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PART 1

ITEM 1.

BUSINESS

Note: The terms the Company, us, we and our referto BioLife Solutions, Inc.
Overview

BioLife Solutions, Inc. ("BioLife or the Company ), a life sciences tools provider, was incorporated in 1998 in
Delaware as a wholly owned subsidiary of Cryomedical Sciences, Inc. ("Cryomedical"), a company that was engaged
in manufacturing and marketing cryosurgical products. The Company develops and markets patented hypothermic
storage and cryopreservation solutions for cells, tissues, and organs, and provides contracted research and
development and consulting services related to optimization of biopreservation processes and protocols. Its
proprietary HypoThermosol® and CryoStor™ biopreservation media products are marketed to companies, laboratories,
and academic institutions engaged in research and commercial clinical applications. The Company s line of serum-free
and protein-free biopreservation solutions are fully defined and formulated to reduce preservation-induced,
delayed-onset cell damage and death. This platform enabling technology provides academic and clinical researchers
significant improvement in biologic source material shelf life and also post-thaw isolated cell, tissue, and organ
viability and function.

In May 2002, Cryomedical implemented a restructuring and recapitalization program designed to shift its focus away
from cryosurgery toward addressing the biopreservation needs of the life sciences, biotech and related markets. On
June 25, 2002 the Company completed the sale of its cryosurgery product line and related intellectual property assets

to Irvine, CA-based Endocare, Inc. ( Endocare ); (NASDAQ: ENDO). In the transaction, the Company transferred
ownership of all of its cryosurgical installed base, inventory, and related intellectual property, in exchange for
$2.2 million in cash and 120,022 shares of Endocare restricted common stock. In conjunction with the sale of
Cryomedical s cryosurgical assets, Cryomedical s Board of Directors also approved merging BioLife into Cryomedical
and changing its name to BioLife Solutions, Inc. In September 2002, Cryomedical changed its name to BioLife
Solutions, Inc. and began to trade under the new ticker symbol, BLFS , on the OTCBB.

The Company s principal executive offices are located at 3303 Monte Villa Parkway, Suite 310, Bothell, WA 98021
and the telephone number is (425) 402-1400.

Mission
We strive to be the leading provider of biopreservation tools for cells, tissues, and organs; to facilitate basic and
applied research and commercialization of new therapies by maintaining the health and function of biologic source

material and finished products during the preservation process.

Guiding Values

Our team members are our most important asset

We only employ motivated, inspired people who thrive in a performance-based environment
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Honesty, integrity, and authentic communication are expected and required for continued employment

We challenge every team member to continuously exceed customer expectations

Our quality environment can and will be continuously improved

Critical Success Factors

Building a world-class team dedicated to continually advancing the Preservation Sciences

Promoting our products as the standard biopreservation tools for cells, tissues, and organs

Achieving customer and industry recognition of our quality environment

Producing a direct, measurable impact on biologic-based medicine

Maintaining financial performance consistent with maximizing shareholder value

Quality Systems

We are committed to manufacturing our products in accordance with applicable current Good Manufacturing Practices
and Quality System Regulations. Every team member in the organization is responsible for ensuring product quality
during the performance of their duties and identifying opportunities for continuous quality improvement.
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We will:

Provide products and services of the highest possible standards to satisfy our customer needs and expectations of
quality, safety, reliability and performance

Encourage and promote a corporate culture of continuous quality improvement

Maintain effective Quality Assurance Systems

Invest to enhance the skills of all team members
Technological Overview

Stability during transportation, shelf life, and functional recovery are crucial aspects of academic research and clinical
practice in the biopreservation of biologic based source material, intermediate derivatives, and
isolated/derived/expanded cellular products. Modern therapies must be accomplished under time constraints if they
are to be effective. This problem becomes especially critical in the field of cell and tissue therapy, where harvested
cell culture and tissue, if maintained at body temperature (98.6°F/37°C), will lose viability over time. To slow the
"metabolic engine" of harvested cells and tissues, chilling is required. However, chilling is of mixed benefit. Although
cooling successfully reduces metabolism (i.e., lowers demand for oxygen), chilling, or hypothermia, is also damaging
to cells. To solve this problem, transplant surgeons, for example, will flush the donor tissue with a cold solution
designed to provide short-term biopreservation support after removal of the organ from the donor and during
transportation. Clinicians engaged in cell and gene therapy will also attempt to maintain the original and derived
cellular material in a cold solution before and after application of the specific cell or gene therapy technique, and
during necessary transportation. Traditional support solutions range from simple "balanced salt" (electrolyte)
formulations to complex mixtures of electrolytes, energy substrates such as sugars, acid buffers, osmolytes and
antibiotics. Clinically, there is not a great deal of protective difference between these various solutions that are often
fifty year old formulas, and few offer long-term protection to biologic material.

Because of the cascading destructive cellular effects that begin with the reduction or arrest of metabolism as a result of
cooling, and end with cell death through apoptosis, development of new methods of cell and tissue preservation are
important to ensure that cell-based and tissue-engineered products survive the trip from the factory to the operating
room in good working order and do not die during transplantation. Improved post-thaw cell, tissue and organ viability,
function, longer shelf life and transport time are the key unmet needs in the field of preservation of biologic material.

Our scientific research activities over the last 20 years enabled a detailed understanding of the molecular basis for the
cryogenic destruction of cells through apoptosis. This research led directly to the development of its specifically
formulated and patented HypoThermosol technology. Working from the HypoThermosol technology base, we
developed a family of proprietary cell, tissue and organ specific hypothermic storage and cryopreservation media
solutions to address the current unmet needs of academic and clinical researchers and transplant physicians. Our
products are specifically formulated to:
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Minimize cell and tissue swelling

Remove free radicals upon formation

Maintain appropriate ion balances

Provide regenerative, high energy substrates to stimulate recovery upon warming

Avoid the creation of an acidic state (acidosis)

Inhibit the onset of apoptosis

A key feature of our products is their fully defined nature. All of its products are serum-free, protein-free and
packaged under sterile conditions using USP grade or highest quality available synthetic components.

The results of independent testing demonstrate that our patented HypoThermosol solutions significantly improve cell
and tissue post-thaw viability and function, which may, in turn, improve clinical outcomes for existing and new cell
and tissue therapy applications. Our proprietary HypoThermosol technology is optimized based on low temperature
molecular biology principles and genetic analysis. Competing biopreservation media products are often formulated
with culture media, animal serum, a sugar, and in the case of cryopreservation media, a cryoprotectant such as DMSO.
A key differentiator of our proprietary formulations is the tuning and optimizing of the key ionic component
concentrations for hypothermic environments, as opposed to normal body temperature around 37°C, as is found in
culture media based formulas. Our research and intellectual property related to the cellular stress
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response to cold temperature also led to discoveries in the field of cryosurgery. Specifically, through contracted
research and completion of the specific aims of two NIH SBIR grants awarded to Cryomedical Sciences, our
predecessor, and to BioLife, we determined via in vitro experiments on cancer cells, that the combination of
chemotherapy and cryosurgery was more effective than cryosurgery alone. This intellectual property was excluded
from the asset to Endocare in 2002, and has been the subject of extensive publications.

BioLife Products
HypoThermosol®

HypoThermosol is a family of cell-specific, optimized hypothermic (2-8°C) biopreservation media that allows for
improved and extended preservation of biologic source material and manufactured cell and tissue based clinical
products. A full line of customized HypoThermosol biopreservation solutions are available to researchers and
clinicians to preserve cells and tissue in low temperature environments for extended periods. The HypoThermosol
family of biopreservation media for the hypothermic maintenance and cryopreservation of mammalian cell systems
include:

HypoThermosol®-FRS

This solution has been formulated to decrease the free radical accumulation in cells undergoing prolonged
hypothermic preservation. Numerous investigators have shown that an increase in free radicals can lead to either
pathological cell death or apoptosis (programmed cell death) in clinical conditions. HypoThermosol-FRS is very
effective at extending the shelf life and improving the post-preservation viability and function of numerous cell and
tissue types.

HypoThermosol Purge

HypoThermosol-Purge is an acellular flush solution specifically designed for use during the transition from
normothermic to mild hypothermic temperatures (37°C to 20°C) to rinse culture media and native fluids from tissue
and whole organ systems prior to suspension in a preservation solution.

CryoStor™

Based on our proprietary HypoThermosol technology, we developed CryoStor, a family of optimized cryopreservation
media designed for frozen (temperature of -196°C) storage of cells and tissues. CryoStor is uniquely formulated to
address the molecular-biological aspects of cellular stress as a response to the biopreservation process thereby directly
reducing the level of preservation-induced, delayed-onset cell damage and death.

CryoStor™ DLited

CryoStor DLite, a member of the CryoStor series of solutions, addresses the molecular-biological properties of
systems undergoing preservation processes. CryoStor DLite has been further formulated to provide reduced
concentrations of cryoprotective agents (2% DMSO), for use in applications where a reduction in the levels of DMSO
is preferred.

CryoStor™ CS5

CryoStor CS5 is a base cryopreservation solution which is designed to incorporate the principles which led to the
successful development of the HypoThermosol series with the incorporation of agents to modulate the physical
damaging effects associated with ice formation and cellular freezing such as dimethyl sulfoxide ( DMSO ). The
proprietary formula of the CryoStor platform facilitates substantially improved post-thaw cell survival and function

11
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and allows for the maintenance of this enhanced recovery with substantially reduced levels of cryoprotective agents
such as DMSO.

CryoStor™ CS10

CryoStor CS10, a member of the CryoStor series of solutions, addresses the molecular-biological properties of
systems undergoing preservation processes. CryoStor CS10 contains 10% DMSO.

12
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Market Opportunity

Recent advances in cord blood banking, adult stem cell banking, cell therapy, and tissue engineering have highlighted
the significant and unmet requirement to maintain the health and viability of biological material across time and space.

At the leading edge of biologic-based medicine is cell therapy, which involves a method of growing human cells that
may be able to treat cancers and a variety of chronic disorders. Embryonic stem cells are the earliest precursor of
human differentiated cells. Adult stem cells, as their name suggests, are derived from other sources, rather than from
the blastocysts of embryos. Many researchers believe that cell therapy may revolutionize the treatment of chronic
disorders by allowing scientists to utilize stem cells from these sources, as well as from umbilical cord blood, the
umbilical cord, placental tissue, the amniotic membrane, amniotic fluid, dental pulp from avulsed teeth, adipose tissue,
bone marrow, and skeletal muscle to grow new cells that specifically replace and treat diseased tissue. Applications
include the treatment of heart disease, Parkinson s, Alzheimer s, stroke, spinal cord injuries, burns and other wounds.

Time management in cell therapy becomes especially critical where very scarce and fragile source cells or tissues are
extracted from a patient, transported to a culture laboratory, and then transported back to the patient to be inserted into
the target tissue, organ, or blood stream. Because this entire process can take months and may involve transportation
over long distances, cellular viability is of paramount importance.

Similar to techniques used in whole organ transplantation, clinicians engaged in cell therapy will attempt to maintain
the original and derived cellular material in a cold solution to extend cell viability before and after application of the
specific cell or gene therapy technique, and during necessary transportation.

Tissue engineering has led to the development of several artificial tissue substitutes for the therapeutic treatment of
injury and disease. The process of preparing engineered tissue involves isolation of cells, manipulation and
purification, expansion to larger quantities often requiring appropriate media and support materials, some mechanism
to control differentiation and longevity of the cells, and processes and conditions for maintaining viability during
transportation and storage. The development of effective delivery systems for engineered tissue has been the subject
of enormous investment for the last several years. The delivery systems serve to protect cells from arduous conditions
during culture and distribution, and these delivery systems are often vital for protection of cells.

Areas such as vaccine and medicine development and toxicological testing for application in clinical, military, law
enforcement, cosmetic, academic, environmental and pharmaceutical settings, also rely heavily on the utilization of
biological components. Banking, distribution and storage of these biologics are critical components for successful
practical application.

Common to each of these markets is the need for hypothermic preservation media that yields both extended survival
time and superior post-preservation performance when contrasted with current processes and non-specific media
solutions currently in use. For companies in these market segments, the therapeutic benefit they deliver to clinicians
and patients is dependent on establishing a reasonable shelf-life and dosage potency and efficacy for the end product.
Our products address this underlying and unmet need by providing an enabling technology a platform of superior
biopreservation media to the entire biotechnology industry.

In the third and fourth quarters of 2006, we engaged the services of an industry-leading consulting firm to estimate the
current and future worldwide demand for preservation media. An estimated demand model was created for both
short-term hypothermic storage and long-term cryopreservation of cells, tissue, and whole organs. Based on the work
done by the consulting firm, we believe the aggregate worldwide demand for the products in its target market
segments could be $200 million in 2007, and growing to nearly $350 million by the end of 2011. The specific market
segments used to create the aggregate total available market for its products include:

13
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Cell and tissue banks

Cell suppliers

Cord blood collection and storage

Toxicity testing

Hair transplantation

Reproductive biology

Tissue engineering

14
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Organ transplantation

Cellular therapy

Pharmaceutical drug discovery

We are unable to forecast its potential product sales in any of these markets because most of these markets are in their
infancy, and it should be noted that in some of these segments we do not currently and may never participate as a
result of a number of factors.

Sales and Marketing

On May 12, 2005, we signed an Exclusive Private Labeling and Distribution Agreement with VWR International,
Inc., a global leader in the distribution of scientific supplies, pursuant to which we manufactured our HypoThermosol
and CryoStor product lines under the VWR label for sale by VWR to non-clinical customers in North America and
Western Europe.

On February 25, 2008, we sent VWR International, Inc. a notice of termination, effective February 29, 2008, which
discontinued the Exclusive Private Label Distribution Agreement, executed by the parties on May 12, 2005, such
notice being given due to VWR s failure to cure a breach of the agreement.

In addition to our direct sales activities, we are currently identifying and evaluating potential strategic distribution
partners for our target market segments.

Manufacturing

On October 26, 2007, we entered into the following non-exclusive agreements with Bioserv Inc, a division of
NextPharma Technologies, Inc., a leading contract manufacturing organization ( CMO ) and provider of product
development, contract manufacturing and distribution outsourcing services to the pharmaceutical, specialty
pharmaceutical, generics and biotech industries:

1.

Manufacturing Services Agreement for the production of our products on a contracted basis, with a 12 month term.
This agreement includes penalties BioLife would incur if certain order changes, cancellations, or postponement were
required.

2.
Quality Agreement outlining the quality and regulatory requirements under which our products would be
manufactured by Bioserv; to remain in effect so long as a Manufacturing Services Agreement exists between the

parties.

3.

15
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Storage Services Agreement with a 12 month term and cancellation provision for either party for convenience with 60
days prior written notice; except that if Bioserv cancels the agreement, the effective date of termination will not be
less than 60 days following the completion of any production order scheduled or paid for by BioLife.

4,

Order Fulfillment Services Agreement, with a 12 month term, and cancellation provision for convenience for either
party with 60 days prior written notice; except the Bioserv may not cancel the agreement prior to the effective
termination of the Storage Services Agreement between the parties.

In the third quarter of 2008, in order to lower our cost of product sales and increase our production flexibility, we
decided to transition to internal manufacturing and maintain our relationship with Bioserv as a contingency for
additional production capacity. Our production facility is expected to be fully validated and operational in the second
quarter of 2009.

Governmental Regulation

Governmental regulation in the United States and other countries is a significant factor affecting the research and
development, manufacture and marketing of our products. In the United States, the Food and Drug Administration

( FDA ) has broad authority under the Federal Food, Drug and Cosmetic Act and the Public Health Service Act to
regulate the distribution, manufacture and sale of medical devices. Foreign sales of medical devices are subject to
foreign governmental regulation and restrictions which vary from country to country.

The process of obtaining FDA and other required regulatory clearances or approvals is lengthy and expensive. There
can be no assurance that, if needed, we will be able to obtain necessary clearances or approvals for clinical testing or
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for manufacturing or marketing of those of our products. Failure to comply with applicable regulatory approvals can,
among other things, result in warning letters, fines, suspensions of regulatory approvals, product recalls, operating
restrictions and criminal prosecution. In addition, governmental regulations may be established which could prevent,
delay, modify or rescind regulatory clearance or approval of our products.

Regulatory clearances or approvals, if granted, may include significant limitations on the indicated uses for which our
products may be marketed. In addition, to obtain such clearances or approvals, the FDA and foreign regulatory
authorities may impose numerous other requirements on us. FDA enforcement policy strictly prohibits the marketing
of approved medical devices for unapproved uses. In addition, product approvals can be withdrawn for failure to
comply with regulatory standards or the occurrence of unforeseen problems following initial marketing. There can be
no assurance that we will be able to obtain regulatory clearances or approvals for our products on a timely basis or at
all. Delays in receipt of, or failure to receive approvals, or the loss of previously obtained approvals, or the failure to
comply with existing or future regulatory requirements, would have a material adverse effect on our business,
financial condition and results of operations.

As an excipient component of other developed technologies, HypoThermosol and CryoStor are not subject to specific
FDA pre-market approval for drugs, devices, or biologics. In particular, we are not required to sponsor formal
prospective, controlled clinical-trials in order to establish safety and efficacy. However, it is highly likely that all
potential customers would require that we comply with Current Good Manufacturing Procedures ( ¢cGMP ) as mandated
by FDA. In 2008, we completed small animal safety studies on our products in collaboration with the Fred Hutchinson
Cancer Research Center in Seattle.

There can be no assurance that we will not be required to obtain approval from the FDA prior to marketing any of our
products in the future. We do not market our products for use in embryo and gamete preservation or for tissue or
organ transplants, and expect that we will need to obtain pre market approval from the FDA before we do so. This
would entail substantial financial and other resources and could take several years before the products are approved, if
at all. During 2008, we submitted Type II Master Files to the FDA for CryoStor and HypoThermosol. These enhanced
regulatory submissions provide the FDA with information regarding the quality of components used in the
formulation of our products, the manufacturing process, our quality system, and stability testing that we have
performed. Customers engaged in clinical applications who wish to notify the FDA of their intention to use our
products in their product development and manufacturing process can now request a cross-reference to our Master
Files.

Intellectual Property
We currently have six issued U.S. patents, two issued European patents, and several pending patent applications.

In addition to our corporate logo and name, we have registered the following marks:

HypoThermosol

GelStor

Powering the Preservation Sciences

17
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CryoStor DLite

BioPreservation Today

CP-RXCUE

While we believe that the protection of patents and trademarks is important to our business, we also rely on a
combination of trade secrets, nondisclosure and confidentiality agreements, know-how and continuing technological
innovation to maintain our competitive position. Despite these precautions, it may be possible for unauthorized third
parties to copy certain aspects of our products or to obtain and use information that we regard as proprietary. The laws
of some foreign countries in which we may sell our products do not protect our proprietary rights to the same extent as
do the laws of the United States.

