in this case pending the
decision of the California Supreme Court in the case of Aguilar v. Atlantic
Richfield Company. In light of the decision favorable to the defendants in
the Aguilar case by the California Supreme Court in June 2001, the Company
no longer considers this case to be material.

6. In 1999, the lawsuit captioned The Sweet Lake Land & 0il Company, Inc., et
al. v. Union Oil Company of California (No. CV 99-1226 in the U.S. District
Court for the Western District of Louisiana) was filed against the Company.
The plaintiffs sought damages for land loss and erosion allegedly resulting
from oil and gas operations in the Sweet Lake Field by the Company and its
predecessor in interest, The Pure 0Oil Company. The plaintiffs' estimated
cost of restoring the damaged property was between approximately $86
million and $142 million. The plaintiffs also asserted a claim for loss of
agricultural revenues, which they estimated at approximately $8 million.
The plaintiffs additionally sought unspecified damages for the plugging and
abandonment of wells alleged to have no future utility and the removal of
associated flowlines and facilities. This lawsuit was settled in November
2001 on terms pursuant to which the Company paid $2 million in December
2001 and is to pay an aggregate of $13 million over a l1l2-year period, all
from reserves previously provided.

Certain Environmental Matters Involving Civil Penalties

7. The Company's Molycorp, Inc., subsidiary is continuing to negotiate with
the Office of the California Attorney General and the Lahontan Regional
Water Quality Control Board with respect to the settlement of alleged
violations of water quality discharge permits issued under the California
Water Code for its Mountain Pass, California, lanthanide facility. The
settlement of these matters could result in the payment of civil penalties
exceeding $100,000.
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ITEM 4 - SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS: None.

EXECUTIVE OFFICERS OF THE REGISTRANT
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Name, age and present
positions with Unocal

CHARLES R. WILLIAMSON, 53
Chairman of the Board and Chief Executive
Officer

Chairman of Company Management
Committee

TIMOTHY H. LING, 44

President and Chief Operating Officer
Director

Member of Company Management Committee

TERRY G. DALLAS, 51

Executive Vice President and Chief Financial
Officer

Member of Company Management Committee

DENNIS P.R. CODON, 53
Senior Vice President, Chief Legal Officer
and General Counsel

JOE D. CECIL, 53
Vice President and Comptroller

DOUGLAS M. MILLER, 42
Vice President, Corporate Development

Mr. Williamson became Chairman of the Board in C
been Chief Executive Officer since January 200
a Director since January 2000. He was Executive
International Energy Operations, during 1999 an
as Group Vice President, Asia Operations, 1in 1
previously served as Group Vice President, Intern
since 1996.

Mr. Ling has been President and Chief Operat
January 2001. He was Executive Vice Presiden
Energy Operations, in 1999 and 2000, and Chief
from 1997 to 2000. He was a partner of McKinsey
from 1994 through 1997. He is also a director
Inc.

Mr. Dallas has been Executive Vice President s
He joined Unocal in 2000 as Chief Financial Of
he was Senior Vice President and Treasurer of

Company ("Arco"), where he worked for 21 years.

since 2
He wa

Mr. Codon has been Senior Vice President
Officer and General Counsel since 1992.
from 1992 to 2000.

Mr. Cecil has been Vice President and Comptroll
1997. During 1997, he was Comptroller
Operations. He was Comptroller of the 76 Products
1995 until the sale of the West Coast refining, m
transportation assets in March 1997.

Mr. Miller has been Vice President, Corporate
January 2000. From 1998 wuntil 2000 he was
Planning and Development, International Energy

1996 to 1998, he was Resident Manager of Philippi

The bylaws of the Company provide that each executive officer shall hold office
until the annual organizational meeting of the Board of Directors, to be held
May 20, 2002, and until his successor shall be elected and qualified, unless he
shall resign or shall be removed or otherwise disqualified to serve.
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PART II

ITEM 5 - MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.

2001 Quarters 2000 Quarters
1st 2nd 3rd 4th 1st 2nd 3rd

Market price per share

of common stock

- High $39.9375 $ 40 $37.36 $36.15 $35 5/16 $ 39 $38 3/16
- Low $32.3125 $32.26 $29.72 $29.51 S 25 $28 1/16 $28 1/4
Cash dividends paid per

share of common stock $ 0.20 $ 0.20 $ 0.20 $ 0.20 S 0.20 $ 0.20 $ 0.20

Prices in the foregoing table are from the New York Stock Exchange Composite
Transactions listing. On February 28, 2002, the high price per share was $36.28
and the low price per share was $35.79.

Unocal common stock is listed for trading on the New York Stock Exchange in the
United States, and on the Stock Exchange of Switzerland.