Research and Development

From our inception through March 2004, we conducted our internal research through Small Business Innovative
Research ( SBIR ) grants, which were awarded to either our predecessor or to BioLife.
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In 2004, we elected to discontinue engaging directly in the SBIR program to support our research and development
activities. Accordingly, based upon numerous discussions with the Small Business Administration and a review of
applicable SBIR rules and regulations, on March 15, 2004, we entered into a research agreement with Cell
Preservation Services, Inc. ( CPSI ) to outsource to CPSI our research funded through SBIR grants. CPSI is owned by
John M. Baust, a former employee of BioLife, and the son of John G. Baust, the past Chief Executive and then Chief
Scientific Officer of BioLife. The research agreement was designed to comply with the rules and regulations
applicable to the performance of research with respect to SBIR grants, and established a format pursuant to which
CPSI would (a) take over the processing of the then existing applications for SBIR grants applied for by BioLife

(' Current Projects ), (b) apply for additional SBIR grants for future research projects related to BioLife s core products
( Future Projects ), (c) perform a substantial portion of the principal work to be done, in terms of (i) time spent, and (ii)
research, in connection with Current Projects and Future Projects (the Research ), and (d) utilize BioLife personnel as
consultants with respect to the Research. In conjunction therewith, BioLife granted to CPSI a non-exclusive, royalty
free license (with no right to sublicense) to use BioLife s technology solely for the purpose of conducting the Research
in connection with the Current Projects and Future Projects. Pursuant to the research agreement, (x) BioLife was to,
among other things, provide CPSI with (i) suitable facilities in which to conduct the Research, including basic
research equipment and office equipment ( Facilities ), and (ii) management services ( Management Services ), and (y)
CPSI was to (i) accept assignment of Current Projects, (ii) be responsible for conducting the Research with respect to
Current Projects and Future Projects, (iii) as mutually agreed to by the parties and within the confines of the rules and
regulations applicable to the performance of the Research with respect to SBIR grants, utilize BioLife s personnel as
consultants, (iv) provide suitable experienced personnel, including, without limitation, a principal
investigator/program director, to conduct the Research, (v) comply with all federal laws, rules and regulations
applicable to SBIR grants and file all necessary forms and reports with the federal agency awarding the SBIR grants,
and (vi) utilize the Facilities and Management Services and pay BioLife fees with respect thereto. BioLife owns all
right, title and interest in and to any technology, inventions, designs, ideas, and the like (whether or not patentable)
that emanates from the Current Projects and Future Projects related to BioLife s core products and technology.

On January 8, 2007, we sent a written notice to Cell Preservation Services, Inc. ( CPSI ) that the Company elected not
to renew the Research Agreement, which was set to expire on March 15, 2007, but automatically would be renewed
for one-year periods unless notice of non-renewal was given by either party at least sixty (60) days prior to the
expiration of the then current term. (See Item 3  Legal Proceedings).

We currently employ a team of research scientists, several who hold Ph.D. degrees in molecular biology or related
fields. We also conduct collaborative research with several leading academic and commercial entities in our strategic
markets.

During 2008, we spent $457,640 on research and development activities. In 2007, we established a Scientific
Advisory Board (SAB) comprised of external members including leaders in the fields of cellular therapy, preservation
of biologic material, and regulatory compliance. The current members are:

Shelly Heimfeld, Ph.D., Director of the Cellular Therapy Laboratory at the Fred Hutchinson Cancer Research Center
in Seattle, and President of the International Society of Cellular Therapy. Dr. Heimfeld is internationally recognized
for research in hematopoietic-derived stem cells and the development of cell processing technologies for improved
cancer therapy.

Dayong Gao, Ph.D., professor of biomedical engineering at the University of Washington in Seattle. Dr. Gao has been
actively engaged in cryopreservation research for more than 20 years, having authored over 130 peer-reviewed journal
articles on cryopreservation.
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Darin Weber, Ph.D., a leading regulatory expert for cellular and tissue based products, and former FDA cellular
therapy reviewer. Dr. Weber s knowledge of the regulatory landscape for cell and gene therapy is extensive and
directly relevant to our business since our biopreservation solutions are a critical process component in several active
clinical trials for new cellular therapy products.

Scott R. Burger, M.D., principal, Advanced Cell and Gene Therapy, a consulting firm specializing in cell, gene, and
tissue-based therapies. Dr. Burger works with clients in industry and academic centers worldwide, providing
assistance in process development and validation, GMP/GTP manufacturing, GMP facility design and operation,
regulatory affairs, technology evaluation, and strategic analysis.
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Erik J. Woods, Ph.D., Co-founder, CEO and Laboratory Director of The Genesis Bank, a private cord blood bank, and
also Director of Genome Resources, an anonymous donor and client depositor sperm bank. Both laboratories are FDA
registered and CLIA compliant.

Lizabeth J. Cardwell, principal, Compliance Consulting, LLC, a private consulting business offering quality and
regulatory consulting services to cell therapy, medical device, and pharmaceutical companies.

Colleen Delaney, MSc., M.D., Director of the Cord Blood Research and Transplant Program at Fred Hutchinson
Cancer Research Center (FHCRC) and Seattle Cancer Care Alliance (SCCA). She is an attending physician at Seattle
Children's Hospital, Assistant Member of the Clinical Research Division of FHCRC and Assistant Professor at the
University of Washington, School of Medicine.

Competition

The life sciences industry is highly competitive. Most of our potential competitors have considerably greater financial,
technical, marketing, and other resources than we do.

Our competitors include Life Technologies Corp. (formally Invitrogen), Lonza, Sigma Aldrich, and less than 5 other
much smaller companies. However, it is our belief that in-house formulated biopreservation media, whereby the user
purchases raw ingredients and manually mixes, the ingredients satisfies the large majority of the annual demand. Our
products offer significant advantages over in-house formulations including, time saving, improved quality of
components, more rigorous quality control release testing, and improved preservation efficacy.

We expect competition to intensify with respect to the areas in which it is involved as technical advances are made
and become more widely known.

Employees

Our business is highly dependent upon our ability to attract and retain qualified scientific, technical and management
personnel. We had ten full-time employees at December 31, 2008.

Reports to Security Holders

This annual report on Form 10-K, including the exhibits and schedules filed as part of the annual report, may be
inspected at the public reference facility maintained by the Securities and Exchange Commission ("SEC") at its public
reference room at 450 Fifth Street NW, Washington, DC 20549 and copies of all or any part thereof may be obtained
from that office upon payment of the prescribed fees. One may call the SEC at 1-800-SEC-0330 for further
information on the operation of the public reference room and request copies of the documents upon payment of a
duplicating fee, by writing to the SEC. In addition, the SEC maintains a website that contains reports, proxy and
information statements and other information regarding registrants, including the Company, that file electronically
with the SEC which can be accessed at www.sec.gov.

The Company also makes its periodic and current reports available, free of charge, on its website,
www.BioLifeSolutions.com, as soon as reasonably practicable after such material is electronically filed with the SEC.
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Information available on its website is not a part of, and is not incorporated into, this annual report on Form 10-K.

Safe Harbor for Forward-Looking Statements Under the Securities Litigation Reform Act of 1995; Risk
Factors

This Annual Report on Form 10-K and other reports, releases, and statements (both written and oral) issued by the
Company and its officers from time to time may contain statements concerning the Company s future results, future
performance, intentions, objectives, plans, and expectations that are deemed to be forward-looking statements. Such
statements are made in reliance upon safe harbor provisions of the Private Securities Litigation Reform Act of 1995.
The Company s actual results, performance, and achievements may differ significantly from those discussed or implied
in the forward-looking statements as a result of a number of known and unknown risks and uncertainties including,
without limitation, those discussed below and in Management s Discussion and Analysis of Financial Condition and
Results of Operations. In light of the significant uncertainties inherent in such forward-looking statements, the
inclusion of such statements should not be regarded as a representation by the Company or any other person that the
Company s objectives and plans will be achieved. Words such as believes, anticipates,
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expects, intends, may, and similar expressions are intended to identify forward-looking statements, but are not the
exclusive means of identifying such statements. The Company undertakes no obligation to revise any of these
forward-looking statements.

ITEM 1A.
RISK FACTORS

The risks presented below may not be all of the risks the Company may face. These are the factors that we believe
could cause actual results to be different from expected and historical results. Other sections of this report include
additional factors that could have an effect on our business and financial performance. The industry in which the
Company competes is very competitive and changes rapidly. Sometimes new risks emerge and management may not
be able to predict all of them or how they may cause actual results to be different from those contained in any
forward-looking statements. One should not rely upon forward-looking statements as a prediction of future results.

The Company has a history of losses and may never achieve or maintain profitability.

We have incurred annual operating losses since inception, and may continue to incur operating losses because new
products will require substantial development, clinical, regulatory, manufacturing, marketing, and other expenditures.
For the fiscal years ended December 31, 2008 and December 31, 2007, we had net losses of $(2,775,117) and
$(2,851,774), respectively. As of December 31, 2008, our accumulated deficit was $(47,442,870). We may not be able
to successfully commercialize our current or future products, achieve significant revenues from sales, or achieve or
sustain profitability. Successful completion of our commercialization program and our transition to attaining
profitable operations is dependent upon achieving a level of revenues adequate to support our cost structure.

The market for the Company s Common Stock is limited and its stock price is volatile.

Our common stock, traded on the OTC Bulletin Board, has historically traded at low average daily volumes, resulting
in a limited market for the purchase and sale of our common stock.

The market prices of many publicly traded companies, including emerging companies in the health care industry, have
been, and can be expected to be, highly volatile. The future market price of our common stock could be significantly
impacted by:

Future sales of our common stock

Announcements of technological innovations for new commercial products by our present or potential competitors

Developments concerning proprietary rights

Adverse results in our field or with clinical tests of our products in customer applications
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Adverse litigation

Unfavorable legislation or regulatory decisions

Public concerns regarding our products

Variations in quarterly operating results

General trends in the health care industry

Other factors outside of our control

There is uncertainty surrounding the Company s ability to successfully commercialize its biopreservative
solutions.

Our growth depends, in part, on our continued ability to successfully develop, commercialize and market our
HypoThermosol and CryoStor biopreservative solutions. Even in markets that do not require us to undergo clinical
trials and obtain regulatory approvals, our line of HypoThermosol and CryoStor biopreservative solutions will not be
used unless they present an attractive alternative to competitive products and the benefits and cost savings achieved
through their use outweigh the cost of the solutions.

The success of the Company s HypoThermosol and CryoStor biopreservative solutions is dependant, in part, on
the commercial success of new cell and gene therapy technology.

We are developing biopreservative media for, and marketing our HypoThermosol and CryoStor biopreservative
solutions to, biotechnology companies and research institutions engaged in research and development of cell, gene and
tissue engineering therapy. Although we, as a component supplier, may not be subject to the same formal
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prospective, controlled clinical-trials to establish safety and efficacy, and to substantial regulatory oversight by the
FDA and other regulatory bodies, with respect to the commercialized end products or therapies developed by these
biotechnology companies and research institutions, the development of these therapies are years away from
commercialization, and demand, if any, for the HypoThermosol and CryoStor biopreservative solutions in these
markets, is expected to be limited for several years.

The Company faces significant competition.

The life sciences industry is highly competitive. Many of our competitors are significantly larger than we are and have
greater financial, technical, research, marketing, sales, distribution and other resources than we do. Additionally, we
believe there will be intense price competition with respect to our products. There can be no assurance that our
competitors will not succeed in developing or marketing technologies and products that are more effective or
commercially attractive than any that are being developed or marketed by us, or that such competitors will not succeed
in obtaining regulatory approval, or introducing or commercializing any such products, prior to us. Such
developments could have a material adverse effect on our business, financial condition and results of operations.
Further, even if we are not able to compete successfully, there can be no assurance that we could do so in a profitable
manner.

The Company s success will depend on its ability to attract and retain key personnel.

In order to execute our business plan, we must attract, retain and motivate highly qualified managerial, technical and
sales personnel. If we fail to attract and retain skilled scientific and sales personnel, our research and development and
sales efforts will be hindered. Our future success depends to a significant degree upon the continued services of key
scientific and technical personnel. If we do not attract and retain qualified personnel we will not be able to achieve our
growth objectives.

If the Company fails to protect its intellectual property rights, the Company s competitors may take advantage of
its ideas and compete directly against it.

Our success will depend to a significant degree on our ability to secure and protect intellectual proprietary rights and
enforce patent and trademark protections relating to our technology. While we believe that the protection of patents
and trademarks is important to our business, we also rely on a combination of copyright, trade secret, nondisclosure
and confidentiality agreements, know-how and continuing technological innovation to maintain its competitive
position. From time to time, litigation may be advisable to protect our intellectual property position. However, these
legal means afford only limited protection and may not adequately protect our rights or permit us to gain or keep any
competitive advantage. Any litigation in this regard could be costly, and it is possible that we will not have sufficient
resources to fully pursue litigation or to protect our intellectual property rights. This could result in the rejection or
invalidation of our existing and future patents. Any adverse outcome in litigation relating to the validity of our patents,
or any failure to pursue litigation or otherwise to protect our patent position, could materially harm our business and
financial condition. In addition, confidentiality agreements with our employees, consultants, customers, and key
vendors may not prevent the unauthorized disclosure or use of our technology. It is possible that these agreements will
be breached or that they will not be enforceable in every instance, and that we will not have adequate remedies for any
such breach. Enforcement of these agreements may be costly and time consuming. Furthermore, the laws of foreign
countries may not protect our intellectual property rights to the same extent as the laws of the United States.

Because the life sciences industry is litigious, the Company may be sued for allegedly violating the intellectual
property rights of others.

In the past, the life sciences industry has been characterized by a substantial amount of litigation and related

administrative proceedings regarding patents and intellectual property rights. In addition, many life science companies
have used litigation against emerging growth companies as a means of gaining a competitive advantage. Should third
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parties file patent applications or be issued patents claiming technology claimed by us in pending applications, we
may be required to participate in interference proceedings in the U.S. Patent and Trademark Office to determine the
relative priorities of our inventions and the third parties inventions. We could also be required to participate in
interference proceedings involving our issued patents and pending applications of another entity. An adverse outcome
in an interference proceeding could require that we cease using the technology or to license rights from prevailing
third parties. Third parties may claim that we are using their patented inventions and may go to court to stop us from
engaging in our normal operations and activities. These lawsuits are expensive to defend and

10
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conduct and would also consume and divert the time and attention of our management. A court may decide that we are
infringing on a third party s patents and may order us to cease the infringing activity. The court could also order us to
pay damages for the infringement. These damages could be substantial and could harm our business, financial
condition and operating results. If we are unable to obtain any necessary license following an adverse determination
in litigation or in interference or other administrative proceedings, we would have to redesign our products to avoid
infringing a third party s patent and temporarily or permanently discontinue manufacturing and selling some of our
products. If this were to occur, it would negatively impact future sales.

If the Company fails to obtain or maintain necessary regulatory clearances or approvals for products, or if
approvals are delayed or withdrawn, the Company will be unable to commercially distribute and market its
products or any product modifications.

In the United States, the FDA has broad authority under the Federal Food, Drug and Cosmetic Act to regulate the
distribution, manufacture and sale of medical devices. Foreign sales of drugs and medical devices are subject to
foreign governmental regulation and restrictions, which vary from country to country. The process of obtaining FDA
and other required regulatory clearances and approvals is lengthy and expensive. We may not be able to obtain or
maintain necessary approvals for clinical testing or for the manufacturing or marketing of our products. Failure to
comply with applicable regulatory approvals can, among other things, result in fines, suspension or withdrawal of
regulatory approvals, product recalls, operating restrictions, and criminal prosecution. In addition, governmental
regulations may be established which could prevent, delay, modify or rescind regulatory approval of our products.
Any of these actions by the FDA, or change in FDA regulations, may adversely impact our business and financial
condition.

As an excipient component of other developed technologies, HypoThermosol and CryoStor are not subject to specific
FDA pre-market approval for drugs, devices, or biologics. In particular, we are not required to sponsor formal
prospective, controlled clinical-trials in order to establish safety and efficacy. However, it is highly likely that all
potential customers would require that we comply with Current Good Manufacturing Procedures ( ¢cGMP ) as mandated
by FDA. In 2008, we completed small animal safety studies on our products in collaboration with the Fred Hutchinson
Cancer Research Center in Seattle. Regulatory approvals, if granted, may include significant limitations on the
indicated uses for which our products may be marketed. In addition, to obtain such approvals, the FDA and foreign
regulatory authorities may impose numerous other requirements on us. FDA enforcement policy prohibits the
marketing of approved medical devices for unapproved uses. Furthermore, product approvals can be withdrawn for
failure to comply with regulatory standards or unforeseen problems following initial marketing. We may not be able
to obtain or maintain regulatory approvals for our products on a timely basis, or at all, and delays in receipt of or
failure to receive such approvals, the loss of previously obtained approvals, or failure to comply with existing or
future regulatory requirements would have a significant negative effect on our financial condition.

The Company is dependent on outside suppliers for all of its manufacturing supplies.

We rely on outside suppliers for all of our manufacturing supplies, parts and components. Although we believe we
could develop alternative sources of supply for most of these components within a reasonable period of time, there can
be no assurance that, in the future, our current or alternative sources will be able to meet all of our demands on a
timely basis. Unavailability of necessary components could require us to re-engineer our products to accommodate
available substitutions which would increase costs to us and/or have a material adverse effect on manufacturing
schedules, products performance and market acceptance.

The Company is transitioning to in-house manufacturing
We are completing the construction and validation of a new multi-class clean room manufacturing, research &
development, and quality assurance and control suite. Production capacity will support our growth plan and also

provide the ability to custom fill and finish our biopreservation media products to meet customer requests. Our facility
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design, raw material qualification, and unidirectional process flow will be ISO14644 and 14971 compliant and were
vetted by industry leading consultants to support cGMP compliance as called out in title 21 Code of Federal
Regulations (  CFR ) part 820. Our production process will also be also compliant with 21 CFR parts 210 and 211 (for
aseptic production). However, if we encounter contractor delays or a validation failure, we may experience a delay in
our ability to meet customer demand for our products.

ITEM 1B.

UNRESOLVED STAFF COMMENTS

Not applicable.
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ITEM 2.

PROPERTIES

Rental expense for all of the Company s facilities for the year ended December 31, 2008 totaled approximately
$111,955.

In March 2007, the Company signed a lease for 2,783 square feet of office and laboratory space in Bothell, WA at an
initial rental rate of $3,500 per month. The Company terminated this lease in July 2007.

In July 2007, the Company signed a four-year lease, commencing August 1, 2007, for 4,366 square feet of office and
laboratory space in Bothell, WA at an initial rental rate of $6,367 per month. The Company is also responsible for
paying its proportionate share of property taxes and other operating expenses as defined in the lease.

In November 2008, the Company signed an amended five-year lease to gain 5,798 square feet of additional clean
room space for its manufacturing in a facility adjacent to its corporate office facility leased in Bothell, WA at an initial
rental rate of $14,495 per month. Included in this amendment is the exercise of the renewal option for its current
office and laboratory space to make the lease for such space coterminous with the new facility five-year lease period.

ITEM 3.
LEGAL PROCEEDINGS

On February 7, 2007, Kristi Snyder, a former employee of the Company filed a complaint in the New York State
Supreme Court, County of Broome, against the Company alleging a breach of an employment agreement and seeking
damages of up to $300,000 plus attorneys fees. This case currently is in discovery. The Company is vigorously
defending its position.

On April 6, 2007, the Company was served with a complaint filed by John G. Baust, the Company s former Chief
Executive Officer and President, and more recently, until January 8, 2007, the Chairman, Sr. Vice President and Chief
Scientific Officer, in the New York State Supreme Court, County of Tioga, against the Company seeking, among
other things, damages under his employment agreement to be determined upon trial of the action plus attorneys fees, a
declaratory judgment that he did not breach his fiduciary duties to the Company, and that his covenant not to compete
is void as against public policy or unenforceable as a matter of law, and to enjoin the Company from commencing an
action against him in Delaware courts seeking damages for breaches of his fiduciary obligations to the Company. This
case is in discovery and depositions are in process. The Company is defending the lawsuit vigorously.