As of February 28, 2002, the approximate number of holders of record of Unocal
common stock was 22,959 and the number of shares outstanding was 244,119,771.
Unocal's quarterly dividend declared has been $0.20 per common share since the
third quarter of 1993. The Company has paid a quarterly dividend for 86
consecutive years.

ITEM 6 — SELECTED FINANCIAL DATA: see pages 134 and 135.
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ITEM 7 - MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.

The following discussion and analysis of the consolidated financial condition
and results of operations of Unocal should be read in conjunction with the
historical financial information provided in the consolidated financial
statements and accompanying notes, as well as the business and properties
descriptions in Items 1 and 2 of this report.

Effective in 2001, the Pipelines business segment was combined with certain
activities of the Company's gas storage businesses in Canada, which were
previously reported in the Exploration and Production segment, into a new
segment called Midstream. The Carbon and Minerals businesses are no longer
disclosed as a separate segment and are now reported under the Corporate and
Other heading. The prior year results have been reclassified to conform to the
2001 presentation. See note 29 to the consolidated financial statements in Item
8 of this report for a description of the Company's reportable segments.
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CONSOLIDATED RESULTS

Years ended December 31,

Millions of dollars 2001 2000 1999
Earnings from continuing operations (a) $ 599 S 723 $ 113
FEarnings from discontinued operations 17 37 24
Cumulative effect of accounting change (1) - -

Net earnings $ 615 $ 760 $ 137

Continuing operations

2001 vs. 2000 - Earnings from continuing operations totaled $599 million in
2001, which was a decrease of $124 million from 2000. The decrease was primarily
due to lower worldwide average prices for liquids and an $86 million non-cash
after-tax charge for impairment of certain Gulf of Mexico shelf properties, due
principally to lower commodity prices. Higher worldwide average natural gas
prices and higher natural gas production partially offset these two negative
factors. The Company's worldwide average liquids price, including a 2 cents gain
per barrel from hedging activities, was $22.31 per barrel in 2001, which was a
decrease of $3.79 per barrel, or 15 percent, from 2000. In 2001, the Company's

worldwide average natural gas price, including a 2 cents loss per Mcf from
hedging activities, was $3.25 per Mcf, which was an increase of 29 cents per
Mcf, or 10 percent, from 2000. The Company's worldwide natural gas production

increased by 9 percent in 2001, primarily due to higher natural gas production
from the U.S. Lower 48 and Far East operations. The 2001 results also benefited
from $18 million in after-tax earnings related to participation payments, to be
collected in 2002, from the Company's former agricultural products business and
the Company's former oil and gas operations in California; $17 million after-tax
gains from the sale of Gulf of Mexico producing properties and a $10 million
after-tax gain from mark-to-market accruals for non-hedge commodity derivatives.
The results in 2000 included a $55 million after-tax benefit from payments
received for infringement of one of the Company's five reformulated gasoline
patents during a five-month period in 1996, a $42 million after-tax gain from
the Pure Resources, Inc. ("Pure") transaction and a $21 million after-tax gain
related to a settlement agreement reached with an insurer for the recovery of
amounts previously paid out for environmental pollution claims and related
costs. These gains in 2000 were offset by $48 million in after-tax losses
related to the mark-to-market accruals for non-hedge commodity derivatives, a
$33 million after-tax charge to write-down the Company's investment in the
Questa, New Mexico, molybdenum mining operation and $11 million in after-tax

restructuring costs. In addition, earnings from continuing operations in 2001
and 2000 included $95 million and $99 million, respectively, in after-tax
provisions for litigation and environmental matters. In 2000, earnings from

continuing operations included $28 million 1in net positive deferred tax
adjustments. The amount included a $46 million deferred tax benefit related to a
prior period sale of certain Canadian oil and gas properties. The 2000 results
also included a $28 million provision for prior years income tax issues.
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2000 vs. 1999 - Earnings from continuing operations totaled $723 million in
2000, which was an increase of $610 million from 1999. Higher worldwide average
crude o0il and natural gas prices were the primary factors for the increase. The
Company's worldwide average crude oil price, including an 18 cents loss per
barrel from hedging activities, was $26.10 per barrel in 2000, which was an
increase of $11.08 per Dbarrel, or 74 percent, from the 1999 prices. The
Company's worldwide average natural gas price, including a 6 cents loss per Mcf
from hedging activities, was $2.96 per Mcf in 2000, which was an increase of 92
cents per Mcf, or 45 percent, from the 1999 prices. In addition to the positive
impact of prices, earnings in 2000 included the $55 million after-tax Dbenefit
from payments received for infringement of one of the Company's patents and the
$42 million after-tax gain from the Pure transaction. The impact of prices and
the other two factors was partially offset by higher depreciation, depletion and
amortization expense and higher losses related to non-hedging commodity
derivative positions. In addition, earnings from continuing operations in 2000
included $112 million after-tax in environmental and litigation expenses, which
was higher than the 1999 amount of $29 million, and the $33 million after-tax
charge to write-down the Company's investment in the mining operation. In 1999,
earnings from continuing operations included a loss of $10 million from the sale
of the Company's interest in a geothermal steam production operation at The
Geysers in Northern California.

Discontinued Operations

Years ended December 31,

Millions of dollars 2001 2000 1999

Refining, marketing and transportation

Gain on disposal (net of tax) s 17 S - S 25
Agricultural products

Loss from operations (net of tax) - - (1)

Gain on disposal (net of tax) - 37 -

FEarnings from discontinued operations $ 17 S 37 $ 24

Earnings from discontinued operations were $17 million in 2001 compared to $37
million in 2000. The 2001 amount related to the Company's 1997 sale of its
former West Coast refining, marketing and transportation assets. The sales
agreement contains provisions calling for payments to the Company for price
differences between California Air Resources Board Phase 2 gasoline and
conventional gasoline. The maximum potential payments under the sales agreement
are capped at $100 million, and the period covered extends through 2003. To
date, the Company has earned approximately $27 million (pre-tax) related to the
agreement, all of which was recorded in 2001.

Earnings from discontinued operations in 2000 included the sale of the
agricultural products business, and increased $13 million from 1999. The 2000
gain on disposal amount included $14 million from the sale of the agricultural
business and $23 million from the operation of the agricultural products
business prior to the sale. Higher agricultural products commodity prices in
2000, compared to 1999, were the major factor for the improved results over
1999.
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In 1999, the Company recorded a $25 million net gain on the disposal of the
refining, marketing and transportation Dbusiness, which included a $32 million
after-tax gain from a settlement with the purchaser to resolve certain
contingent payment issues related to gasoline margins, partially offset by an
additional $11 million after-tax charge on the disposal of assets. The 1997 sale
agreement included a provision for up to $250 million in participation payments
to the Company, contingent upon increased refining premiums and retail gasoline
margins subsequent to the sale. The 1999 settlement agreement was for the
resolution of discrepancies in the calculation of retail margins for
conventional motor gasoline. The settlement did not cover potential future
participation payments with respect to price differences between California Air
Resources Board Phase 2 gasoline and conventional gasoline.

For more information on Discontinued Operations, see note 9 to the consolidated
financial statements in Item 8 of this report.
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Cumulative Effect of Accounting Change

In 2001, the Company recorded a one-time non-cash $1 million after-tax charge
consisting of the cumulative effect of a change in accounting principle related
to the initial adoption of Statement of Financial Accounting Standards No. 133,
"Accounting for Derivative instruments and Hedging Activities".

Net Earnings Reconciliation to Adjusted Earnings

The purpose of the table below is to provide the investment community
supplemental financial data in addition to the data prepared in accordance with
generally accepted accounting principles.

The table includes a reconciliation of consolidated net earnings to adjusted
after-tax earnings. Special items represent certain significant transactions,
the results of which are included in net earnings, that management determines to
be unrelated to or not representative of the Company's ongoing operations.

Years ended December 31,

Millions of dollars 2001 2000 1999
Net earnings (a) S 615 S 760 S 137
Less: Earnings from discontinued operations 17 37 24
Less: Cumulative effect of accounting change (1) - -
Earnings from continuing operations 599 723 113

Special items:
Continuing operations

Asset sales 17 49 (10)
Asset write—-downs (86) (33) (12)
Deferred tax adjustments - 28

Environmental, litigation and other provisions (95) (99) (19)
Executive stock purchase program - (9) -
Insurance benefits related to environmental issues - 21 16
Trading derivatives —- non-hedging 10 (48) -
Provision for prior years income tax issues - (28) -

Reformulated gasoline patent case - 55 -
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Restructuring costs - (11) (11)
Total special items from continuing operations (154) (75) (36)
Adjusted after-tax earnings (before special items) (a) $ 753 $ 798 $ 149

_34_
Operating Highlights 2001 2000 1999

North America Net Daily Production
Liquids (thousand barrels)

Lower 48 (a) (b) 59 52 50
Alaska 25 26 28
Canada (c) 16 17 13

Total liquids 100 95 91

Natural gas - dry basis (million cubic feet)

Lower 48 (a) (b) 905 764 706
Alaska 103 125 130
Canada (c) 101 98 70

Total natural gas 1,109 987 906

North America Average Prices (excluding hedging activities) (d) (e)
Liquids (per barrel)