On June 15, 2007, the Company filed a lawsuit in the State of New York Supreme Court, County of Tioga against

Cell Preservation Services, Inc. ( CPSI ) and Coraegis Bioinnovations, Inc. ( Coraegis ), both of which are owned and/or
controlled by John M. Baust, a former employee of the Company and the son of John G. Baust (the Company s former
Chief Executive Officer and President, and more recently, until January 8, 2007, the Chairman, Sr. Vice President and
Chief Scientific Officer) both of whose employment with the Company was terminated on January 8, 2007.

On March 15, 2004, the Company had entered into a Research Agreement with CPSI, pursuant to which CPSI took

over the processing of the Company s existing SBIR grants, and, on behalf of the Company, was to apply for
additional SBIR grants; in each case, was to perform the research with respect to such grants. In connection therewith,

the Company granted to CPSI a limited license to use the Company s technology ( BioLife s Technology ), including the
Company s proprietary cryopreservation solutions (collectively, Intellectual Property ), solely for the purpose of
conducting the research pertaining to the SBIR grants, and CPSI agreed to keep confidential all Company confidential
information disclosed to CPSI ( Confidential Information ). On January 8, 2007, the Company informed CPSI that the
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Research Agreement would not be extended and would terminate in accordance with its terms on March 15, 2007.

The lawsuit states various causes of action, including, (1) repeated violations of the Research Agreement by CPSI by
improperly using BioLife s Technology, Intellectual Property and Confidential Information for its own purposes, (2)
the unlawful misappropriation by CPSI and Coraegis of the Company s trade secrets, (3) unfair competition on the part
of CPSI and Coraegis through their unlawful misappropriation and misuse of BioLife s Technology, Intellectual
Property and Confidential Information, and (4) the conversion of BioLife s Technology, Intellectual Property and
Confidential Information by CPSI and Coraegis to their own use without the Company s permission.

12
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The lawsuit seeks, among other things, (1) to enjoin CPSI from continuing to violate the Research Agreement, (2)
damages as a result of CPSI s breaches of the Research Agreement, (3) to enjoin CPSI and Coraegis from any further
use of the Company s trade secrets, (4) damages (including punitive damages) as a result of CPSI s and Coraegis
misappropriation of the Company s trade secrets, (5) to enjoin CPSI and Coraegis from any further use of BioLife s
Technology, Intellectual Property and Confidential Information, (6) damages (including punitive damages) as a result

of CPSI s and Coraegis unfair competition against the Company, and (7) damages (including punitive damages) as a
result of CPSI s and Coraegis conversion of BioLife s Technology, Intellectual Property and Confidential Information
to their own use. This case is in discovery and depositions are in process.

On December 4, 2007, John M. Baust, the son of John G, Baust (the Company s former Chief Executive Officer and
President, and more recently, until January 8, 2007, the Chairman, Sr. Vice President and Chief Scientific Officer)
filed a complaint in the New York State Supreme Court, County of Tioga, against the Company and Michael Rice, the
Company s Chairman and Chief Executive Officer, alleging, among other things, a breach of an employment
agreement and defamation of character and seeking damages against the Company in excess of $300,000 plus
attorneys fees. The case currently is in discovery. The Company is defending the lawsuit vigorously.

On December 27, 2007, John M. Baust, the son of John G, Baust (the Company s former Chief Executive Officer and
Chief Scientific Officer) filed a complaint with the State of New York, Division of Human Rights ( the Division )
alleging unlawful discrimination practices against the Company based on wrongful termination due to retaliation for
bringing complaints of sexual harassment on the part of Michael Rice, the Company s Chairman and Chief Executive
Officer. The Company responded to the complaint on January 14, 2008. On March 5, 2008, the Company was notified
by the Division that this complaint was ordered dismissed and the filed closed due to the Division s lack of jurisdiction
in the matter, having determined that the civil suit filed by John M. Baust had precedence and precluded the Division
from asserting jurisdiction. The determination was successfully appealed on October 23, 2008. As of the date of this
filing, the New York Division of Human Rights and the Company are perfecting an appeal to reverse the summary
judgment.

On December 27, 2007, John G. Baust (the Company s former Chief Executive Officer and President, and more
recently, until January 8, 2007, the Chairman, Sr. Vice President and Chief Scientific Officer) filed a complaint with
the State of New York, Division of Human Rights alleging unlawful discrimination practices against the Company
based on wrongful termination due to retaliation for bringing complaints of sexual harassment on the part of Michael
Rice, the Company s Chairman and Chief Executive Officer. The Company responded to the complaint on January 22,
2008. On March 5, 2008, the Company was notified by the Division that this complaint was ordered dismissed and the
filed closed due to the Division s lack of jurisdiction in the matter, having determined that the civil suit filed by John
G. Baust had precedence and precluded the Division from asserting jurisdiction. The determination was successfully
appealed on October 23, 2008. As of the date of this filing, the New York State Division of Human Rights and the
Company are perfecting an appeal to reverse the summary judgment.

ITEM 4.
SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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PART II

ITEM S.

MARKET FOR REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Price Range of Common Stock

The common stock, par value $.001 per share, of the Company ( Common Stock ) is traded on the OTC Bulletin Board
under the symbol BLFS . As of December 31, 2008, there were approximately 585 holders of record of its common
stock. The Company has never paid cash dividends on its common stock and does not anticipate that any cash
dividends will be paid in the foreseeable future.

The following table sets forth, for the periods indicated, the range of high and low quarterly closing sales prices of its
common stock:

High Low

Year ended December 31, 2007

4th Quarter $ 0.06 $ 0.05
3rd Quarter 0.11 0.10
2nd Quarter 0.11 0.09
15t Quarter 0.11 0.10
Year ended December 31, 2008

4th Quarter $ 0.04 $ 0.03
3rd Quarter 0.04 0.04
2nd Quarter 0.05 0.05
15t Quarter 0.08 0.08

ITEM 6.

SELECTED FINANCIAL DATA

Not applicable.

ITEM 7.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis should be read in conjunction with the Company's audited financial statements
and notes thereto that appear elsewhere in this report. This discussion contains forward-looking statements reflecting
the Company s current expectations that involve risks and uncertainties. Actual results may differ materially from
those discussed in these forward-looking statements due to a number of factors, including those set forth in the section
entitled Risk Factors and elsewhere in this report.
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The statements contained in this Annual Report on Form 10-K, including statements under this section titled

Management s Discussion and Analysis of Financial Condition and Results of Operations, include forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended, including, without limitation, statements regarding the Company
management s expectations, hopes, beliefs, intentions or strategies regarding the future. The words believe, may, will

estimate, continue, anticipate, intend, expect, plan and similar expressions may identify forward-looking st
but the absence of these words does not mean that a statement is not forward-looking. The forward-looking statements
contained in this Annual Report on Form 10-K is based on its current expectations and beliefs concerning future
developments and their potential effects on the Company. There can be no assurance that future developments
affecting it will be those that the Company anticipated. These forward-looking statements involve a number of risks,
uncertainties or other assumptions that may cause actual results or performance to be materially different from those
expressed or implied by these forward-looking statements. These risks and uncertainties include those factors
described in greater detail in Item 1A of Part I, Risk Factors . Should one or more of these risks or uncertainties
materialize, or should any of our assumptions prove incorrect, actual results may vary in material respects from those
anticipated in these forward-looking statements. The Company undertakes no obligation to update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise, except as may be
required under applicable securities laws.
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Overview

Management s discussion and analysis provides additional insight into the Company and is provided as a supplement
to, and should be read in conjunction with, its audited financial statements and accompanying footnotes thereto.

We develop and market patented biopreservation media products for cells, tissues, and organs. Our proprietary
HypoThermosol and CryoStor platform of hypothermic storage, transport, and cryopreservation media products are
marketed to cell therapy companies, pharmaceutical companies, cord blood banks, hair transplant surgeons, and
suppliers of cells to the toxicology testing and diagnostics markets. All of our products are serum-free and
protein-free, fully defined, and are manufactured under current Good Manufacturing Practices using USP or the
highest available grade components.

The discoveries made by our scientists and consultants relate to how cells, tissues, and organs respond to the stress of
hypothermic storage, cryopreservation, and the thawing process enables the formulation of truly innovative
biopreservation media products that protect biologic material from preservation related cellular injury, much of which
is not apparent immediately post-thaw. Our enabling technology provides significant improvement in
post-preservation viability and function of biologic material. This yield improvement can reduce research,
development, and commercialization costs of new cell and tissue based clinical therapies.

Critical Accounting Policies and Significant Judgments and Estimates

Management s discussion and analysis of the Company s financial condition and results of operations is based on its
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States. The preparation of financial statements requires the Company to make estimates and assumptions that
affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of
the financial statements as well as reported revenues and expenses during the reporting periods. On an ongoing basis,
the Company evaluates estimates, including, but not limited to those related to accounts receivable allowances,
determination of fair value of share-based compensation, contingencies, income taxes, and expense accruals. The
Company bases its estimates on historical experience and on other factors that it believes are reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ materially from these estimates
under different assumptions or conditions.

The Company s significant accounting policies are described in Note 1 to its audited financial statements for the year
ended December 31, 2008. The most critical accounting policies of the Company are as follows:

Share-based Compensation

In December 2004, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting
Standards ( SFAS ) No. 123(R) (revised 2004) "Share-Based Payment" (  SFAS 123(R) ). This statement replaces SFAS
No. 123, "Accounting for Stock-Based Compensation," and supersedes Accounting Principles Board ("APB") Opinion
No. 25, "Accounting for Stock Issued to Employees." This statement requires that the cost resulting from all
share-based payment transactions be recognized in the financial statements. Pro forma disclosure is no longer an
alternative. This statement establishes fair value as the measurement objective in accounting for share-based payment
arrangements and requires all entities to apply a fair-value-based measurement method in accounting for share-based
payment transactions with employees. This statement uses the terms compensation and payment in their broadest
senses to refer to the consideration paid for goods or services, regardless of whether the supplier is an employee. The
Company adopted SFAS No. 123(R) effective January 1, 2006 and is recognizing the cost of stock-based
compensation, consisting primarily of stock options and warrants, using the Modified Prospective Application
transition method whereby the cost of new awards and awards modified, repurchased or cancelled after January 1,
2006 and the portion of awards for which the requisite service has not been rendered (unvested awards) that are
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outstanding as of January 1, 2006, is recognized as the requisite service is rendered on or after the effective date,
January 1, 2006.

Income Taxes
Effective January 1, 2007, the Company adopted the provisions of FASB, Interpretation No. 48, Accounting for

Uncertainty in Income Taxes an interpretation of FASB Statement No. 109, or FIN 48. FIN 48 contains a two-step
approach to recognizing and measuring uncertain tax positions accounted for in accordance with SFAS No. 109. The

15
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first step is to evaluate the tax position for recognition by determining if the weight of available evidence indicates it
is more likely than not that the position will be sustained on audit, including resolution of related appeals or litigation
processes, if any. The second step is to measure the tax benefit as the largest amount which is more than 50% likely of
being realized upon ultimate settlement. The company considers many factors when evaluating and estimating its tax
positions and tax benefits, which may require periodic adjustments and which may not accurately anticipate actual
outcomes. Based on the implementation guidance set forth in the pronouncement and the Company s review of its tax
positions leading up to and subsequent to adoption, FIN 48 did not have a material impact on its financial position,
results of operations, or cash flows. As such, the Company has not recorded any liabilities for uncertain tax positions
or any related interest and penalties. The Company s tax returns are open to audit for the years ending December 31,
2005 to 2008.

Recent Accounting Pronouncements

In May 2008, the FASB, issued FASB Staff Position ( FSP ) Accounting Principles Board ( APB ) ( FSP APB 14-1 )

Accounting for Convertible Debt Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash
Settlement). FSP APB 14-1 applies to convertible debt instruments that, by their stated terms, may be settled in cash
(or other assets) upon conversion, including partial cash settlement of the conversion option. FSP APB 14-1 requires
bifurcation of the instrument into a debt component that is initially recorded at fair value and an equity component.
The difference between the fair value of the debt component and the initial proceeds from issuance of the instrument
is recorded as a component of equity. The liability component of the debt instrument is accreted to par using the
effective yield method; accretion is reported as a component of interest expense. The equity component is not
subsequently re-valued as long as it continues to qualify for equity treatment. FSP APB 14-1 must be applied
retrospectively to previously issued cash-settleable convertible instruments as well as prospectively to newly issued
instruments. FSP APB 14-1 is effective for fiscal years beginning after December 15, 2008, and interim periods within
those fiscal years. Though the Company does not believe FSP APB 14-1 will have an effect on its current financial
position, the Company is currently evaluating the requirements of FSP APB 14-1 with respect to its recent convertible
debt financing and has not yet determined the impact on the Company s financial statements.

In February 2008, the FASB issued FSP, 157-2, Effective Date of FASB Statement No. 157, or FSP 157-2. FSP 157-2
delays the effective date of Fair Value Measurements, or SFAS No. 157 for nonfinancial assets and nonfinancial
liabilities, except for certain items that are recognized or disclosed at fair value in the financial statements on a
recurring basis (at least annually). The Company has applied the provisions of SFAS 157 to financial assets and
liabilities prospectively as of January 1, 2008. The Company will be required to apply the provisions of SFAS 157 to
these nonfinancial assets and nonfinancial liabilities as of January 1, 2009 and is currently evaluating the impact of the
application of SFAS 157 as it pertains to these items.

In November 2007, the Emerging Issues Task Force of the FASB, or EITF, ratified a consensus of EITF Issue
No. 07-1, Accounting for Collaborative Arrangements, or EITF 07-1, which requires participants in a collaboration to
make separate disclosures regarding the nature and purpose of an arrangement, their rights and obligations under the
arrangement, the accounting policy for the arrangement and the income statement classification and amounts arising
from the arrangement between participants for each period an income statement is presented. EITF 07-1 is effective
beginning in the first quarter of 2009. The Company does not expect the adoption of EITF 07-1 to have a material
impact on its results of operations, financial condition and disclosures.

Results of Operations for the Years Ended December 31, 2008 and 2007

Revenue

Revenue for the year ended December 31, 2008 increased $350,235 or 36%, to $1,322,497, compared to $972,262 for
the year ended December 31, 2007. In 2008, we had product sales of $1,277,497, an increase of $331,902 or 35%, as
compared to $945,595 in 2007. We had licensing revenue of $45,000 for the year ended December 31, 2008,
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compared to $26,667 for the year ended December 31, 2007. The increase in product sales resulted from a
combination of increased use of our products by existing customers and the acquisition of new customers in the cell
therapy, drug discovery, cell supplier, and cord blood banking markets.
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Cost of Product Sales

For the year ended December 31, 2008, the cost of product sales totaled $770,646 as compared to $463,106 for the
year ended December 31, 2007, resulting in a gross margin as a percentage of product revenue of 39.7% as compared

to 51.0% for the same period in 2007. The increase in cost of product sales as a percentage of revenue primarily is
attributable to the higher production costs at our Contract Manufacturing Organization ( CMO ) compared to the prior
periods when our products were manufactured internally. To reduce cost of product sales, and enhance production
flexibility, we decided to transition to internal manufacturing and intend to maintain our relationship with our contract
manufacturer as a contingency for additional production capacity.

Research and Development

Expenses relating to research and development for the year ended December 31, 2008 increased 11% to $457,640,
compared to $413,376 for the year ended December 31, 2007. This increase was primarily due to an increase in
headcount, offset by a decrease in contracted research and legal expenses.

Sales and Marketing

For the year ended December 31, 2008, sales and marketing expenses decreased $336,337, or 47%, to $372,324,
compared to $708,661 for the year ended December 31, 2007. The decrease in 2008 was due to a lower headcount in
sales, which resulted in lower costs in sales commissions, tradeshow activities and travel related expenses.

General and Administrative Expenses

For the year ended December 31, 2008, general and administrative expenses increased $23,528, or 1% to $1,925,654,
compared to $1,902,126 for the year ended December 31, 2007. The increase in general and administrative expenses
was primarily due to higher legal fees related to litigation filed by and against the Company in 2007, increased
financial and IT related consulting fees, and higher headcount expense due to bringing the controllership in-house and
pay increases. These were offset by a decrease in professional accounting fees, stock-based compensation and travel
expenses.

Manufacturing Start-up Costs

For the year ended December 31, 2008, manufacturing start-up costs were $259,687, compared to $198,490 for the
year ended December 31, 2007. During the third quarter of 2007, as a result of relocating the Company from Owego,
NY to Bothell, WA, we decided to outsource manufacturing and entered into a contract with a CMO. One-time
start-up costs related to the outsourcing of its manufacturing were expensed as incurred. In the third quarter of 2008,
to reduce cost of product sales and enhance its production flexibility, we decided to transition to internal
manufacturing and maintain our relationship with our CMO as a contingency for additional production capacity.

Interest Expense

For year ended December 31, 2008, interest expense was $284,762. For the year ended December 31, 2007, interest
expense was $113,400. The increase is due to a higher average debt balance.

Operating Expenses and Net Loss
For the year ended December 31, 2008, operating expenses decreased $207,348, or 6% to $3,015,305, compared to

$3,222,653 for the year ended December 31, 2007. We reported a net loss of $(2,775,117) for the year ended
December 31, 2008, compared to a net loss of $(2,851,774) for the year ended December 31, 2007.
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Liquidity and Capital Resources
Cash and Cash Equivalents
At December 31, 2008, we had cash and cash equivalents of $98,724, compared to cash and cash equivalents of

$56,497 at December 31, 2007. At December 31, 2008, we had working capital of $113,378, compared to working
capital $123,770 at December 31, 2007.
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Net Cash Used in Operating Activities

During the year ended December 31, 2008, net cash used in operating activities was $(2,113,418) as compared to net
cash used by operating activities of $(2,708,979) for the year ended December 31, 2007.

Net Cash Provided by and Used in Investing Activities

Net cash used in investing activities totaled $(46,688) during the year ended December 31, 2008 which resulted from
the purchase of property and equipment. Net cash used in investing activities totaled $(105,546) during the year ended
December 31, 2007 resulting from the purchase of property and equipment.

Net Cash Provided by Financing Activities

Net cash provided by financing activities totaled $2,202,333 for the year ended December 31, 2008, which resulted
primarily from the issuance of promissory notes to two shareholders (see below). Net cash provided by financing
activities totaled $2,752,348 for the year ended December 31, 2007 resulting from the issuance of promissory notes to
two shareholders (see below).

In February 2007, in order to secure capital necessary to continue its operations, we borrowed $750,000 in equal
amounts, from Thomas Girschweiler, a director and stockholder of the Company, and Walter Villiger, an affiliate of
the Company, each a non-U.S. Person (as defined in Regulation S of the Securities Act of 1933, as amended)
(collectively, the Investors ). Each loan was evidenced by a Promissory Note ( February Notes ). Each February Note,
together with interest accrued thereon at the rate of 7% per annum (collectively, the Conversion Amount ), was due
and payable in one lump sum on the earlier of (a) the second anniversary of the date of the February Note, (b) an
Event of Default (as defined in the February Notes) or (c) sale, merger or change in control of the Company, as
defined. In addition, if the February Note was outstanding at the time of any bona fide equity financing of the
Company of at least $1,000,000 (excluding conversion of the February Notes) (a Financing ), then the February Note
holder was able to convert the February Note into that number of shares or units of the equity securities of the
Company sold in the Financing ( New Equity Securities ) as is equal to the Conversion Amount divided by 85% of the
per share or per unit purchase price of the New Equity Securities.