Lower 48 $ 23.22 $ 27.16 $ 15.73
Alaska $ 20.74 $ 24.93 $ 13.07
Canada $ 18.53 $ 24.31 $ 15.90
Average $ 21.80 $ 26.05 $ 14.94
Natural gas (per mcf)
Lower 48 $ 4.13 $ 3.91 S 2.22
Alaska $ 1.37 $ 1.20 $ 1.20
Canada $ 4.34 $ 3.45 $ 2.54
Average $ 3.88 $ 3.50 $ 2.10
North America Average Prices (including hedging activities) (d) (e)
Liquids (per barrel)
Lower 48 $ 23.28 $ 27.20 $ 15.22
Alaska $ 20.74 $ 24.93 $ 13.07
Canada $ 18.53 $ 22.46 $ 13.88
Average $ 21.83 $ 25.75 S 14.37
Natural gas (per mcf)
Lower 48 $ 4.22 $ 3.93 S 2.17
Alaska $ 1.37 $ 1.20 $ 1.20
Canada $ 3.17 $ 2.30 $ 2.31
Average $ 3.84 $ 3.40 $ 2.03

—-35-
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Operating Highlights (continued) 2001 2000 1999

International Net Daily Production (f)
Liquids (thousand barrels)

Far East 51 47 54
Other (a) 19 18 23
Total liquids 70 65 77

Natural gas - dry basis (million cubic feet)
Far East 829 799 759
Other (a) 65 57 39
Total natural gas 894 856 798

International Average Prices (g)
Liquids (per barrel)

Far East $ 22.50 $ 26.17 $ 15.42
Other $ 24.15 $ 27.84 $ 16.80
Average $ 22.97 $ 26.61 $ 15.82

Natural gas (per mcf)
Far East $ 2.52 $ 2.46 S 2.03
Other $ 2.75 $ 2.81 S 2.19
Average $ 2.54 $ 2.48 S 2.04

Worldwide Net Daily Production (a) (b) (c) (f)

Liquids (thousand barrels) 170 160 168

Natural gas - dry basis (million cubic feet) 2,003 1,843 1,704

Barrels oil equivalent (thousands) 504 468 452
Worldwide Average Prices (excluding hedging activities) (d) (e)

Liquids (per barrel) $ 22.29 $ 26.28 $ 15.33

Natural gas (per mcf) S 3.27 $ 3.02 S 2.07
Worldwide Average Prices (including hedging activities) (d) (e)

Liquids (per barrel) $ 22.31 $ 26.10 $ 15.02

Natural gas (per mcf) $ 3.25 $ 2.96 S 2.04

_3 6_

Sales and Operating Revenues

2001 vs. 2000 - Sales and operating revenues in 2001 were $6,664 million, which
was a decrease of $2,277 million from 2000. The decrease was primarily due to
lower sales of domestic crude oil purchased from third parties for resale by the
Company's Trade business segment and lower worldwide average liquids prices.
During 2001, management decided to decrease its outside crude oil purchases for
resale due to increased volatility 1in the oil markets. Sales and operating
revenues from the Trade business segment were $3,856 million in 2001, which was
a decrease of $2,837 million from 2000. During 2001 and 2000, approximately 31
percent and 54 percent, respectively, of sales and operating revenues were
attributable to the resale of crude oil, natural gas and natural gas liquids
purchased from others in connection with the Trade's segment's marketing
activities. These activities allow the Company to better manage its risk and
seek higher profit margins by transferring its production and commodity
purchases to industry marketing centers with higher volumes of commercial
activity and greater market liquidity.
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The Company's worldwide average liquids price, 1including a 2 cents gain per
barrel from hedging activities, was $22.31 per barrel in 2001, which was a
decrease of $3.79 per barrel, or 15 percent, from 2000. These decreases were
partially offset by higher natural gas prices and higher natural gas and liquids
sales volumes. In 2001, the Company's worldwide average natural gas price,
including hedging activities, was $3.25 per Mcf, which was an increase of 29
cents per Mcf, or 10 percent, from 2000. The Company's worldwide natural gas
production increased by 9 percent in 2001, primarily due to higher natural gas
production from the U.S. Lower 48 and Far East operations.

2000 vs. 1999 - Sales and operating revenues in 2000 were $8,941 million, which
was an increase of $3,099 million from 1999. The increase was primarily due to
higher worldwide average crude oil and natural gas prices. During 2000 and 1999,
approximately 54 percent and 52 percent, respectively, of sales and operating
revenues were attributable to the resale of crude oil, natural gas and natural
gas liguids purchased from others in connection with the Trade segment's
marketing activities. These activities allow the Company to better manage its
risk and seek higher profit margins by transferring its production and commodity
purchases to industry marketing centers with higher volumes of commercial
activity and greater market liquidity. An increase in natural gas sales volumes
also contributed to the higher level of sales revenues compared to 1999.