In June 2007, we borrowed an additional $1,000,000, in equal amounts, from the Investors. Each loan was represented
by a Pro

Total liabilities
9,271 8,776

EQUITY

Sunoco, Inc. shareholders equity
2,920 2,557

Noncontrolling interests
754 562

Total equity
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3,674 3,119

Total liabilities and equity

$12,945 $11,895
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(See Accompanying Notes)
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Sunoco, Inc. and Subsidiaries

(Millions of Dollars)

For the Nine Months

Ended September 30
2010 2009
(UNAUDITED)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 310 $ (256)
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Loss on divestment of discontinued polypropylene operations 169
Gain on remeasurement of pipeline equity interests (128)
Gain on divestment of discontinued Tulsa operations (34)
Gain on divestment of retail heating oil and propane distribution business (44)
Provision for asset write-downs and other matters 64 665
Depreciation, depletion and amortization 367 393
Deferred income tax benefit (14) 214)
Payments less than (in excess of) expense for retirement plans (124) 16
Changes in working capital pertaining to operating activities:
Accounts and notes receivable (177) (353)
Inventories (264) (298)
Accounts payable and accrued liabilities 363 343
Income tax refund receivable and taxes payable 356 (226)
Other (®) 1
Net cash provided by (used in) operating activities 917 (7
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures (520) (693)
Acquisitions (243) (50)
Proceeds from divestments:
Polypropylene operations 348
Tulsa refinery and related inventory 157
Other 41 164
Other (21) @)
Net cash used in investing activities (395) (426)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from (repayments of) short-term borrowings (282) 193
Net proceeds from issuance of long-term debt 1,107 898
Repayments of long-term debt (738) (654)
Net proceeds from sale/issuance of Sunoco Logistics Partners L.P. limited partnership units 289 110
Cash distributions to noncontrolling interests 92) (69)
Cash dividend payments (54) (105)
Other 2)
Net cash provided by financing activities 230 371
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Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

(See Accompanying Notes)
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752
371

$1,129

(62)
240

178
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. General.

The accompanying condensed consolidated financial statements are presented in accordance with the requirements of Form

10-Q and U.S. generally accepted accounting principles for interim financial reporting. They do not include all disclosures normally made in
financial statements contained in Form 10-K. In management s opinion, all adjustments necessary for a fair presentation of the results of
operations, financial position and cash flows for the periods shown have been made. All such adjustments are of a normal recurring nature,
except for the gain on remeasurement of pipeline equity interests, the loss on divestment of the polypropylene chemicals business, the gain on
divestment of the Tulsa refinery and related inventory, the gain on divestment of the retail heating oil and propane distribution business, the
provision for asset write-downs and other matters and certain income tax matters (Notes 2, 3, 4 and 6). Results for the three and nine months
ended September 30, 2010 are not necessarily indicative of results for the full-year 2010.

The condensed consolidated financial statements contain the accounts of all entities that are controlled by the Company and variable interest
entities ( VIEs ) for which the Company is the primary beneficiary. On January 1, 2010, new accounting guidance became effective which, among
other things, clarifies when a company is to be deemed the primary beneficiary and requires an ongoing reassessment of whether an entity is the
primary beneficiary of a VIE. Adoption of this new guidance had no impact on the Company s assessment of its interests in VIEs.

2. Discontinued Operations.
Polypropylene Chemical Operations

On March 31, 2010, Sunoco completed the sale of the common stock of its polypropylene chemicals business to Braskem S.A. The assets sold
as part of this transaction included the polypropylene manufacturing facilities in LaPorte, TX, Neal, WV, and Marcus Hook, PA, a propylene
supply agreement and related inventory. Cash proceeds from this divestment of $348 million were received in the second quarter of 2010.
Sunoco recognized a net loss of $169 million ($44 million after tax) related to the divestment which was reflected as a loss from discontinued
operations in the first quarter of 2010.

Tulsa Refining Operations

In December 2008, Sunoco announced its intention to sell the Tulsa refinery or convert it to a terminal by the end of 2009 because it did not
expect to achieve an acceptable return on investment on a capital project to comply with the new off-road diesel fuel requirements at this facility.
On June 1, 2009, Sunoco completed the sale of its Tulsa refinery to Holly Corporation. The transaction also included the sale of inventory
attributable to the refinery which was valued at market prices at closing. Sunoco received a total of $157 million in cash proceeds from this
divestment, comprised of $64 million from the sale of the refinery and $93 million from the sale of the related inventory. Sunoco recognized
gains of $34 and $36 million ($20 and $21 million after tax) in the second and fourth quarters of 2009, respectively, related to this divestment
which are reflected in the income from discontinued operations in the statements of operations for those periods.
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As a result of the sale of the polypropylene chemicals business and Tulsa refinery, these operations have been classified as discontinued
operations in the condensed consolidated statements of operations.

The following is a summary of income (loss) from discontinued operations for the nine-month and three-month periods ended September 30,
2010 and 2009 (in millions of dollars):

Nine Months Ended Nine Months Ended
September 30, 2010 September 30, 2009
Tulsa Tulsa
Polypropylene  Refining Polypropylene Refining
Operations  Operations Total  Operations Operations Total
Income (loss) before income tax expense (benefit) $ (136) $ $ (136) $13 $ 33 $ 46
Income tax expense (benefit) (113) (113) 5 13 18
Income (loss) from discontinued operations $ (23) $ $ (23) $ 8 $ 20 $ 28
Three Months Ended Three Months Ended
September 30, 2010 September 30, 2009
Tulsa Tulsa
Polypropylene  Refining Polypropylene Refining
Operations  Operations Total  Operations Operations Total
Income before income tax expense $ $ $ $ 2 $ $ 2
Income tax expense 1 1
Income from discontinued operations $ $ $ $ 1 $ $ 1

Sales and other operating revenue (including consumer excise taxes) from discontinued operations totaled $313 and $1,262 million for the nine
months ended September 30, 2010 and 2009, respectively, and $ and $245 million, respectively, for the quarters then ended.

3. Changes in Business and Other Matters
Acquisitions

In July 2010, Sunoco Logistics Partners L.P. (the Partnership ) acquired a butane blending business from Texon L.P. for $152 million including
inventory of $11 million. The acquisition includes patented technology for blending butane into gasoline, contracts with customers currently
utilizing the patented technology, butane inventories and other related assets. The Partnership also increased its ownership interest in a pipeline
joint venture for $6 million in July 2010. This interest continues to be accounted for as an equity method investment.

The Partnership also exercised its rights to acquire additional ownership interests in Mid-Valley Pipeline Company ( Mid-Valley ) and West
Texas Gulf Pipe Line Company ( WTG ) for $85 million during the third quarter of 2010, increasing its ownership interests in Mid-Valley and
WTG to 91 and 60 percent, respectively. As the Partnership now has a controlling financial interest in both Mid-Valley and WTG, the joint
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ventures are now both reflected as consolidated subsidiaries of Sunoco from the dates of their respective acquisitions. In connection with these

acquisitions, Sunoco recognized a $128 million pretax gain ($37 million after tax attributable to Sunoco shareholders) from the remeasurement
of the pre-acquisition equity interests in Mid-Valley and WTG to fair value upon consolidation. The fair value of such interests was determined
based on the amounts paid by the Partnership in connection with the exercise of its acquisition rights. These gains are reported separately in the
condensed consolidated statements of operations.

The following table summarizes the effects of the Partnership s acquisitions on Sunoco s consolidated financial position (including the
consolidation of Mid-Valley and WTG and the recognition of the gain from the remeasurement of the pre-acquisition equity interests):

Pipeline
Equity
Texon L.P. Interests Total

Increase in:
Current assets $ 14 $ 8 $ 22
Properties, plants and equipment 1 471 472
Deferred charges and other assets* 137 137
Deferred income taxes (186) (186)
Sunoco, Inc. shareholders equity (37 37
Noncontrolling interests (149) (149)
Decrease in:
Current liabilities 10 10
Investments and long-term receivables (26) (26)
Cash paid for acquisitions $ 152 $ 91 $ 243

* Consists of $91 million allocated to patents and customer contracts and $46 million allocated to goodwill.
No pro forma information has been presented since the impact of these acquisitions was not material in relation to Sunoco s consolidated results
of operations.

Divestment

During the third quarter of 2009, Sunoco sold its retail heating oil and propane distribution business for $83 million in cash. In connection with
this transaction, Sunoco recognized a $44 million net gain ($26 million after tax), which includes an $8 million accrual for environmental
indemnification and other exit costs. This gain is included in other income, net, in the condensed consolidated statements of operations.
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Asset Write-Downs and Other Matters

The following table summarizes information regarding the provision for asset write-downs and other matters recognized during the first nine
months of 2010 and 2009 (in millions of dollars):

Pretax After-tax
Provisions Provisions
2010
Eagle Point refinery $ 33 $ 20
Business improvement initiative 47 28
MTBE coverage settlement (16) (&)
$ 64 $ 39
2009
Eagle Point refinery $ 469 $ 278
Business improvement initiative 154 92
Other 30 18
$ 653 $ 388

In 2009, the Company permanently shut down all process units at the Eagle Point refinery. In connection with this decision, Sunoco recorded a
$476 million provision ($284 million after tax) in the second half of 2009, including $469 million ($278 million after tax) in the nine months
ended September 30, 2009, to write down the affected assets to their estimated fair values and to establish accruals for employee terminations,
pension and postretirement curtailment losses and other related costs. In the first quarter of 2010, Sunoco recorded an additional $33 million
accrual ($20 million after tax) primarily for contract losses in connection with excess barge capacity resulting from the shutdown of the Eagle
Point refining operations.

In 2009, management implemented a business improvement initiative to reduce costs and improve business processes. The initiative included all
business and operations support functions, as well as operations at the Philadelphia and Marcus Hook refineries and hourly workers in certain
identified areas. In connection with this initiative, the Company recorded a $169 million provision ($100 million after tax) in 2009, including
$154 million ($92 million after tax) in the first nine months, for employee terminations, pension and postretirement settlement and curtailment
losses and other related costs. In the first nine months of 2010, Sunoco recorded an additional $47 million provision ($28 million after tax)
consisting of $37 million ($22 million after tax) primarily for pension settlement losses and $10 million ($6 million after tax) for employee
terminations and other restructuring costs.

During the third quarter of 2010, the Company recognized a $16 million gain (39 million after tax) on an insurance settlement related to MTBE
coverage (see Note 6 to the condensed consolidated financial statements).

During the first and third quarters of 2009, Sunoco recorded provisions of $10 and $20 million, respectively ($6 and $12 million, respectively,
after tax), to write down to estimated fair value certain assets primarily in the Refining and Supply business.

The following table summarizes the changes in the accrual for employee terminations and other exit costs during the nine months ended
September 30, 2010 (in millions of dollars):

Balance at beginning of period $ 68
Additional accruals 43
Payments charged against the accruals (43)
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4.  Income Taxes.
The following table sets forth a reconciliation of income tax expense (benefit) at the U.S. statutory rate to the income tax expense (benefit)
attributable to continuing operations (in millions of dollars):

Nine Months Three Months
Ended Ended
September 30 September 30
2010 2009 2010 2009
Income tax expense (benefit) at U.S. statutory rate of 35 percent $152 $ (196) $ 71 $ (177)
Increase (reduction) in income taxes resulting from:
Income attributable to noncontrolling interests* 57) 35) 37) ()]
State income taxes, net of federal income tax effects 17 42) 10 (32)
Deferred state income tax adjustment attributable to continuing phenol chemical
operations 9
Nonconventional fuel credits (15) (14) 5) (11)
Manufacturers deduction ) 10 3) 10
Other 3) (6)

$101 $(277) $ 30 $(219)

* Substantially all of the income attributable to noncontrolling interests consists of partnership income which is not subject to income taxes.
In the first quarter of 2010, Sunoco recorded a $9 million unfavorable adjustment to deferred state income taxes attributable to its continuing
phenol chemical operations.

The Company received federal income tax refunds totaling $526 million in the first nine months of 2010 for the carryback of its 2009 net
operating loss.

5. Earnings Per Share Data.
The following table sets forth the reconciliation of the weighted-average number of common shares used to compute basic earnings per share
( EPS ) to those used to compute diluted EPS (in millions):

Nine Months Three Months
Ended Ended
September 30 September 30
2010 2009* 2010 2009*
Weighted-average number of common shares outstanding  basic 120.0 116.9 120.6 116.9
Add effect of dilutive stock incentive awards 1 2
Weighted-average number of shares diluted 120.1 116.9 120.8 116.9

* Since the assumed issuance of common stock under stock incentive awards would not have been dilutive, the weighted-average number of

shares used to compute diluted EPS is equal to the weighted-average number of shares used in the basic EPS computation.
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6.  Commitments and Contingent Liabilities.
Commitments

Over the years, Sunoco has sold thousands of retail gasoline outlets as well as refineries, terminals, coal mines, oil and gas properties and
various other assets. In connection with these sales, the Company has indemnified the purchasers for potential environmental and other
contingent liabilities related to the periods prior to the transaction dates. In most cases, the effect of these arrangements was to afford protection
for the purchasers with respect to obligations for which the Company was already primarily liable. While some of these indemnities have
spending thresholds which must be exceeded before they become operative, or limits on Sunoco s maximum exposure, they generally are not
limited. The Company recognizes the fair value of the obligations undertaken for all guarantees entered into or modified after January 1, 2003.
In addition, the Company accrues for any obligations under these agreements when a loss is probable and reasonably estimable. The Company
cannot reasonably estimate the maximum potential amount of future payments under these agreements.

Environmental Remediation Activities

Sunoco is subject to extensive and frequently changing federal, state and local laws and regulations, including, but not limited to, those relating
to the discharge of materials into the environment or that otherwise relate to the protection of the environment, waste management and the
characteristics and composition of fuels. As with the industry generally, compliance with existing and anticipated laws and regulations increases
the overall cost of operating Sunoco s businesses, including remediation, operating costs and capital costs to construct, maintain and upgrade
equipment and facilities.

Existing laws and regulations result in liabilities and loss contingencies for remediation at Sunoco s facilities and at formerly owned or
third-party sites. The accrued liability for environmental remediation is classified in the condensed consolidated balance sheets as follows (in
millions of dollars):

At At
September 30 December 31
2010 2009
Accrued liabilities $ 33 $ 32
Other deferred credits and liabilities 86 84
$ 119 $ 116

10
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The following table summarizes the changes in the accrued liability for environmental remediation activities by category (in millions of dollars):

Pipelines  Hazardous

Retail ~ Chemicals and Waste

Refineries Sites Facilities = Terminals Sites Other Total
Balance at January 1, 2009 $ 32 $ 69 $ 4 $ 13 $ 4 $ 1 $123
Accruals 4 15 3 1 23
Payments (6) (16) C) 2) (28)
Other 1 1
Balance at September 30, 2009 $ 30 $ 69 $ 4 $ 12 $ 3 $ 1 $119
Balance at January 1, 2010 $ 30 $ 66 $ 4 $ 12 $ 3 $ 1 $116
Accruals 9 12 1 22
Payments 6) (12) 3) D (22)
Other 2 1 3
Balance at September 30, 2010 $ 33 $ 68 $ 4 $ 11 $ 2 $ 1 $119

Sunoco s accruals for environmental remediation activities reflect management s estimates of the most likely costs that will be incurred over an
extended period to remediate identified conditions for which the costs are both probable and reasonably estimable. Engineering studies,
historical experience and other factors are used to identify and evaluate remediation alternatives and their related costs in determining the
estimated accruals for environmental remediation activities. Losses attributable to unasserted claims are also reflected in the accruals to the
extent they are probable of occurrence and reasonably estimable.

Total future costs for the environmental remediation activities identified above will depend upon, among other things, the identification of any
additional sites, the determination of the extent of the contamination at each site, the timing and nature of required remedial actions, the nature of
operations at each site, the technology available and needed to meet the various existing legal requirements, the nature and terms of cost-sharing
arrangements with other potentially responsible parties, the availability of insurance coverage, the nature and extent of future environmental

laws and regulations, inflation rates, terms of consent agreements or remediation permits with regulatory agencies and the determination of
Sunoco s liability at the sites, if any, in light of the number, participation level and financial viability of the other parties. Management believes it
is reasonably possible (i.e., less than probable but greater than remote) that additional environmental remediation losses will be incurred. At
September 30, 2010, the aggregate of the estimated maximum additional reasonably possible losses, which relate to numerous individual sites,
totaled approximately $85 million. However, the Company believes it is very unlikely that it will realize the maximum reasonably possible loss
at every site. Furthermore, the recognition of additional losses, if and when they were to occur, would likely extend over many years and,
therefore, likely would not have a material impact on the Company s financial position.

Under various environmental laws, including the Resource Conservation and Recovery Act ( RCRA ) (which relates to solid and hazardous waste
treatment, storage and disposal), Sunoco has initiated corrective remedial action at its facilities, formerly owned facilities and third-party sites.

At the Company s major manufacturing facilities, Sunoco has consistently assumed continued industrial use and a containment/remediation
strategy focused on eliminating unacceptable risks to human health or the

11
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environment. The remediation accruals for these sites reflect that strategy. Accruals include amounts to prevent off-site migration and to contain
the impact on the facility property, as well as to address known, discrete areas requiring remediation within the plants. Activities include closure
of RCRA solid waste management units, recovery of hydrocarbons, handling of impacted soil, mitigation of surface water impacts and
prevention of off-site migration.

Many of Sunoco s current terminals are being addressed with the above containment/remediation strategy. At some smaller or less impacted
facilities and some previously divested terminals, the focus is on remediating discrete interior areas to attain regulatory closure.

Sunoco owns or operates certain retail gasoline outlets where releases of petroleum products have occurred. Federal and state laws and
regulations require that contamination caused by such releases at these sites and at formerly owned sites be assessed and remediated to meet the
applicable standards. The obligation for Sunoco to remediate this type of contamination varies, depending on the extent of the release and the
applicable laws and regulations. A portion of the remediation costs may be recoverable from the reimbursement fund of the applicable state,
after any deductible has been met.

The accrued liability for hazardous waste sites is attributable to potential obligations to remove or mitigate the environmental effects of the
disposal or release of certain pollutants at third-party sites pursuant to the Comprehensive Environmental Response Compensation and Liability
Act ( CERCLA ) (which relates to releases and remediation of hazardous substances) and similar state laws. Under CERCLA, Sunoco is
potentially subject to joint and several liability for the costs of remediation at sites at which it has been identified as a potentially responsible
party ( PRP ). As of September 30, 2010, Sunoco had been named as a PRP at 34 sites identified or potentially identifiable as Superfund sites
under federal and state law. The Company is usually one of a number of companies identified as a PRP at a site. Sunoco has reviewed the nature
and extent of its involvement at each site and other relevant circumstances and, based upon the other parties involved or Sunoco s level of
participation therein, believes that its potential liability associated with such sites will not be significant.

Management believes that none of the current remediation locations, which are in various stages of ongoing remediation, are individually
material to Sunoco as its largest accrual for any one Superfund site, operable unit or remediation area was less than $13 million at September 30,
2010. As a result, Sunoco s exposure to adverse developments with respect to any individual site is not expected to be material. However, if
changes in environmental laws or regulations occur, such changes could impact multiple Sunoco facilities, formerly owned facilities and
third-party sites at the same time. As a result, from time to time, significant charges against income for environmental remediation may occur.