Interest, Dividends and Miscellaneous Income

2001 vs. 2000 - Interest, dividends and miscellaneous income in 2001 was $64
million, which was a decrease of $112 million from 2000. This decrease was
primarily due to $87 million (net of related costs) recognized in miscellaneous

income in 2000 related to the payments received for infringement of one of the
Company's five reformulated gasoline patents during a five-month period in 1996
that were recorded in 2000. The year 2000 amount also included $33 million
pre-tax ($21 million after-tax) related to a settlement agreement with an
insurer for the recovery of amounts previously paid out for environmental
pollution claims and related costs.

2000 vs. 1999 - Interest, dividends and miscellaneous income in 2000 was $176
million, which was an increase of $71 million from 2000. This increase was
primarily due to the $87 million related to the gasoline patents in 2000. The
year 1999 amount included $25 million pre-tax ($16 million after-tax) related to
a settlement agreement reached with an insurer for the recovery of environmental
contamination and environmental hazards claims and related costs.

_37_
Selected Costs and Other Deductions
Years ended December 31,

Millions of dollars 2001 2000 1999
Pre-tax costs and other deductions:

Crude o0il, natural gas and product purchases $ 2,492 $ 5,158 $ 3,296
Operating expense 1,376 1,199 952
Depreciation, depletion and amortization 967 821 718
Impairments 118 66 23
Dry hole costs 175 156 148
Exploration expense (see table below) 252 260 253
Interest expense 192 210 199
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Years ended December 31,

Millions of dollars 2001 2000 1999
Exploration operations $ 85 $ 91 $ 100
Geological and geophysical 56 71 65
Amortization of exploratory leases 95 85 77
Leasehold rentals 16 13 11

Exploration expense $ 252 $ 260 $ 253

2001 vs. 2000 - Crude oil, natural gas and product purchases decreased by $2,666
million in 2001. This decrease was principally due to lower purchases of
domestic crude oil from third parties for resale by the Company's Trade business
segment and lower commodity prices. During 2001, management decided to decrease
its outside crude oil purchases for resale due to increased volatility in the
0il markets. In 2001, operating expense increased by $177 million due to higher
receivable provisions related to geothermal operations in Indonesia and higher
expenses related to the full year activities of the Company's Pure subsidiary,
including its 2001 acquisitions, compared to only seven months in 2000.
Depreciation, depletion and amortization expense increased by $146 million in
2001, primarily due to additional ©properties acquired by the Company's Pure
subsidiary and a full year related to Pure's activities compared to only seven
months in the prior year. Impairments 1in 2001 reflect $118 million for asset
write-downs of certain Gulf of Mexico shelf and onshore properties, due
principally to lower commodity prices.

2000 vs. 1999 - Crude o0il, natural gas and product purchases increased by $1,862
million in 2000. This increase was principally due to higher worldwide crude oil
and natural gas prices. Operating expense increased by $247 million, principally
due to higher environmental and litigation provisions and the inclusion of the
results of the Company's Pure subsidiary since May 2000, and Northrock Resources
Ltd. ("Northrock"), for the full year of 2000, compared with only seven months
following the initial acquisition of Northrock common shares in May 1999.
Depreciation, depletion and amortization expense increased by $103 million in
2000, primarily due to higher charges in the U.S. due to increases in natural
gas production volumes combined with higher investment costs associated with
offshore production. In addition, depreciation, depletion and amortization
expense increased due to the inclusion of Pure for a partial year and Northrock
for a full year in 2000. For more information on major acquisitions, see note 3
to the consolidated financial statements in Item 8 of this report. Impairments
in 2000 included a write-down of a mining operation at Questa, New Mexico, while
1999 included asset write-downs for U.S. oil and gas properties.

—-38-—

BUSINESS SEGMENT RESULTS
Exploration and Production

The Company engages in oil and gas exploration, development and production
worldwide. The results of this segment are discussed under the following two
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geographical breakdowns:

North America - Included in this category are the U.S. Lower 48, Alaska and
Canada o0il and gas operations. The emphasis of the U.S. Lower 48 operations is
on the onshore, the shelf and deepwater areas of the Gulf of Mexico region. The
U.S. Lower 48 also includes the consolidated results of Pure, which operates
primarily in the Permian and San Juan Basins in west Texas and New Mexico, the
Gulf of Mexico region and offshore in the Gulf of Mexico. A substantial portion
of the crude oil and natural gas produced in the U.S. Lower 48 operations,
excluding those of Pure, is sold to the Company's Trade business segment. The
remainder of North America production, including the production of Pure and
Northrock, is sold to third parties. In Alaska, natural gas production, pursuant
to agreements with the purchaser of the Company's former agricultural products
business, is sold to a fertilizer plant in Nikiski, Alaska. In addition, Pure
and Northrock take pricing positions in hydrocarbon derivative instruments in
support of their oil and gas operations.

2001 vs. 2000 - After-tax earnings were $440 million in 2001, which was a
decrease of $108 million from 2000. In 2001, the Company's average liquids
prices for North America declined throughout the year and averaged, including a
3 cents gain per barrel from hedging activities, $21.83 per barrel, which was a
decrease of $3.92 per barrel, or 15 percent lower than 2000. Lower liquids
prices and the $86 million non-cash after-tax charge for impairment of certain
Gulf of Mexico shelf and onshore properties were partially offset by the
Company's higher average North America natural gas prices and higher natural gas
production. The Company's average North America natural gas price, including a 4
cents loss per Mcf from hedging activities, was $3.84 per Mcf in 2001, which was
an increase of 44 cents per Mcf, or 13 percent higher than 2000. North America
average net daily natural gas production was 1,109 MMcf/d in 2001 compared to
987 MMcf/d in 2000, which was an increase of 12 percent, primarily from higher
Lower 48 production. After-tax earnings in 2001 also benefited from $10 million
of after-tax gains related to non-hedging commodity derivative positions taken
by Northrock versus $48 million of after-tax losses in 2000. After-tax earnings
in 2001 also included $17 million in after-tax gains on the sale of certain Gulf
of Mexico production properties. The 2000 results included a $46 million
deferred tax benefit adjustment in Canada related to a prior period sale of
certain Canadian oil and gas properties and a $42 million after-tax gain related
to the formation of the Company's Pure subsidiary.

2000 vs. 1999 - After-tax earnings 1in 2000 were $548 million, which was an
increase of $462 million from 1999. This increase was primarily due to higher
North America average crude oil prices, higher U.S. Lower 48 average natural gas
prices, higher U.S. Lower 48 natural gas sales volumes, the $46 million deferred
tax benefit adjustment in Canada and the $42 million after-tax gain related to
the formation of Pure. The average liquids price for North America, including a
30 cents loss per barrel from hedging activities, was $25.75 per barrel for
2000, which was an increase of $11.38 per barrel, or 79 percent, from 1999. The
average natural gas price in the U.S. Lower 48, including a 2 cents gain per Mcf
from hedging activities, was $3.93 per Mcf for 2000, which was an increase of
$1.76 per Mcf, or 81 percent, from 1999. The U.S. Lower 48 operations benefited
from higher natural gas production in 2000 compared to 1999. This increase in
production came primarily from the Company's Pure subsidiary, the Gulf of Mexico
shelf production and the Company's proportional share of production of equity
investees. These positive items were partially offset by after-tax losses
related to non-hedging commodity derivative positions taken by the Company's
Northrock subsidiary 1in Canada and higher depreciation, depletion and
amortization expense for the Lower 48 and Canada. The 1999 results included a
$12 million after-tax non-cash charge for impairment of certain Gulf of Mexico
properties and a $7 million after-tax gain for a litigation settlement,
partially offset by $5 million in litigation provisions.
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International - Unocal's International operations include oil and gas
exploration and production activities outside of North America. The Company
operates or participates in production operations in Thailand, Indonesia,
Myanmar, Bangladesh, the Netherlands, Azerbaijan, the Democratic Republic of
Congo and Brazil. International operations also include the Company's
exploration activities and the development of energy projects primarily in Asia,
Latin America and West Africa.

2001 vs. 2000 - After-tax earnings totaled $443 million in 2001, which was a
decrease of $20 million from 2000. The decrease was primarily due lower liquids
prices and higher effective tax rates, primarily due to changes in the Thai
baht/U.S. dollar exchange rate. The average liquids price for International
operations was $22.97 per barrel in 2001, which was a decrease of $3.64 per
barrel, or 14 percent, from 2000. These two negative factors were partially
offset by higher natural gas prices and natural gas production in the Far East.
The average natural gas price for International operations was $2.54 per mcf in
2001, which was an increase of 6 cents per mcf, or 2 percent, from the same
period a year ago. Natural gas production increased 4 percent in 2001, primarily
in the Far East, as the result of the first full year of natural gas deliveries
at annual contract quantities from the Yadana field in Myanmar. The average net
daily natural gas production was 894 MMcf/d in 2001 compared to 856 MMcf/d in
2000.

2000 vs. 1999 - After-tax earnings totaled $463 million in 2000, which was an
increase of $265 million from 1999. The increase was primarily due to higher
average International liquids and natural gas prices. International's average
liquids price was $26.61 per barrel in 2000, which was an increase of $10.79 per
barrel, or 68 percent, from 1999. International's average natural gas price was
$2.48 per mcf in 2000, which was an increase of 44 cents per mcf, or 22 percent,
from 1999. The 2000 results also benefited from higher Far East natural gas
production, primarily from the Yadana field in Myanmar due to the ramp up of
operations at the Ratchaburi power plant in Thailand. These positive results
were partially offset by higher depreciation, depletion and amortization
expense, primarily in Thailand and Indonesia. In 1999, after-tax earnings
included a $2 million payment related to a litigation matter.