The Company maintains insurance programs that cover certain of its existing or potential environmental liabilities, which programs vary by
year, type and extent of coverage. For underground storage tank remediations, the Company can also seek reimbursement through various state
funds of certain remediation costs above a deductible amount. For certain acquired properties, the Company has entered into arrangements with
the sellers or others that allocate environmental liabilities and provide indemnities to the Company for remediating contamination that occurred
prior to the acquisition dates. Some of these environmental indemnifications are subject to caps and limits. No accruals have been recorded for
any potential
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contingent liabilities that will be funded by the prior owners as management does not believe, based on current information, that it is likely that
any of the former owners will not perform under any of these agreements. Other than the preceding arrangements, the Company has not entered
into any arrangements with third parties to mitigate its exposure to loss from environmental contamination. Claims for recovery of
environmental liabilities that are probable of realization totaled $13 million at September 30, 2010 and are included principally in deferred
charges and other assets in the condensed consolidated balance sheets.

Regulatory Matters

Through the operation of its refineries, chemical plants, marketing facilities, coke plants and coal mines, Sunoco s operations emit greenhouse
gases ( GHG ), including carbon dioxide. There are various legislative and regulatory measures to address GHG emissions which are in various
stages of review, discussion or implementation. Current proposals being considered by Congress include cap and trade legislation and carbon
taxation legislation. One current cap and trade bill proposes a system that would begin in 2012 which would require the Company to provide
carbon emission allowances for emissions at its manufacturing facilities as well as emissions caused by the use of fuels it sells. The cap and
trade program would require affected businesses to buy emission credits from the government, other businesses or through an auction process.
The exact amount of such costs, as well as those that could result from any carbon taxation, would not be established until the future. However,
the Company believes that these costs could be material, and there is no assurance that the Company would be able to recover them in the sale of
its products. Other federal and state actions to develop programs for the reduction of GHG emissions are also being considered. In addition,
during 2009, the EPA indicated that it intends to regulate carbon dioxide emissions. While it is currently not possible to predict the impact, if
any, that these issues will have on the Company or the industry in general, they could result in increases in costs to operate and maintain the
Company s facilities, as well as capital outlays for new emission control equipment at these facilities. In addition, regulations limiting GHG
emissions or carbon content of products, which target specific industries such as petroleum refining or chemical or coke manufacturing could
adversely affect the Company s ability to conduct its business and also may reduce demand for its products.

National Ambient Air Quality Standards ( NAAQS ) for ozone and fine particles promulgated by the U.S. Environmental Protection Agency
( EPA ) have resulted in identification of non-attainment areas throughout the country, including Texas, Pennsylvania, and Ohio, where Sunoco
operates facilities. Areas designated by the EPA as moderate non-attainment for ozone, including Philadelphia and the
Houston/Galveston/Brazoria area, were required to meet the ozone requirements by 2010 before currently mandated federal control programs
were to take effect. In January 2009, the EPA issued a finding that the Pennsylvania and Texas State Implementation Plans ( SIPs ) failed to
demonstrate attainment for the Philadelphia and Houston/Galveston/Brazoria airsheds by the 2010 deadline. This finding is expected to result in
more stringent offset requirements and could result in other negative consequences. Texas petitioned the EPA to redesignate the Houston area as
severe non-attainment for ozone and in 2009 the EPA granted the petition. Under this designation, Houston s SIP is due in 2010 and attainment
must be achieved by 2019. In 2005, the EPA also identified numerous counties, including the county where the Toledo refinery is located, that
are now in attainment of the fine particles standard. In September 2006, the EPA issued a final rule tightening the standard for fine particles.
This standard is currently being challenged in federal court by various states and environmental groups. In March 2007, the EPA issued final
rules to implement the 1997 fine particle matter (PM 2.5)
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standards. States had until April 2008 to submit plans to the EPA demonstrating attainment by 2010 or, at the latest, 2015. However, the March
2007 rule does not address attainment of the September 2006 standard. In March 2008, the EPA promulgated a new, more stringent ozone
standard, which was challenged in a lawsuit in May 2008 by environmental organizations. Regulatory programs, when established to implement
the EPA s air quality standards, could have an impact on Sunoco and its operations. However, the potential financial impact cannot be reasonably
estimated until the lawsuit is resolved, the EPA promulgates regulatory programs to attain the standards, and the states, as necessary, develop

and implement revised SIPs to respond to the new regulations.

MTBE Litigation

Sunoco, along with other refiners, manufacturers and sellers of gasoline, is a defendant in lawsuits alleging MTBE contamination of
groundwater. The plaintiffs include water purveyors and municipalities responsible for supplying drinking water and governmental authorities.
The plaintiffs are asserting primarily product liability claims and additional claims including nuisance, trespass, negligence, violation of
environmental laws and deceptive business practices. In addition, several actions commenced by governmental authorities assert natural resource
damage claims. Plaintiffs are seeking to recover compensatory damages, and in some cases, injunctive relief, punitive damages and attorneys
fees.

As of December 31, 2009, Sunoco was a defendant in approximately 29 lawsuits involving five states and the Commonwealth of Puerto Rico. In
the fourth quarter of 2009, Sunoco recorded a $15 million charge ($9 million after tax) for estimated future legal expenses and for estimated
settlement costs attributable to certain of the cases. 25 of these cases were settled in April 2010. The impact of such settlements was not material.
As of October 2010, four new cases have been filed. Three of these remaining cases are venued in a multidistrict proceeding in a federal court
located in the Southern District of New York. The other five cases are pending in the state courts of Illinois, Indiana, Maryland, New Hampshire,
and Pennsylvania. Discovery is proceeding in all of these cases. For these eight remaining cases, there has been insufficient information
developed about the plaintiffs legal theories or the facts that would be relevant to an analysis of the ultimate liability to Sunoco. Accordingly, no
accrual has been established for any potential damages at September 30, 2010. However, Sunoco does not believe that the remaining cases will
have a material adverse effect on its consolidated financial position.

During the third quarter of 2010, the Company reached agreement concerning insurance coverage for certain previously incurred and potential
future costs related to MTBE litigation, including the matters described above. In connection with this settlement, the Company recognized a
$16 million gain ($9 million after tax).

Conclusion

Many other legal and administrative proceedings are pending or may be brought against Sunoco arising out of its current and past operations,
including matters related to commercial and tax disputes, product liability, antitrust, employment claims, leaks from pipelines and underground
storage tanks, natural resource damage claims, premises-liability claims, allegations of exposures of third parties to toxic substances (such as
benzene or asbestos) and general environmental claims. Although the ultimate outcome of these proceedings and other matters identified above
cannot be ascertained at this time, it is reasonably possible that some of these matters could be resolved unfavorably to Sunoco. Management
believes that these matters could have a significant
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impact on results of operations for any future period. However, management does not believe that any additional liabilities which may arise
pertaining to such matters would be material in relation to the consolidated financial position of Sunoco at September 30, 2010.

7.  New Borrowings.
In February 2010, Sunoco Logistics Partners L.P. issued $500 million of long-term debt, consisting of $250 million of 5.50 percent notes due in
2020 and $250 million of 6.85 percent notes due in 2040.

8. Retirement Benefit Plans.
The following tables set forth the components of defined benefit plans and postretirement benefit plans expense (in millions of dollars):

Defined Postretirement
Benefit Plans Benefit Plans
Nine Months Nine Months
Ended Ended
September 30 September 30
2010 2009 2010 2009
Service cost (cost of benefits earned during the year) $ 24 $ 35 $ 2 $ 6
Interest cost on benefit obligations 46 58 14 19
Expected return on plan assets (55) 48)
Amortization of:
Actuarial losses 35 43 5 1
Prior service cost (benefit) 1 (15) @)
50 89 6 25
Settlement losses* 45 99
Special termination benefits and curtailment losses (gains)* 3 22 4) 5
Total expense $ 98 $210 $ 2 $ 30
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Service cost (cost of benefits earned during the year)

Interest cost on benefit obligations
Expected return on plan assets
Amortization of:

Actuarial losses

Prior service cost (benefit)

Settlement losses*

Special termination benefits and curtailment losses (gains)

Total expense

Defined
Benefit Plans
Three Months
Ended
September 30
2010 2009
$ 5 $ 12
14 19
(18) (14)
11 14
1
12 32
18 23
2
$ 30 $ 57

Postretirement
Benefit Plans

Three Months
Ended

September 30
2010 2009

$ $ 2

* TIncludes net settlement and curtailment losses amounting to $5, $3 and $11 million recognized in the third and first quarters of 2010 and the

second quarter of 2009, respectively, attributable to discontinued operations.
In the first quarter of 2010, the Company contributed $233 million to its funded defined benefit plans consisting of $143 million of cash and
3.59 million shares of Sunoco common stock valued at $90 million.

9.  Comprehensive Income (Loss).

The following tables set forth comprehensive income (loss) attributable to Sunoco, Inc. shareholders and the noncontrolling interests (in millions

of dollars):

Income (loss) from continuing operations
Income (loss) from discontinued operations

Net income (loss)

Other comprehensive income (loss), net of related
income taxes:

Reclassification to earnings of settlement and
curtailment losses and prior service benefit and
actuarial loss amortization

Retirement benefit plans funded status adjustment
Net hedging gains (losses)

Table of Contents

Sunoco,

Inc.

Nine Months

Ended
September 30, 2010

Shareholders Non-controlling

Equity
$170
(23)

147

Interests

$ 163

163

Total
$333
(23)

310

Nine Months

Ended

September 30, 2009

Sunoco,
Inc.
Shareholders
Equity
$ (383)

28

(355)

87
(28)
an

Non-controlling

$

Interests

Total
99 $ (284)
28

99 (256)

87
(28)
(1)
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Income (loss) from continuing operations
Income from discontinued operations

Net income (loss)

Other comprehensive income (loss), net of related
income taxes:

Reclassification to earnings of settlement and
curtailment losses and prior service benefit and
actuarial loss amortization

Retirement benefit plans funded status adjustment
Net hedging gains (losses)

Reclassification of net hedging (gains) losses to
earnings

Net decrease in unrealized loss on available-for-sale
securities

Comprehensive income (loss)

10. Equity.

Sunoco, Inc. shareholders equity:

Common stock, par value $1 per share

Capital in excess of par value
Retained earnings

Accumulated other comprehensive loss
Common stock held in treasury, at cost

Noncontrolling interests
Total equity

Sunoco, Inc. Shareholders Equity

Three Months
Ended
September 30, 2010
Sunoco,
Inc.

Shareholders Non-controlling

Equity Interests
$ 65 $ 107
65 107
16
23
()
1
$ 103 $ 107

Three Months
Ended
September 30, 2009
Sunoco,
Inc.
Shareholders Non-controlling
Total Equity Interests Total
$172 $(313) $ 26 $(287)
1 1
172 (312) 26 (286)
16 23 23
23 (28) (28)
) 2 2
3 3
1 1 1
$210 $(311) $ 26 $(285)
At At
September 30 December 31
2010 2009
(Millions of Dollars)
$ 281 $ 281
1,696 1,703
5,615 5,541
(285) (329)
(4,387) (4,639)
2,920 2,557
754 562
$ 3,674 $ 3,119

The Company reduced the quarterly cash dividend on common stock from $.30 per share ($1.20 per year) to $.15 per share ($.60 per year)
beginning with the first quarter of 2010. In September 2010, the Company declared a $.15 per share cash dividend to be paid in the fourth
quarter of 2010 and, as a result, reflected this estimated $19 million dividend as a reduction in retained earnings at September 30, 2010.
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The Company did not repurchase any of its common stock in the open market during the first nine months of 2010 and has no intention to do so
during the remainder of 2010. As part of a $233 million contribution to its funded defined benefit plans in the first quarter of 2010, the Company
contributed 3.59 million shares of Sunoco common stock out of treasury valued at $90 million. The other $143 million of the contribution was in
the form of cash.
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The shares contributed to the defined benefit plans were removed from treasury on a last-in, first-out basis resulting in a $251 million reduction
in treasury stock and a $161 million charge to capital in excess of par value.

Noncontrolling Interests
Cokemaking Operations

Third-party investors in Sunoco s Indiana Harbor cokemaking operations are entitled to a noncontrolling interest amounting to 34 percent of the
partnership s net income, which declines to 10 percent by 2038.

The Company indemnifies the third-party investors (including a former investor in Sunoco s Jewell cokemaking operations) for certain tax
benefits that were available to them during a preferential return period in the event the Internal Revenue Service ( IRS ) disallows the tax
deductions and benefits allocated to the third parties. This preferential return period continued until the investors had achieved a cumulative
preferential return of approximately 10 percent. The tax indemnifications are in effect until the applicable tax returns are no longer subject to
IRS review. Although the Company believes the possibility is remote that it will be required to do so, at September 30, 2010, the maximum
potential payment under these tax indemnifications would have been approximately $95 million.

Logistics Operations

In the second quarter of 2009, Sunoco Logistics Partners L.P. issued 2.25 million limited partnership units in a public offering, generating $110
million of net proceeds. Upon completion of this transaction, Sunoco s interest in the Partnership, including its 2 percent general partnership
interest, decreased from 43 to 40 percent. Sunoco s general partnership interest also includes incentive distribution rights, which have provided
Sunoco, as the general partner, up to 50 percent of the Partnership s incremental cash flow. Sunoco received approximately 56 percent of the
Partnership s cash distributions during 2009 attributable to its limited and general partnership interests and its incentive distribution rights. In
February 2010, Sunoco received $201 million in cash from the Partnership in connection with a modification of the incentive distribution rights
and Sunoco sold 2.20 million of its limited partnership units to the public, generating approximately $145 million of net proceeds, which further
reduced its interest in the Partnership to 33 percent. In August 2010, the Partnership issued 2.01 million limited partnership units in a public
offering, generating $144 million of net proceeds. Upon completion of this transaction, Sunoco s interest in the Partnership decreased to 31
percent. As a result of these transactions, Sunoco s share of Partnership distributions is expected to be approximately 46 percent at the
Partnership s current quarterly cash distribution rate.

Since the issuance/sale of the limited partnership units and the modification of the incentive distribution rights discussed above did not result in a
loss of control of the Partnership, they have been accounted for as equity transactions. As a result, the $110 million of cash proceeds in 2009

from the public equity offering was reflected as an increase in noncontrolling interests ($88 million) and capital in excess of par value within
shareholders equity ($14 million, net of income taxes). The $145 and $144 million, respectively, of cash proceeds from the February and August
2010 public equity offerings were reflected as increases in noncontrolling interests ($48 and $114 million, respectively) and capital in excess of
par value ($58 and $18 million, respectively, net of income taxes). The modification of the incentive distribution rights resulted in a $121

million decrease in noncontrolling interests and a $75 million increase in capital in excess of par value, net of income taxes.
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In the third quarter of 2010, the Partnership exercised its rights to acquire additional ownership interests in Mid-Valley and WTG (see Note 3),
increasing its ownership interests to 91 and 60 percent, respectively. As the Partnership now has a controlling financial interest in both
Mid-Valley and WTG, the joint ventures are now both reflected as consolidated subsidiaries of Sunoco from the dates of their respective
acquisitions. In connection with these acquisitions, the Partnership recorded an $80 million increase in noncontrolling interests upon
consolidation of the joint ventures.

The following tables set forth the noncontrolling interest balances and the changes to these balances (in millions of dollars):

Cokemaking Logistics

Operations Operations Total
At December 31, 2008 $ 71 $ 367 $ 438
Noncontrolling interests share of income 15 84 99
Cash distributions (14) (55) (69)
Reduction in Sunoco ownership attributable to the issuance of
limited partner units to the public 88 88
Other 1 1
At September 30, 2009 $ 72 $ 485 $ 557
At December 31, 2009 $ 74 $ 488 $ 562
Noncontrolling interests share of income 10 153* 163
Cash distributions (19) (73) (92)
Increase attributable to the consolidation of pipeline acquisitions 80 80
Reduction in Sunoco ownership attributable to the issuance/sale of
limited partner units to the public 162 162
Distribution to Sunoco in connection with modification of
incentive distribution rights (121) (121)
At September 30, 2010 $ 65 $ 689 $ 754

* TIncludes $69 million attributable to the noncontrolling interests share of the $128 million pretax gain from the remeasurement of
pre-acquisition equity interests in Mid-Valley and WTG.

11.  Fair Value Measurements.

The Company s cash equivalents, which amounted to $1,119 and $367 million at September 30, 2010 and December 31, 2009, respectively, were
measured at fair value based on quoted prices in active markets for identical assets. The additional assets and liabilities that were measured at

fair value on a recurring basis were not material to the Company s condensed consolidated balance sheets.

Sunoco s other current assets (other than inventories and deferred income taxes) and current liabilities (other than the current portion of
retirement benefit liabilities) are financial instruments and most of these items are recorded at cost in the condensed consolidated balance sheets.
The estimated fair
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values of these financial instruments approximate their carrying amounts. At September 30, 2010 and December 31, 2009, the estimated fair
value of Sunoco s long term debt was $2,568 and $2,186 million, respectively, compared to carrying amounts of $2,254 and $2,061 million,
respectively. Long-term debt that is publicly traded was valued based on quoted market prices while the fair value of other debt issues was
estimated by management based upon current interest rates available at the respective balance sheet dates for similar issues.

From time to time, Sunoco uses swaps, options, futures, forwards and other derivative instruments to hedge a variety of price risks. Such
derivative instruments are used to achieve ratable pricing of crude oil purchases, to convert certain expected refined product sales to fixed or
floating prices, to lock in what Sunoco considers to be acceptable margins for various refined products and to lock in the price of a portion of the
Company s electricity and natural gas purchases or sales and transportation costs. Sunoco also uses interest rate swaps from time to time to
manage interest costs and minimize the effects of interest rate fluctuation on cash flows associated with its credit facilities.

While all of these derivative instruments represent economic hedges, certain of these derivatives are not designated as hedges for accounting
purposes. Such derivatives include certain contracts that were entered into and closed during the same accounting period and contracts for which
there is not sufficient correlation to the related items being economically hedged.

All of these derivatives are recognized in the condensed consolidated balance sheets at their fair value. Changes in fair value of derivative
instruments that have not been designated as hedges for accounting purposes are recognized in income as they occur. If the derivative

instruments are designated as hedges for accounting purposes, depending on their nature, the effective portions of changes in their fair values are
either offset in net income against the changes in the fair values of the items being hedged or reflected initially as a separate component of
shareholders equity and subsequently recognized in net income when the hedged items are recognized in net income. The ineffective portions of
changes in the fair values of derivative instruments designated as hedges, if any, are immediately recognized in net income. The amount of

hedge ineffectiveness on derivative contracts during the first nine months of 2010 and 2009 was not material. Sunoco does not hold or issue
derivative instruments for trading purposes.

Sunoco is exposed to credit risk in the event of nonperformance by counterparties on its derivative instruments. Management believes this risk is
not significant as the Company has established credit limits with such counterparties which require the settlement of net positions when these
credit limits are reached.

The Company had open derivative contracts pertaining to 2,559 thousand barrels of crude oil and refined products and 5,800 thousand MM
BTUs of natural gas at September 30, 2010, which vary in duration but generally do not extend beyond September 30, 2011.

20

Table of Contents 64



Edgar Filing: BIOLIFE SOLUTIONS INC - Form 10-K

Table of Conten

The following tables set forth the impact of derivatives on the Company s financial performance for the nine months and three months ended
September 30, 2010 and 2009 (in millions of dollars):

Pretax
Gains
(Losses)
Recognized
. Pretax
in h
) Other Gains
Nine Months Ended Comprehensive (Losses)
Income Recognized in
September 30, 2010 (Loss) Earnings
Derivatives designated as cash flow hedging instruments:
Commodity contracts $ $ 4%
Commodity contracts (40)**
Interest rate contracts HAE
$ $ 2
Derivatives not designated as hedging instruments:
Commodity contracts $ (8)*
Commodity contracts ok
Transportation contracts Sk
$ (3)
Nine Months Ended
September 30, 2009
Derivatives designated as cash flow hedging instruments:
Commodity contracts $ (18) $ 11%*
Commodity contracts (36)**
Interest rate contracts HkE
$ (18) $ (25)
Derivatives not designated as hedging instruments:
Commodity contracts $ (1)*
Commodity contracts (24)**
Transportation contracts (L)**
$ (26)

* Included in sales and other operating revenue in the condensed consolidated statements of operations.
**  Included in cost of products sold and operating expenses in the condensed consolidated statements of operations.

*#% Included in interest cost and debt expense in the condensed consolidated statements of operations.
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I nten
Pretax
Gains
(Losses)
Recognized
N Pretax
in .
Other Gains
Three Months Ended Comprehensive (Losses)
Income Recognized in
September 30, 2010 (Loss) Earnings
Derivatives designated as cash flow hedging instruments:
Commodity contracts $ 3) $ *
Commodity contracts (1)**
Interest rate contracts HkE
$ 3) $ (@)
Derivatives not designated as hedging instruments:
Commodity contracts $ 2)*
Commodity contracts wok
Transportation contracts R
$ (@)
Three Months Ended
September 30, 2009
Derivatives designated as cash flow hedging instruments:
Commodity contracts $ 4 $ 3)*
Commodity contracts (1)**
Interest rate contracts HkE
$ 4 $ “)
Derivatives not designated as hedging instruments:
Commodity contracts $ &
Commodity contracts (2)**
Transportation contracts (L)**
$ 3)

* Included in sales and other operating revenue in the condensed consolidated statements of operations.
**  Included in cost of products sold and operating expenses in the condensed consolidated statements of operations.
*#% Included in interest cost and debt expense in the condensed consolidated statements of operations.
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12. Business Segment Information.
The following tables set forth certain statement of operations information concerning Sunoco s business segments (in millions of dollars):

Sales and Other
Operating Revenue

Nine Months Ended Pretax After-tax
Unaffiliated Inter- Income Income
September 30, 2010 Customers Segment (Loss) (Loss)
Refining and Supply* $ 10,591 $ 7,989 $ @ $
Retail Marketing 9,770 175 107
Logistics 4,905 680 99 63
Chemicals* 788 17 11
Coke 1,003 7 151 111
Corporate and Other (169) (122)**
Consolidated $ 27,057
Income from continuing operations attributable to Sunoco, Inc.
shareholders $ 271 170
Loss from discontinued operations 23)
Income attributable to Sunoco, Inc. shareholders $ 147
Nine Months Ended
September 30, 2009
Refining and Supply* $ 8,726 $ 6,474 $ (286) $ (181)
Retail Marketing 8,378 110 65
Logistics 3,209 529 119 75
Chemicals* 482 27) 17
Coke 810 6 141 102
Corporate and Other (717) (427)***
Consolidated $ 21,605
Loss from continuing operations attributable to Sunoco, Inc.
shareholders $ (660) (383)
Income from discontinued operations 28
Loss attributable to Sunoco, Inc. shareholders $ (355)

N Excludes amounts attributable to discontinued operations (Note 2).

**  Consists of $60 million of after-tax corporate expenses, $51 million of after-tax net financing expenses and other, a $37 million after-tax
gain attributable to Sunoco shareholders from the remeasurement of pipeline equity interests to fair value, a $39 million after-tax provision
for asset write-downs and other matters and a $9 million after-tax charge related to income tax matters (Notes 3 and 4).

Table of Contents 68



Edgar Filing: BIOLIFE SOLUTIONS INC - Form 10-K

*#%  Consists of $32 million of after-tax corporate expenses, $33 million of after-tax net financing expenses and other, a $26 million after-tax
gain on the divestment of the retail heating oil and propane distribution business and a $388 million after-tax provision for asset
write-downs and other matters (Note 3).

23

Table of Contents 69



Edgar Filing: BIOLIFE SOLUTIONS INC - Form 10-K

Table of Conten

Sales and Other
Operating Revenue

Three Months Ended Pretax After-tax

Unaffiliated Inter- Income Income
September 30, 2010 Customers Segment (Loss) (Loss)
Refining and Supply* $3,768 $ 2,717 $ (70) $ @
Retail Marketing 3,380 68 41
Logistics 1,582 293 42 26
Chemicals* 261 5 3
Coke 328 3 44 33
Corporate and Other 6 6%*
Consolidated $9,319
Income from continuing operations attributable to Sunoco, Inc.
shareholders $ 95 65
Income from discontinued operations
Income attributable to Sunoco, Inc. shareholders $ 65
Three Months Ended
September 30, 2009
Refining and Supply* $ 3,407 $ 2,538 $ (182) $ (118)
Retail Marketing 3,153 83 49
Logistics 1,305 114 30 19
Chemicals* 226 4) 2)
Coke 298 2 47 35
Corporate and Other (506) (296)***
Consolidated $ 8,389
Loss from continuing operations attributable to Sunoco, Inc.
shareholders $ (532) (313)
Income from discontinued operations 1
Loss attributable to Sunoco, Inc. shareholders $ (312)

N Excludes amounts attributable to discontinued operations (Note 2).

**  Consists of $17 million of after-tax corporate expenses, $15 million of after-tax net financing expenses and other, a $37 million after-tax
gain attributable to Sunoco shareholders from the remeasurement of pipeline equity interests to fair value, and a $1 million after-tax gain
related to asset write-downs and other matters (Note 3).

*#%  Consists of $6 million of after-tax corporate expenses, $12 million of after-tax net financing expenses and other, a $26 million after-tax
gain on the divestment of the retail heating oil and propane distribution business and a $304 million after-tax provision for asset
write-downs and other matters (Note 3).
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
STRATEGY UPDATE

During the second quarter of 2010, Sunoco s Board of Directors authorized a plan to separate its metallurgical cokemaking business, which is
managed by its wholly owned subsidiary SunCoke Energy, from the remainder of Sunoco as part of a strategy designed to unlock shareholder
value. The planned separation of SunCoke Energy from the remainder of Sunoco will create two well-positioned businesses:

a streamlined fuels business focused on refining and supply, retail marketing and logistics; and

a leading, high-quality metallurgical coke manufacturer with operations in the U.S. and abroad.
The Board and management believe that a separation should enable Sunoco to pursue a more focused strategic plan, invest in growth
opportunities with an emphasis on retail marketing and logistics and further strengthen its balance sheet. This should permit the Company to
enhance its competitive profile while becoming the premier provider of transportation fuels in its markets. Through a separation from Sunoco,
SunCoke Energy will be better positioned to serve its customers, the world s leading steel manufacturers, while also focusing on achieving its
global growth potential. As a leading independent coke producer in North America, SunCoke Energy s customer relationships, modern
cokemaking assets and a leading proprietary technology should enable it to pursue these opportunities. The separation will also provide SunCoke
Energy independent access to capital markets to finance new domestic and international projects.

The Company plans to effect the separation in the first half of 2011, subject to market, regulatory and other conditions. A variety of potential
separation transactions, including a tax-free spin-off of SunCoke Energy to Sunoco shareholders, are currently being reviewed.
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RESULTS OF OPERATIONS NINE MONTHS

Earnings Profile of Sunoco Businesses (after tax)

Nine Months
Ended
September 30
2010 2009 Variance
(Millions of Dollars)

Refining and Supply:
Continuing operations $ $(181) $ 181
Discontinued Tulsa operations 3 3)
Retail Marketing 107 65 42
Logistics 63 75 (12)
Chemicals:
Continuing operations 11 a7 28
Discontinued polypropylene operations 21 12 9
Coke 111 102 9
Corporate and Other:
Corporate expenses (60) 32) (28)
Net financing expenses and other (51) (33) (18)
Asset write-downs and other matters:
Continuing operations (39) (388) 349
Discontinued Tulsa operations 3) 3
Discontinued polypropylene operations “) 4
Gain on remeasurement of pipeline equity interests 37 37
Sale of discontinued polypropylene operations (44) (44)
Sale of discontinued Tulsa operations 20 (20)
Sale of retail heating oil and propane distribution business 26 (26)
Income tax matters ) )
Net income (loss) attributable to Sunoco, Inc. shareholders $147 $ (355) $ 502

Analysis of Earnings Profile of Sunoco Businesses

In the nine-month period ended September 30, 2010, net income attributable to Sunoco, Inc. shareholders was $147 million, or $1.22 per share
of common stock on a diluted basis versus a net loss attributable to Sunoco, Inc. shareholders of $355 million, or $3.04 per share, in the first
nine months of 2009.

The $502 million increase in results attributable to Sunoco, Inc. shareholders in the first nine months of 2010 was primarily due to higher
margins from continuing operations in Sunoco s Refining and Supply business ($108 million), lower expenses ($127 million) and lower
provision for asset write-downs and other matters ($356 million). Partially offsetting these positive factors were lower production of refined
products ($41 million) and the loss on sale of the discontinued polypropylene operations ($44 million).
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Refining and Supply — Continuing Operations*

For the Nine
Months Ended
September 30
2010 2009
Income (loss) (millions of dollars) $ $ (181)
Wholesale margin** (per barrel) $ 5.13 $ 423
Crude inputs as percent of crude unit rated capacity™*** 88% 76%
Throughputs (thousands of barrels daily):
Crude oil 594.5 628.1
Other feedstocks 53.7 71.9
Total throughputs 648.2 700.0
Products manufactured (thousands of barrels daily):
Gasoline 336.0 3554
Middle distillates 232.4 227.4
Residual fuel 36.6 61.5
Petrochemicals 23.5 27.6
Other 48.6 55.1
Total production 677.1 727.0
Less: Production used as fuel in refinery operations 31.3 343
Total production available for sale 645.8 692.7

* The financial and operating data presented in the table excludes amounts attributable to the Tulsa refinery, which was sold to Holly
Corporation on June 1, 2009.

*%*  Wholesale sales revenue less related cost of crude oil, other feedstocks, product purchases and terminalling and transportation divided by
production available for sale.

##%  Reflects the impact of a 150 thousand barrels-per-day reduction in crude unit capacity in November 2009 attributable to the shutdown of
the Eagle Point refinery.

Refining and Supply had breakeven results from continuing operations in the first nine months of 2010 versus a loss of $181 million in the first

nine months of 2009. The $181 million improvement in results was primarily due to higher realized margins ($108 million) and lower expenses

($107 million), partially offset by lower production volumes ($41 million). Lower expenses were largely the result of cost reductions related to

the business improvement initiative and permanent shutdown of the Eagle Point refinery as well as lower costs for purchased fuel and utilities.

Production volumes were negatively affected by significant planned turnaround activities at the Marcus Hook and Toledo refineries in the first

quarter of 2010.

On September 30, 2009, the Company s Board of Directors approved a plan to idle indefinitely all process units at the Eagle Point refinery in an
effort to reduce losses in Refining and Supply due to weak demand and increased global refining capacity which have created margin pressure
on the entire refining industry. In the fourth quarter of 2009, Sunoco permanently shut down all process units at the Eagle Point refinery. As part
of this decision, the Company shifted production from the Eagle Point refinery to the Marcus Hook and Philadelphia refineries which are now
operating at higher
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capacity utilization. Approximately 380 employees were terminated in connection with the shutdown. Sunoco recorded a $284 million after-tax
provision in 2009 ($278 million in the third quarter and $6 million in the fourth quarter) to write down the affected assets to their estimated fair
values and to establish accruals for employee terminations, pension and postretirement curtailment losses and other related costs. In the first
quarter of 2010, Sunoco recorded an additional $20 million after-tax accrual primarily for contract losses attributable to the early terminations of
certain marine transportation commitments largely resulting from the Eagle Point refinery shutdown. These charges are reported as part of the
Asset Write-Downs and Other Matters shown separately in Corporate and Other in the Earnings Profile of Sunoco Businesses (see Note 3 to the
condensed consolidated financial statements).

Refining and Supply  Discontinued Tulsa Operations

In December 2008, Sunoco announced its intention to sell the Tulsa refinery or convert it to a terminal by the end of 2009 because it did not
expect to achieve an acceptable return on investment on a capital project to comply with the new off-road diesel fuel requirements at this facility.
On June 1, 2009, Sunoco completed the sale of its Tulsa refinery to Holly Corporation. The transaction also included the sale of inventory
attributable to the refinery which was valued at market prices at closing. Sunoco recognized a $41 million net after-tax gain on divestment of this
business in 2009 ($20 million in the second quarter and $21 million in the fourth quarter), which is reported separately in Corporate and Other in
the Earnings Profile of Sunoco Businesses (see Note 2 to the condensed consolidated financial statements). Sunoco received a total of $157
million in cash proceeds from this divestment, comprised of $64 million from the sale of the refinery and $93 million from the sale of the related
inventory.

Discontinued Tulsa refining operations had income of $3 million in the first nine months of 2009.

Retail Marketing

For the Nine
Months Ended
September 30
2010 2009
Income (millions of dollars) $ 107 $ 65
Retail margin* (per barrel):
Gasoline $ 433 $ 372
Middle distillates $ 348 $ 6.96
Sales (thousands of barrels daily):
Gasoline 290.2 292.4
Middle distillates 28.1 32.1
318.3 324.5
Retail gasoline outlets 4,829 4,704

* Retail sales price less related wholesale price, terminalling and transportation costs and consumer excise taxes per barrel. The retail sales
price is the weighted-average price received through the various branded marketing distribution channels.

Retail Marketing earned $107 million in the first nine months of 2010 versus $65 million in the first nine months of 2009. The $42 million

increase in earnings was primarily due to higher average retail gasoline margins ($29 million) and lower expenses ($36 million), partially offset

by lower distillate margins ($18 million) and lower gasoline and distillate sales volumes ($4 million).
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During the third quarter of 2009, Sunoco sold its retail heating oil and propane distribution business for $83 million and recognized a $26
million net after-tax gain in connection with the transaction. This gain is shown separately in Corporate and Other in the Earnings Profile of
Sunoco Businesses (see Note 3 to the condensed consolidated financial statements).

Logistics

Logistics earned $63 million in the first nine months of 2010 versus $75 million in the first nine months of 2009. The $12 million decrease was
primarily due to lower lease acquisition results related to decreased contango profits.

In July 2010, Sunoco Logistics Partners L.P. acquired a butane blending business from Texon L.P. for $152 million including inventory of $11
million. The acquisition includes patented technology for blending butane into gasoline, contracts with customers currently utilizing the patented
technology, butane inventories and other related assets. The Partnership also increased its ownership interest in a pipeline joint venture for $6
million in July 2010. This interest continues to be accounted for as an equity method investment.

The Partnership also exercised its rights to acquire additional ownership interests in Mid-Valley Pipeline Company and West Texas Gulf Pipe
Line Company for $85 million during the third quarter of 2010, increasing its ownership interests in Mid-Valley and WTG to 91 and 60 percent,
respectively. As the Partnership now has a controlling financial interest in both Mid-Valley and WTG, the joint ventures are now both reflected
as consolidated subsidiaries of Sunoco from the dates of their respective acquisitions. The Company also recognized a $37 million after-tax gain
attributable to Sunoco shareholders from the remeasurement of its pre-acquisition equity interests in Mid-Valley and WTG to fair value upon
consolidation. These gains are shown separately in Corporate and Other in the Earnings Profile of Sunoco Businesses (see Note 3 to the
condensed consolidated financial statements).

Chemicals  Continuing Operations*

For the Nine
Months Ended
September 30
2010 2009
Income (loss)(millions of dollars) $ 11 $ a7
Margin** (per pound) 8.7¢ 7.4¢
Sales (millions of pounds) 1,570 1,317

* The financial and operating data presented in the table relates to the phenol and related products operations. It excludes amounts
attributable to the polypropylene business, which was sold to Braskem S.A. on March 31, 2010.

**  Wholesale sales revenue less the cost of feedstocks, product purchases and related terminalling and transportation divided by sales
volumes.

Chemicals income from continuing operations totaled $11 million in the first nine months of 2010 versus a loss of $17 million in the first nine

months of 2009. The $28 million improvement in results was due to higher sales volumes ($14 million), higher margins ($11 million) and lower

expenses ($3 million).

Chemicals  Discontinued Operations

On March 31, 2010, Sunoco completed the sale of the common stock of its polypropylene business to Braskem S.A. The assets sold as part of
this transaction included the polypropylene manufacturing facilities in LaPorte, TX, Neal, WV and Marcus Hook, PA, a propylene supply
agreement and related inventory. Sunoco recognized a $44 million after-tax loss on the divestment of this business, which is reported separately
in Corporate and Other in the Earnings Profile of Sunoco Businesses. Sunoco received $348 million in cash proceeds from this divestment in the
second quarter of 2010 (see Note 2 to the condensed consolidated financial statements).

Discontinued polypropylene operations had income of $21 million in the first nine months of 2010 versus $12 million in the first nine months of
2009. The $9 million increase in earnings was primarily due to higher margins and lower expenses, partially offset by lower sales volumes and
the absence of a favorable lower of cost or market adjustment that was realized in the first quarter of 2009 pertaining to inventory written down
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Coke

Coke earned $111 million in the first nine months of 2010 versus $102 million in the first nine months of 2009. The $9 million increase in
earnings was due primarily to higher results from the Haverhill operation, as well as income from the Granite City facility which commenced
operations in the fourth quarter of 2009. This increase was partially offset by lower results from the Indiana Harbor and Jewell coal and coke
operations and the absence of a $6 million after-tax dividend attributable to the 2008 Brazilian cokemaking operations which was recognized in
the second quarter of 2009.

Substantially all of the production from the Jewell and Indiana Harbor facilities and approximately 50 percent of the production from the
Haverhill facility is sold pursuant to long-term contracts with affiliates of ArcelorMittal. With respect to the Jewell operation, beginning in
January 2008, the price of coke from this facility (700 thousand tons per year) changed from a fixed price to an amount equal to the sum of

(1) the cost of delivered coal to the Haverhill facility multiplied by an adjustment factor, (ii) actual transportation costs, (iii) an operating cost
component indexed for inflation, (iv) a fixed-price component, and (v) applicable taxes (except for property and net income taxes). In July 2009,
ArcelorMittal filed a lawsuit in Ohio state court challenging the prices charged to ArcelorMittal under the coke purchase agreement. The lawsuit
was removed to federal court in Ohio and in January 2010, a motion was granted to dismiss the lawsuit without prejudice on the basis of
ArcelorMittal s failure to allege facts that are sufficient to raise a right of relief above the speculative level. ArcelorMittal filed an amended
complaint in February 2010. SunCoke Energy continues to believe that the prices have been determined in accordance with the agreement. On
August 3, 2010, ArcelorMittal presented SunCoke Energy with additional bases for challenging the prices charged for coke produced at the
Jewell facility as well as its Haverhill facility. On that same date, ArcelorMittal also presented its notice of intent to arbitrate outstanding issues
relating to the Indiana Harbor facility, including, among other things, the prices charged for coke produced at that facility. SunCoke Energy
currently is evaluating these latest claims, but continues to believe that the coke prices have been determined in accordance with the respective
agreements. However, SunCoke Energy is also conducting discussions with ArcelorMittal to determine if a commercial resolution of the
litigation and arbitration issues can be achieved. In the event a settlement cannot be reached, SunCoke Energy intends to vigorously defend its
rights under the coke agreements. Accordingly, the Company has recorded no accrual for any potential damages at September 30, 2010.
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In March 2008, SunCoke Energy entered into a coke purchase agreement and related energy sales agreement with AK Steel under which
SunCoke Energy will build, own and operate a cokemaking facility and associated cogeneration power plant adjacent to AK Steel s Middletown,
OH steelmaking facility. In February 2010, SunCoke Energy obtained the necessary permits to build and operate the plant, although some of
them have been appealed. Management believes that any risks have been sufficiently mitigated and construction of the facility is proceeding.
These facilities are expected to cost in aggregate approximately $380 million and be completed in the second half of 2011. The plant is expected
to produce 550 thousand tons of coke per year and provide on average, 46 megawatts of power. In connection with this agreement, AK Steel has
agreed to purchase, over a 20-year period, all of the coke and available electrical power from these facilities. Expenditures through

September 30, 2010 totaled $187 million.