—-40-

Trade

The Trade segment externally markets the majority of the Company's worldwide
liquids production, excluding that of Pure, and North American natural gas
production, excluding that of Pure and the Alaska business wunit. It 1is also
responsible for executing various derivative contracts on Dbehalf of the
Company's Exploration and Production segment, excluding Pure, in order to manage
the Company's exposure to commodity price changes. The Trade segment also
purchases crude oil, condensate and natural gas from certain of the Company's
royalty owners, Jjoint venture partners and other wunaffiliated oil and gas
producing and trading companies for resale. 1In addition, the segment trades
hydrocarbon derivative instruments for non-hedge purposes for its own account
subject to internal restrictions, 1including value at risk limits. The segment
also trades limited amounts of physical inventories for energy trading purposes.

2001 vs. 2000 - After-tax results totaled $6 million in 2001, which was a
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decrease of $1 million from 2000. The decrease included a non-cash $4 million
after-tax provision for receivables related to the bankruptcy of Enron
Corporation. This negative factor was mostly offset by higher results from

non-hedging commodity derivative positions related to crude oil.

Sales and operating revenues from the Trade business segment were $3,856 million
in 2001, which was a decrease of $2,837 million from 2000. These revenues
represented approximately 58 percent and 75 percent of the Company's total sales
and operating revenues for 2001 and 2000, respectively. The decrease in 2001 was
primarily due to lower sales of domestic crude oil purchased from third parties
for resale and lower worldwide average liquids prices. During 2001, management
decided to decrease its outside <crude oil purchases for resale due to increased
volatility in the oil markets.

2000 vs. 1999 - After-tax results totaled $5 million in 2000, which was an
increase of $7 million from 1999 The increase was primarily due to improved
results from non-hedging natural gas derivative positions, which were partially
offset by lower results for non-hedging crude oil derivative positions.

Sales and operating revenues from the Trade business segment were $6,693 million
in 2000, which was an increase of $2,392 million from 1999. These revenues
represented approximately 75 percent of the Company's total sales and operating
revenues in both 2000 and 1999. The increase in 2000 was primarily due to higher
domestic crude oil and natural gas prices.

—41—

Midstream

The Midstream segment is comprised of the Company's equity interests in
affiliated petroleum pipeline companies, wholly-owned pipeline systems
throughout the U.S., and the Company's North America gas storage business.

2001 vs. 2000 - After-tax earnings in 2001 totaled $54 million, which was a
decrease of $8 million from 2000. The decrease was due primarily to lower
results from the Company's North America gas storage operations.

2000 vs. 1999 - After-tax earnings in 2000 totaled $62 million, which was a
decrease of $4 million from 1999. The results included an asset write-down
related to a Colonial Pipeline Company investment, which was partially offset by
higher results from the Company's North America gas storage business.

Geothermal and Power Operations

The Geothermal and Power Operations business segment produces geothermal steam
for power generation, with operations in the Philippines and Indonesia. The
segment's activities also include the operation of power plants in Indonesia and
equity interests in gas-fired power plants in Thailand. The Company's
non-exploration and production business development activities, primarily
power-related, are also included in this segment.

2001 vs. 2000 - After-tax earnings totaled $11 million for 2001, which was a
decrease of $13 million from 2000. This decrease was primarily due to higher
receivable provisions related to geothermal operations in Indonesia (see the
Geothermal and Power Operations discussion in the Outlook section of
Management's Discussion and Analysis). The receivable provisions were partially
offset by higher electricity generation and steam sales and the service fees
earned by the Company for operating the Wayang Windu project in Indonesia.
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2000 vs. 1999 - After-tax earnings totaled $24 million for 2000, which was an
increase of $10 million from the same period a year ago. During 2000, higher
electricity generation and steam sales in Indonesia were offset by higher
foreign exchange losses in Indonesia and the Philippines and higher provisions
on accounts receivable in Indonesia. In 1999, after-tax earnings included a loss
of $10 million from the sale of the Company's interest in a geothermal steam
production operation at The Geysers in Northern California. This loss was
partially offset by the recognition of a fee earned related to the construction
of the Salak power plant units 4 through 6 in Indonesia.

—42—

Corporate and Other

Corporate and Other includes general corporate overhead, miscellaneous
operations (including real estate activities, carbon and minerals) and other
corporate unallocated costs. Net interest expense represents interest expense,
net of interest income and capitalized interest.