In April 2010, SunCoke Energy announced its intention to expand production from its Jewell coal mines by 500 thousand tons per year, or
approximately 40 percent, to an annualized rate of 1.75 million tons by late 2012. Capital outlays for this project are expected to total
approximately $25 million.

SunCoke Energy is currently conducting an engineering study to evaluate the expected physical life of the coke ovens at its Indiana Harbor
operation. Some ovens and associated equipment are heaving and settling differentially as a result of the instability of the ground on which it
was constructed. This differential movement has reduced production and required corrective action to certain ovens, ancillary equipment and
structures. We expect the engineering study at Indiana Harbor to be completed by the first quarter of 2011. At this time, we cannot determine the
likely outcome of the study. Possible results include additional maintenance spending to continue operations at the current operating levels, a
change in the useful life of all or part of the plant, or the impairment of one or more oven batteries which could be followed by capital spending
to retain the current plant capacity. The carrying amount of the Indiana Harbor coke facility was $120 million at September 30, 2010.

SunCoke Energy is currently discussing other opportunities for developing new heat recovery cokemaking facilities with domestic and
international steel companies. Such cokemaking facilities could be either wholly owned or developed through other business structures. As
applicable, the steel company customers would be expected to purchase coke production under long-term contracts. The facilities would also
generate steam, which would typically be sold to the steel customer, or electrical power, which could be sold to the steel customer or into the
local power market. SunCoke Energy s ability to enter into additional arrangements is dependent upon many factors, including market conditions
in the steel industry.

Corporate and Other

Corporate Expenses Corporate administrative expenses were $60 million after tax in the first nine months of 2010 versus $32 million after tax
in the first nine months of 2009. The $28 million increase was primarily due to higher accruals for performance-related incentive compensation
resulting from the Company s improved financial performance versus 2009 and higher unfavorable income tax consolidation adjustments.
Corporate expenses included income tax adjustments amounting to $9 and $ million in the first nine months of 2010 and 2009, respectively.

Net Financing Expenses and Other  Net financing expenses and other were $51 million after tax in the first nine months of 2010 versus $33
million after tax in the first nine months of 2009. The $18 million increase was primarily due to higher interest expense ($9 million) and lower
capitalized interest ($14 million). The increased interest expense was largely driven by new borrowings of Sunoco Logistics associated with
their growth capital.
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Asset Write-Downs and Other Matters  During the first nine months of 2010, Sunoco recorded a $20 million after-tax provision primarily related
to contract losses in connection with excess barge capacity resulting from the shutdown of the Eagle Point refining operations, recorded a $28
million after-tax provision primarily for pension settlement losses and accruals for employee terminations and related costs in connection with
the business improvement initiative and recognized a $9 million after-tax gain on an insurance settlement related to MTBE coverage. In the first
nine months of 2009, Sunoco recorded a $278 million after-tax provision in connection with the permanent shut down of all process units at the
Eagle Point refinery during the fourth quarter of 2009, of which $254 million after tax represented noncash charges; a $92 million after-tax
provision for employee terminations and related costs in connection with the business improvement initiative, of which $62 million after tax was
attributable to a noncash provision for pension and postretirement settlement and curtailment losses; recorded a $21 million after-tax provision
to write down to estimated fair value certain assets primarily in the Refining and Supply business, including $3 million after tax attributable to
discontinued Tulsa operations; and established a $4 million after-tax accrual for a take-or-pay contract loss, employee terminations and other
exit costs in connection with the shutdown of the Bayport, TX polypropylene plant, which was part of the discontinued polypropylene operations
(see Note 3 to the condensed consolidated financial statements).

Gain on remeasurement of pipeline equity interests During the third quarter of 2010, Sunoco Logistics Partners L.P. recognized a $37 million
after-tax gain attributable to Sunoco shareholders from the remeasurement of its pre-acquisition equity interests to fair value (see Note 3 to the
condensed consolidated financial statements).

Sale of Discontinued Polypropylene Operations  During the first quarter of 2010, Sunoco recognized a $44 million net after-tax loss related to
the divestment of the discontinued polypropylene operations (see Note 2 to the condensed consolidated financial statements).

Sale of Discontinued Tulsa Operations  During the second quarter of 2009, Sunoco recognized a $20 million net after-tax gain related to the
divestment of the discontinued Tulsa operations (see Note 2 to the condensed consolidated financial statements).

Sale of Retail Heating Oil and Propane Distribution Business During the third quarter of 2009, Sunoco recognized a $26 million after-tax gain
on divestment of the retail heating oil and propane distribution business (see Note 3 to the condensed consolidated financial statements).

Income Tax Matters During the first quarter of 2010, Sunoco recorded a $9 million unfavorable adjustment to deferred state income taxes
attributable to its continuing phenol chemical operations (see Note 4 to the condensed consolidated financial statements).

Analysis of Condensed Consolidated Statements of Operations

Revenues Total revenues were $27.26 billion in the first nine months of 2010 compared to $21.70 billion in the first nine months of 2009. The
26 percent increase was primarily due to higher refined product prices as well as higher crude oil sales in connection with the crude oil gathering
and marketing activities of the Company s Logistics operations. Partially offsetting these positive factors were lower refined product sales
volumes.
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Costs and Expenses  Total pretax costs and expenses were $26.82 billion in the first nine months of 2010 compared to $22.26 billion in the first
nine months of 2009. The 20 percent increase was primarily due to higher crude oil and refined product acquisition costs resulting from price
increases and higher crude oil costs in connection with the crude oil gathering and marketing activities of the Company s Logistics operations.

Partially offsetting these negative factors were lower refined product acquisition volumes and lower provision for asset write-downs and other
matters.
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RESULTS OF OPERATIONS THREE MONTHS

Earnings Profile of Sunoco Businesses (after tax)

Three Months
Ended
September 30
2010 2009 Variance
(Millions of Dollars)

Refining and Supply continuing operations $44) $(118) $ 74
Retail Marketing 41 49 ®)
Logistics 26 19 7
Chemicals:
Continuing operations 3 2) 5
Discontinued polypropylene operations 1 (1)
Coke 33 35 )
Corporate and Other:
Corporate expenses 17) (6) (11)
Net financing expenses and other (15) (12) 3)
Asset write-downs and other matters 1 (304) 305
Gain on remeasurement of pipeline equity interests 37 37
Sale of retail heating oil and propane distribution business 26 (26)
Net income (loss) attributable to Sunoco, Inc. shareholders $ 65 $(312) $ 377

Analysis of Earnings Profile of Sunoco Businesses

In the three-month period ended September 30, 2010, net income attributable to Sunoco, Inc. shareholders was $65 million, or $.54 per share of
common stock on a diluted basis versus a net loss attributable to Sunoco, Inc. shareholders of $312 million, or $2.67 per share, in the third
quarter of 2009.

The $377 million improvement in results attributable to Sunoco, Inc. shareholders in the third quarter of 2010 was primarily due to higher
margins from continuing operations in Sunoco s Refining and Supply business ($46 million), lower provision for asset write-downs and other
matters ($305 million) and the gain from the remeasurement of pipeline equity interests to fair value ($37 million).
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Refining and Supply — Continuing Operations*

For the Three

Months Ended

September 30

2010 2009

Loss (millions of dollars) $ 4 $ (118)
Wholesale margin** (per barrel) $ 3.88 $ 272
Crude inputs as percent of crude unit rated capacity*** 94% 74%
Throughputs (thousands of barrels daily):
Crude oil 631.6 613.3
Other feedstocks 52.1 66.4
Total throughputs 683.7 679.7
Products manufactured (thousands of barrels daily):
Gasoline 357.9 346.0
Middle distillates 250.1 219.3
Residual fuel 354 61.5
Petrochemicals 25.6 25.7
Other 45.6 49.2
Total production 714.6 701.7
Less: Production used as fuel in refinery operations 33.1 325
Total production available for sale 681.5 669.2

* The financial and operating data presented in the table excludes amounts attributable to the Tulsa refinery, which was sold to Holly
Corporation on June 1, 2009.

*%*  Wholesale sales revenue less related cost of crude oil, other feedstocks, product purchases and terminalling and transportation divided by
production available for sale.

##%  Reflects the impact of a 150 thousand barrels-per-day reduction in crude unit capacity in November 2009 attributable to the shutdown of
the Eagle Point refinery.

Refining and Supply had a loss from continuing operations totaling $44 million in the current quarter versus a loss of $118 million in the third

quarter of 2009. The $74 million improvement in results was primarily due to higher realized margins ($46 million) and lower expenses ($20

million). The overall crude utilization rate was 94 percent for the quarter, well above the utilization rate of 74 percent in the third quarter of

2009. Lower expenses were largely the result of cost reductions related to the business improvement initiative carried out during the last three

quarters of 2009 and the closure of the Eagle Point refinery in the fourth quarter of 2009.
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Retail Marketing

For the Three
Months Ended
September 30
2010 2009
Income (millions of dollars) $ 41 $ 49
Retail margin* (per barrel):
Gasoline $ 4.40 $ 5.48
Middle distillates $ 327 $ 492
Sales (thousands of barrels daily):
Gasoline 303.1 294.9
Middle distillates 30.2 29.5
333.3 3244
Retail gasoline outlets 4,829 4,704

* Retail sales price less related wholesale price, terminalling and transportation costs and consumer excise taxes per barrel. The retail sales
price is the weighted-average price received through the various branded marketing distribution channels.

Retail Marketing earned $41 million in the current quarter versus $49 million in the third quarter of 2009. The $8 million decrease in earnings

was primarily due to lower average retail gasoline and distillate margins ($17 and $3 million, respectively) partially offset by lower expenses

($12 million).

Logistics

Logistics earned $26 million in the third quarter of 2010 versus $19 million in the third quarter of 2009. The $7 million increase in earnings was
primarily due to higher lease acquisition results driven largely by improved contango profits and additional earnings attributable to acquisitions
and organic growth projects.

Chemicals  Continuing Operations*

For the Three
Months Ended
September 30
2010 2009
Income (loss)(millions of dollars) $ 3 $
Margin** (per pound) 7.6¢ 7.3¢
Sales (millions of pounds) 567 483

* The financial and operating data presented in the table relates to the phenol and related products operations. It excludes amounts
attributable to the polypropylene business, which was sold to Braskem S.A. on March 31, 2010.

**  Wholesale sales revenue less the cost of feedstocks, product purchases and related terminalling and transportation divided by sales
volumes.

Chemicals income from continuing operations totaled $3 million in the third quarter of 2010 versus a loss of $2 million in the third quarter of

2009. The $5 million improvement in results was due primarily to higher sales volumes.
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Discontinued polypropylene operations had income of $1 million in the third quarter of 2009.
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Coke

Coke earned $33 million in the third quarter of 2010 versus $35 million in the third quarter of 2009. The decrease in earnings was attributable to
lower results from the Jewell coal and coke operations which were substantially offset by higher results from the other U.S. coke facilities. The
decline at the Jewell operations was primarily due to lower coal and coke prices. The improvement at the other U.S. facilities was driven by
higher margins and volumes, including income from the Granite City facility which commenced operations in the fourth quarter of 2009.

Corporate and Other

Corporate Expenses Corporate administrative expenses were $17 million after tax in the third quarter of 2010 versus $6 million after tax in the
third quarter of 2009. The $11 million increase was primarily due to higher accruals for performance-related incentive compensation resulting
from the Company s improved financial performance versus 2009 and the absence of a $5 million favorable income tax consolidation adjustment
in the third quarter of 2009.

Net Financing Expenses and Other ~ Net financing expenses and other were $15 million after tax in the third quarter of 2010 versus $12 million
after tax in the third quarter of 2009. The $3 million increase was primarily due to lower capitalized interest and higher debt expense primarily
attributable to borrowings of Sunoco Logistics associated with their growth capital.

Asset Write-Downs and Other Matters  During the third quarter of 2010, Sunoco recorded an $8 million after-tax provision primarily for pension
settlement losses and employee terminations and related costs in connection with the business improvement initiative and recognized a $9

million after-tax gain on an insurance settlement related to MTBE coverage. During the third quarter of 2009, Sunoco recorded a $278 million
after-tax provision in connection with the permanent shut down of all process units at the Eagle Point refinery during the fourth quarter of 2009,
of which $254 million after tax represented noncash charges; established a $14 million after-tax charge in connection with the business
improvement initiative, all of which was attributable to a noncash provision for pension and postretirement settlement and curtailment losses;

and, recorded a $12 million after-tax noncash provision to write down to estimated fair value certain other assets in the Refining and Supply
business (see Note 3 to the condensed consolidated financial statements).

Gain on remeasurement of pipeline equity interests During the third quarter of 2010, Sunoco Logistics Partners L.P. recognized a $37 million
after-tax gain attributable to Sunoco shareholders from the remeasurement of its pre-acquisition equity interests to fair value (see Note 3 to the
condensed consolidated financial statements).

Sale of Retail Heating Oil and Propane Distribution Business During the third quarter of 2009, Sunoco recognized a $26 million net after-tax
gain on divestment of the retail heating oil and propane distribution business (see Note 3 to the condensed consolidated financial statements).
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Analysis of Condensed Consolidated Statements of Operations

Revenues Total revenues were $9.48 billion in the third quarter of 2010 compared to $8.45 billion in the third quarter of 2009. The 12 percent
increase was primarily due to higher refined product prices and sales volumes and higher crude oil sales in connection with the crude oil
gathering and marketing activities of the Company s Logistics operations.

Costs and Expenses ~ Total pretax costs and expenses were $9.28 billion in the current three-month period compared to $8.96 billion in the third
quarter of 2009. The 4 percent increase was primarily due to higher crude oil and refined product acquisition costs resulting from price increases
and higher crude oil costs in connection with the crude oil gathering and marketing activities of the Company s Logistics operations. Partially
offsetting these negative factors were lower provision for asset write-downs and other matters.
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FINANCIAL CONDITION

Cash and Working Capital

At September 30, 2010, Sunoco had cash and cash equivalents of $1,129 million compared to $377 million at December 31, 2009 and had a
working capital deficit of $154 million compared to a working capital deficit of $654 million at December 31, 2009. The $752 million increase

in cash and cash equivalents was due to $917 million of net cash provided by operating activities ( cash generation ) and $230 million of net cash
provided by financing activities, partially offset by a $395 million net use of cash in investing activities. Management believes that the current
levels of cash and working capital are adequate to support Sunoco s ongoing operations. Sunoco s working capital position is considerably
stronger than indicated because of the relatively low historical costs assigned under the LIFO method of accounting for most of the inventories
reflected in the condensed consolidated balance sheets. The current replacement cost of all such inventories exceeded their carrying value at
September 30, 2010 by $2,835 million. Inventories valued at LIFO, which consist of crude oil as well as petroleum and chemical products, are
readily marketable at their current replacement values. The Company received federal income tax refunds totaling $526 million during 2010 for
the carryback of its 2009 net operating loss.

Certain pending legislative and regulatory proposals effectively could limit, or even eliminate, use of the LIFO inventory method for financial
and income tax purposes. Although the final outcome of these proposals cannot be ascertained at this time, the ultimate impact to Sunoco of the
transition from LIFO to another inventory method could be material.

Cash Flows from Operating Activities

In the first nine months of 2010, Sunoco s cash generation was $917 million compared to a net use of cash in operating activities of $7 million in
the first nine months of 2009. This $924 million increase in cash generation was primarily due to higher net income and a decrease in working
capital levels pertaining to operating activities. Cash generation includes federal income tax refunds totaling $526 million received by the
Company during 2010 for the carryback of its 2009 net operating loss. Partially offsetting these positive factors were cash contributions to the
Company s defined benefit pension plans.

Other Cash Flow Information

In the second quarter of 2009, Sunoco Logistics Partners L.P. issued 2.25 million limited partnership units in a public offering, generating
approximately $110 million of net proceeds. Upon completion of this transaction, Sunoco s interest in the Partnership, including its 2 percent
general partnership interest, decreased from 43 to 40 percent. Sunoco s general partnership interest also includes incentive distribution rights,
which have provided Sunoco, as the general partner, up to 50 percent of the Partnership s incremental cash flow. Sunoco received approximately
56 percent of the Partnership s cash distributions during 2009 attributable to its limited and general partnership interests and its incentive
distribution rights. In February 2010, Sunoco received $201 million in cash from the Partnership in connection with a modification of the
incentive distribution rights and sold 2.20 million of its limited partnership units to the public, generating approximately $145 million of net
proceeds, which further reduced its interest in the Partnership to 33 percent. In August 2010, the Partnership issued 2.01 million limited
partnership units in a public offering, generating $144 million of net proceeds. Upon completion of this transaction, Sunoco s interest in the
Partnership decreased to 31 percent. As a result of these transactions, Sunoco s share of Partnership distributions is expected to be approximately
46 percent at the Partnership s current quarterly cash distribution rate.
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Sunoco received proceeds of $348 million in the second quarter of 2010 from the sale of it polypropylene business. Sunoco also received
proceeds of $157 and $83 million in the second and third quarters of 2009, respectively, from the sale of its Tulsa refinery and the sale of its
retail heating oil and propane distribution business (see Notes 2 and 3 to the condensed consolidated financial statements). Sunoco also received
proceeds of $38 and $75 million during the first nine months of 2010 and 2009, respectively, related to the divestment of sites under its Retail
Portfolio Management program.

Financial Capacity

Management currently believes that future cash generation is expected to be sufficient to satisfy Sunoco s ongoing capital requirements, to fund

its pension obligations (see Retirement Benefit Plans below) and to pay cash dividends on Sunoco s common stock. However, from time to time,
the Company s short-term cash requirements may exceed its cash generation due to various factors including reductions in margins for products
sold and increases in the levels of capital spending (including acquisitions) and working capital. During those periods, the Company may
supplement its cash generation with proceeds from financing activities.

The Company has a $1.28 billion revolving credit facility with a syndicate of 18 participating banks (the Facility ), of which $1.2045 billion
matures in August 2012 with the balance to mature in August 2011. The Facility provides the Company with access to short-term financing and
is intended to support the issuance of commercial paper, letters of credit and other debt. The Company also can borrow directly from the
participating banks under the Facility. The Facility is subject to commitment fees, which are not material. Under the terms of the Facility,
Sunoco is required to maintain tangible net worth (as defined in the Facility) in an amount greater than or equal to targeted tangible net worth
(targeted tangible net worth being determined by adding $1.125 billion and 50 percent of the excess of net income attributable to Sunoco, Inc.
shareholders over share repurchases (as defined in the Facility) for each quarter ended after March 31, 2004). At September 30, 2010, the
Company s tangible net worth was $3.5 billion and its targeted tangible net worth was $2.1 billion. The Facility also requires that Sunoco s ratio
of consolidated net indebtedness, including borrowings of Sunoco Logistics Partners L.P., to consolidated capitalization (as those terms are
defined in the Facility) not exceed .60 to 1. At September 30, 2010, this ratio was .28 to 1. At September 30, 2010, the Facility was being used to
support $115 million of floating-rate notes due in 2034. The Company remarkets the floating-rate notes on a weekly basis. However, any
inability to remarket the floating-rate notes would have no impact on the Company s liquidity as they currently represent a reduction in funds
under the Facility which would be available for future borrowings if the notes were repaid.