2001 vs. 2000 - The after-tax earnings effect for 2001 was a loss of $355
million compared to a loss of $379 million for 2000. Administrative and general
expense in 2001 benefited from lower executive compensation expense. Net
interest expense was lower by $14 million primarily due to higher capitalized
interest on development projects. The 2001 results for the Other category
included foreign exchange losses related to financing activities, a $10 million
pre-tax contribution to a charitable foundation, higher employee benefit costs
and lower earnings from the minerals businesses. The Other category also
included lower income tax expense adjustments compared to 2000 and after-tax
earnings related to participation payments from the Company's former
agricultural products business. The 2000 results for the Other category included
a $33 million after-tax charge related to an asset write-down of the Company's
Molycorp, Inc. property investment in its Questa, New Mexico, molybdenum mining
operation, a $55 million after-tax gain related to payments received in the
Company's first reformulated gasoline patent infringement case, a $21 million
after-tax insurance recovery, a $7 million after-tax gain from the sale of the
Company's graphite business and a $9 million after-tax charge related to the
Company's executive stock purchase program. In addition, the 2001 and 2000
results included $95 million and $99 million, respectively, in after-tax
provisions for litigation and environmental matters. Activities related to the
restructuring plans adopted in 2000, 1999 and 1998 are now complete and no
material changes to the costs accrued for the plans were made (see note 7 to the
consolidated financial statements in Item 8 of this report for additional
information on the restructuring programs) .

2000 vs. 1999 - The after-tax earnings effect for 2000 was a loss of $379
million compared to a loss of $249 million for 1999. Administrative and general
expense was higher by $7 million, primarily due to higher provisions for
employee related bonus and incentive plans. Net interest expense was higher by
$7 million primarily due to the consolidation of Northrock debt for the full
year 2000, compared with seven months following the initial acquisition of
Northrock common shares in May 1999, and the consolidation of Pure debt, since
May 2000, and lower capitalized interest, which were partially offset by higher
interest income. In 2000, the Other category included lower gains from the sale
of real estate properties and lower results from the minerals operations.
Further, the 2000 after-tax earnings included $79 million from higher
environmental and litigation provisions, $46 million in income tax expense
adjustments, the $33 million asset write-down of the Questa mining operation and
the $21 million insurance recovery, which was $5 million more than a similar
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recovery received in 1999. These negative factors in the Other category were
partially offset by the $55 million gain related to the Company's RFG patent

infringement case.

—43—
FINANCIAL CONDITION

At December 31,

Millions of dollars except as indicated 2001 2000 1999
Current ratio (a) 0.9:1 1.0:1 1.0:1
Total debt and capital leases $ 2,906 $ 2,506 S 2,854
Trust convertible preferred securities 522 522 522
Stockholders' equity 3,124 2,719 2,184
Total capitalization 6,552 5,747 5,560
Total debt/total capitalization 44% 445 51%
Floating-rate debt/total debt % % 10%

Cash Flows from Operating Activities

Cash flows from operating activities, including discontinued operations and
working capital and other changes, were $2,125 million in 2001, $1,668 million
in 2000 and $1,026 million in 1999.

2001 vs. 2000 - Cash flows from operating activities increased by $457 million
in 2001 versus 2000. This increase included positive cash flows from reduced
working capital and reflected the positive effects of higher worldwide average
natural gas prices and higher worldwide natural gas production. Cash flows from
operating activities in 2001 also included $70 million for the advance sale of
certain domestic trade receivables (see note 12 to the consolidated financial
statements in Item 8 of this report for additional information on the sale of
trade receivables).

2000 vs. 1999 - Cash flows from operating activities increased by $642 million
in 2000 versus 1999. This increase primarily reflected the effects of higher
worldwide crude oil and natural gas prices. The 2000 results also included $87
million in payments (net of related costs) received in the Company's
reformulated gasoline patent case, a $33 million cash insurance recovery related
to prior years environmental issues and the collection of $65 million for the
1999 "take-or-pay" obligation of PTT Public Co., Ltd.("PTT") due under the sales
agreements for gas produced in Myanmar. These positive factors were partially
offset by higher estimated income tax payments made during 2000, while 1999
included an income tax refund in Canada. In addition, cash flows from operating
activities were negatively impacted by the deliveries made in 2000 under a 1999
advance crude oil forward sale and the cessation, at December 31, 2000, of the
sale of certain domestic trade receivables.

—44—

Capital Expenditures

Estimated Years ended December 31,
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Millions of dollars 2002 2001 2000 1999
Continuing operations
Exploration and production
North America

Lower 48 (a) $ 500 $ 861 S 628 $ 530
Alaska 70 81 34 28
Canada (b) 130 113 164 112
International
Far East (c) 590 