Sunoco Logistics Partners L.P. has a $395 million revolving credit facility with a syndicate of 10 participating banks, which expires in
November 2012. This facility is available to fund the Partnership s working capital requirements, to finance acquisitions, and for general
partnership purposes. Amounts outstanding under this facility totaled $119 and $238 million at September 30, 2010 and December 31, 2009,
respectively. In March 2009, the Partnership entered into an additional $63 million revolving credit facility with two participating banks, which
expires in September 2011. At September 30, 2010, there was $31 million outstanding under this facility. This amount has been classified as
long-term debt as the Partnership has the ability and intent to refinance it on a long-term basis. The $395 million facility
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contains a covenant requiring the Partnership to maintain a ratio not to exceed 4.75 to 1 of its consolidated total debt (including letters of credit)
to its consolidated EBITDA (each as defined in the facility). The $63 million facility contains a similar covenant, but the ratio in this covenant
may not exceed 4.5 to 1. At September 30, 2010, the Partnership s ratio of its consolidated debt to its consolidated EBITDA was 3.4 to 1.

In July 2010, a wholly owned subsidiary of the Company, Sunoco Receivables Corporation, Inc. ( SRC ), executed an agreement with two
participating banks extending an existing accounts receivable securitization facility that was scheduled to expire in August 2010 by an additional
364 days. The updated facility permits borrowings and supports the issuance of letters of credit by SRC up to a total of $275 million. Under the
receivables facility, certain subsidiaries of the Company will sell their accounts receivable from time to time to SRC. In turn, SRC may sell
undivided ownership interests in such receivables to commercial paper conduits in exchange for cash or letters of credit. The Company has
agreed to continue servicing the receivables for SRC. Upon the sale of the interests in the accounts receivable by SRC, the conduits have a first
priority perfected security interest in such receivables and, as a result, the receivables will not be available to the creditors of the Company or its
other subsidiaries. At September 30, 2010, there was approximately $430 million of accounts receivable eligible to support this facility;
however, there were no borrowings outstanding under the facility as of that date.

The following table sets forth Sunoco s outstanding debt (in millions of dollars):

At At
September 30 December 31
2010 2009
Short-term debt $ 115 $ 397
Current portion of long-term debt 178 6
Long-term debt 2,254 2,061
Total debt* $ 2,547 $ 2,464

* TIncludes $1,248 and $868 million at September 30, 2010 and December 31, 2009, respectively, attributable to Sunoco Logistics Partners L.P.
In February 2010, Sunoco Logistics Partners L.P. issued $500 million of long-term debt, consisting of $250 million of 5.50 percent notes due in
2020 and $250 million of 6.85 percent notes due in 2040.

Management believes the Company can access the capital markets to pursue strategic opportunities as they arise. In addition, the Company has
the option of selling an additional portion of its Sunoco Logistics Partners L.P. interests, and Sunoco Logistics Partners L.P. has the option of
issuing additional common units.
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RETIREMENT BENEFIT PLANS

The following table sets forth the components of the change in market value of the investments in Sunoco s defined benefit pension plans (in
millions of dollars):

Nine Months
Ended Year Ended
September 30, 2010 December 31, 2009

Market value of investments at beginning of period $ 804 $ 337
Increase (reduction) in market value of investments
resulting from:
Net investment income 107 169
Company contributions 233 47
Plan benefit payments (131) (249)
Divestments (11)

$ 1,002 $ 804

As a result of the workforce reduction, the sale of the Tulsa refinery, the permanent shutdown of the Eagle Point refinery and the sale of the
polypropylene chemicals business, the Company incurred noncash settlement and curtailment losses in these plans during 2009 and the first nine
months of 2010 totaling approximately $70 and $27 million after tax, respectively. In 2010, the Company contributed $233 million to its funded
defined benefit plans consisting of $143 million of cash and 3.59 million shares of Sunoco common stock valued at $90 million. At

September 30, 2010, the projected benefit obligation for the Company s funded pension plans, determined using a discount rate of 4.60 percent,
exceeded plan assets by approximately $135 million. The Company may make additional contributions to its funded defined benefit plans during
the remainder of 2010 if it has available cash. The Company also has unfunded obligations for other defined benefit plans and postretirement
benefit plans which totaled approximately $455 million at September 30, 2010. There is no legal requirement to pre-fund these plans which are
funded as benefit payments are made.

Effective June 30, 2010, pension benefits under the Company s defined benefit pension plans were frozen for most of the participants in these
plans at which time the Company instituted a discretionary profit-sharing contribution on behalf of these employees in its defined contribution
plan. Postretirement medical benefits have also been phased down or eliminated for all employees retiring after July 1, 2010. There are no
planned changes in benefits for current retirees. As a result of these changes, the Company s pension and postretirement benefits liability
declined approximately $95 million in the fourth quarter of 2009. The benefit of this liability reduction will be amortized into income through
2019.

SunCoke Energy also amended its postretirement plans during the first quarter of 2010. Postretirement medical benefits for its future retirees
will be phased out or eliminated, effective January 1, 2011, for non-mining employees with less than ten years of service and employer costs for
all those still eligible for such benefits have been capped. As a result of these changes, SunCoke Energy s postretirement medical liability
declined $37 million during the first quarter of 2010. Most of the benefit of this liability reduction will be amortized into income through 2016.

The pretax cost of benefits earned (net of the expected profit sharing contributions) and interest on the existing obligations are expected to
decline approximately $30 million on an annualized basis as a result of the above changes. The reduction in service and interest cost attributable
to the Company s defined benefit plans will also increase the likelihood that settlement gains or losses, representing the accelerated amortization
of deferred gains and losses, will be recognized in the future as previously earned lump sum payments are made.
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DIVIDENDS AND SHARE REPURCHASES

The Company reduced the quarterly cash dividend paid on common stock from $.30 per share ($1.20 per year) to $.15 per share ($.60 per year),
beginning with the first quarter of 2010. The Company s management believes that Sunoco s current dividend level is sustainable under current
conditions. In September 2010, the Company declared a $.15 per share cash dividend to be paid in the fourth quarter of 2010 and, as a result,
reflected this estimated $19 million dividend as a reduction in retained earnings at September 30, 2010. In addition, the Company did not
repurchase any of its common stock in the open market during the first nine months of 2010 and has no intention to do so during the remainder
of 2010.

FORWARD-LOOKING STATEMENTS

Some of the information included in this report contains forward-looking statements (as defined in Section 27A of the Securities Act of 1933 and

Section 21E of the Securities Exchange Act of 1934). These forward-looking statements discuss estimates, goals, intentions and expectations as

to future trends, plans, events, results of operations or financial condition, or state other information relating to the Company, based on current

beliefs of management as well as assumptions made by, and information currently available to, Sunoco. Forward-looking statements generally

will be accompanied by words such as anticipate,  believe, budget, could, estimate, expect, forecast, intend, may, plan, possi
predict, project, scheduled, should, or other similar words, phrases or expressions that convey the uncertainty of future events or outcomes.

Although management believes these forward-looking statements are reasonable, they are based upon a number of assumptions concerning

future conditions, any or all of which may ultimately prove to be inaccurate. Forward-looking statements involve a number of risks and

uncertainties that could cause actual results to differ materially from those discussed in this report. In addition, statements in this report

concerning future dividend declarations are subject to approval by the Company s Board of Directors and will be based on circumstances then

existing. Such risks and uncertainties include, without limitation:

General economic, financial and business conditions which could affect Sunoco s financial condition and results of operations;

Changes in refining, marketing and chemical margins;

Changes in coal and coke prices;

Variation in crude oil and petroleum-based commodity prices and availability of crude oil and feedstock supply or transportation;

Effects of transportation disruptions;

Changes in the price differentials between light-sweet and heavy-sour crude oils;

Changes in the marketplace which may affect supply and demand for Sunoco s products;

Changes in competition and competitive practices, including the impact of foreign imports;
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Effects of weather conditions and natural disasters on the Company s operating facilities and on product supply and demand;

Age of, and changes in the reliability, efficiency and capacity of, the Company s operating facilities or those of third parties;

Changes in the expected operating level of Company assets;

Changes in the level of capital expenditures or operating expenses;

Effects of adverse events relating to the operation of the Company s facilities and to the transportation and storage of hazardous
materials (including equipment malfunction, explosions, fires, spills, and the effects of severe weather conditions);

Changes in the level of environmental capital, operating or remediation expenditures;

Delays and/or costs related to construction, improvements and/or repairs of facilities (including shortages of skilled labor, the
issuance of applicable permits and inflation);

Changes in product specifications;

Availability and pricing of ethanol and related RINs (Renewable Identification Numbers) used to demonstrate compliance with the
renewable fuels standard for credits and trading;

Political and economic conditions in the markets in which the Company, its suppliers or customers operate, including the impact of
potential terrorist acts and international hostilities;

Military conflicts between, or internal instability in, one or more oil producing countries, governmental actions and other disruptions
in the ability to obtain crude oil;

Ability to conduct business effectively in the event of an information systems failure;

Ability to identify acquisitions, execute them under favorable terms and integrate them into the Company s existing businesses;

Ability to effect divestitures, including the expected separation of SunCoke Energy, under favorable terms;

Ability to enter into joint ventures and other similar arrangements under favorable terms;
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Changes in the availability and cost of equity and debt financing, including amounts under the Company s revolving credit facilities;

Performance of financial institutions impacting the Company s liquidity, including those supporting the Company s revolving credit
and accounts receivable securitization facilities;

Impact on the Company s liquidity and ability to raise capital as a result of changes in the credit ratings assigned to the Company s
debt securities or credit facilities;

Changes in credit terms required by suppliers;
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Changes in insurance markets impacting costs and the level and types of coverage available, and the financial ability of the
Company s insurers to meet their obligations;

Changes in accounting rules and/or tax laws or their interpretations, including the method of accounting for inventories and pensions;

Changes in financial markets impacting pension expense and funding requirements;

Risks related to labor relations and workplace safety;

Nonperformance or force majeure by, or disputes with, or changes in contract terms with major customers, suppliers, dealers,
distributors or other business partners;

Changes in, or new, statutes and government regulations or their interpretations, including those relating to the environment and
global warming;

Claims of the Company s noncompliance with statutory and regulatory requirements; and

Changes in the status of, or initiation of new litigation, arbitration, or other proceedings to which the Company is a party or liability
resulting from such litigation, arbitration, or other proceedings, including natural resource damage claims.
The factors identified above are believed to be important factors (but not necessarily all of the important factors) that could cause actual results
to differ materially from those expressed in any forward-looking statement made by Sunoco. Other factors not discussed herein could also have
material adverse effects on the Company. All forward-looking statements included in this report are expressly qualified in their entirety by the
foregoing cautionary statements. The Company undertakes no obligation to update publicly any forward-looking statement (or its associated
cautionary language) whether as a result of new information or future events.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
There have been no material changes to the Company s exposure to market risk since December 31, 2009.

Item 4. Controls and Procedures

As required by Rule 13a-15 under the Exchange Act, as of the end of the period covered by this report, the Company carried out an evaluation of
the effectiveness of the design and operation of the Company s disclosure controls and procedures. This evaluation was carried out under the
supervision and with the participation of the Company s management, including the Company s Chairman, Chief Executive Officer and President
and the Company s Senior Vice President and Chief Financial Officer. Based upon that evaluation, the Company s Chairman, Chief Executive
Officer and President and the Company s Senior Vice President and Chief Financial Officer concluded that the Company s disclosure controls and
procedures are effective.

Disclosure controls and procedures are designed to ensure that information required to be disclosed in Company reports filed or submitted under
the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission s rules and forms. Disclosure controls and
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procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed in Company reports
filed under the Exchange Act is accumulated and communicated to management, including the Company s Chairman, Chief Executive Officer
and President and the Company s Senior Vice President and Chief Financial Officer as appropriate, to allow timely decisions regarding required
disclosure.

There have been no changes in the Company s internal control over financial reporting during the third quarter of 2010 that have materially
affected, or are reasonably likely to materially affect, the Company s internal control over financial reporting.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings
Various lawsuits and governmental proceedings arising in the ordinary course of business are pending against the Company, as well as the
lawsuits and proceedings discussed below:

Administrative Proceedings

In April 2010, Sunoco, Inc. (R&M), a wholly owned subsidiary of Sunoco, Inc., received a stipulated penalty demand in an amount exceeding
$100 thousand from the U.S. Environmental Protection Agency ( EPA ), Region V, under a global Clean Air Act Consent Decree. The penalty
demand relates to four alleged acid gas flaring events at Sunoco, Inc. (R&M) s Toledo refinery between December 2006 and January 2010, as
well as findings noted in a third-party audit of that facility. Sunoco, Inc. (R&M) remitted $14 thousand in penalty payment and disputed the
remaining amount. Sunoco, Inc. (R&M) met with the EPA in July 2010 to discuss potential resolution and the matter remains pending.

In May 2010, Sunoco, Inc. (R&M) received a Proposed Consent Assessment of Civil Penalty ( CACP ) from the Pennsylvania Department of
Environmental Protection ( PADEP ) alleging violations of Title V permit requirements and/or state and/or federal air regulations at Sunoco s
Marcus Hook refinery. The CACP seeks a penalty in excess of $100 thousand. In September 2010, Sunoco and the PADEP agreed to a
resolution of the alleged violations which required that Sunoco pay a penalty of $130 thousand.

In July 2010, Sunoco, Inc. (R&M) received a proposed penalty assessment from Philadelphia Air Management Services ( AMS ) in an amount
exceeding $100 thousand, intended to resolve outstanding alleged violations of Title V permit requirements and/or state and/or federal air
regulations at Sunoco s Philadelphia refinery. In September 2010, Sunoco met with AMS to discuss potential resolution and the matter remains
pending.

In August 2010, the PADEP issued a penalty assessment in excess of $100 thousand alleging that Sunoco did not undertake certain actions
related to the identification or sampling of groundwater contamination at a retail service station location during the period from February 2007 to
October 2009. Sunoco intends to defend itself with regard to these allegations.
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In September 2010, Sunoco, Inc. (R&M) received a Proposed Administrative Order and Consent Agreement ( AOCA ) from AMS alleging
violations of Title V permit requirements and/or state and/or federal air regulations at Sunoco s Frankford chemical plant, and proposing a
penalty in excess of $100 thousand. Sunoco proposed a modified AOCA and penalty to AMS in October 2010 and the matter remains pending.

MTBE Litigation

Sunoco, along with other refiners, manufacturers and sellers of gasoline, is a defendant in lawsuits alleging MTBE contamination of
groundwater. The plaintiffs include water purveyors and municipalities responsible for supplying drinking water and governmental authorities.
The plaintiffs are asserting primarily product liability claims and additional claims including nuisance, trespass, negligence, violation of
environmental laws and deceptive business practices. In addition, several actions commenced by governmental authorities assert natural resource
damage claims. Plaintiffs are seeking to recover compensatory damages, and in some cases, injunctive relief, punitive damages and attorneys
fees.

As of December 31, 2009, Sunoco was a defendant in approximately 29 lawsuits involving five states and the Commonwealth of Puerto Rico. In
the fourth quarter of 2009, Sunoco recorded a $9 million after-tax charge for estimated future legal expenses and for estimated settlement costs
attributable to certain of the cases. 25 of these cases were settled in April 2010, as previously disclosed in Sunoco s Quarterly Report on Form
10-Q for the first quarter of 2010. The impact of such settlements was not material. As of October 2010, four new cases have been filed. Three
of these remaining cases are venued in a multidistrict proceeding in a federal court located in the Southern District of New York. The other five
cases are pending in the state courts of Illinois, Indiana, Maryland, New Hampshire, and Pennsylvania. Discovery is proceeding in all of these
cases. For these eight remaining cases, there has been insufficient information developed about the plaintiffs legal theories or the facts that
would be relevant to an analysis of the ultimate liability to Sunoco. Accordingly, no accrual has been established for any potential damages at
September 30, 2010. However, Sunoco does not believe that the remaining cases will have a material adverse effect on its consolidated financial
position.

During the third quarter of 2010, the Company reached agreement concerning insurance coverage for certain previously incurred and potential
future costs related to MTBE litigation, including the matters described above. In connection with this settlement, the Company recognized a
$16 million gain ($9 million after tax).

Conclusion

Many other legal and administrative proceedings are pending or may be brought against Sunoco arising out of its current and past operations,
including matters related to commercial and tax disputes, product liability, antitrust, employment claims, leaks from pipelines and underground
storage tanks, natural resource damage claims, premises-liability claims, allegations of exposures of third parties to toxic substances (such as
benzene or asbestos) and general environmental claims. Although the ultimate outcome of these proceedings and other matters identified above
cannot be ascertained at this time, it is reasonably possible that some of these matters could be resolved unfavorably to Sunoco. Management
believes that these matters could have a significant impact on results of operations for any future period. However, management does not believe
that any additional liabilities which may arise pertaining to such matters would be material in relation to the consolidated financial position of
Sunoco at September 30, 2010.
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Item 1A.  Risk Factors
There have been no material changes to the risk factors faced by the Company since December 31, 2009.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
The table below provides a summary of all repurchases by the Company of its common stock during the three-month period ended
September 30, 2010:

Total Number of
Shares Approximate Dollar
Purchased Value
as Part of Publicly of Shares That
Announced Plans or May Yet Be Purchased

Total Number Average Price Programs Under the Plans or
Of Shares Paid Per (In Programs
Period Purchased* Share Thousands)** (In Millions)**
July 1,2010 July 31, 2010 $ $ 600
August 1,2010  August 31,2010 $ $ 600
September 1,2010 September 30, 2010 1,307 $ 35.95 $ 600
Total 1,307 $ 35.95

* All of the shares repurchased during September 2010 were from employees in connection with the settlement of tax withholding
obligations arising from payment of common stock unit awards.
**  On September 7, 2006, the Company s Board of Directors approved a $1 billion share repurchase program with no stated expiration date.

Item 5. Other Information
Mine Safety Disclosures

Sunoco is committed to maintaining a safe work environment and ensuring strict environmental compliance across all of its operations as the
health and safety of its employees and the communities in which it operates are critical to its success. Sunoco s coal mining operations are
managed by SunCoke Energy. Management at SunCoke Energy believes that SunCoke Energy employs best practices and conducts continual
training programs well in excess of regulatory requirements to ensure that all of its employees are focused on safety. Furthermore, SunCoke
Energy is in the process of implementing a Structured Safety & Environmental Process, or SSEP, that provides a robust framework for
managing and monitoring safety and environmental performance. Historically, SunCoke Energy s coal mine operations have been among the
safest in the United States, consistently operating in the first quartile for the U.S. Department of Labor s Mine Safety and Health Administration
( MSHA ) recordable injury rates for underground bituminous coal mining. These operations have also won several awards from the National
Mining Association and MSHA, including the Sentinels of Safety award in 2009 for having the mine with the most employee hours worked
without experiencing a lost-time injury.

The recently enacted Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act ) requires the disclosure of certain
information relating to citations or orders for violations of standards under the U.S. Federal Mine Safety and Health Act of 1977 (the Mine Act ).
The following disclosures respond to that legislation. While we believe the following disclosures meet the requirements of the Dodd-Frank Act,

it is possible that any rulemaking by the SEC will require disclosures to be presented in a form that differs from the following.
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Whenever MSHA believes that a violation of the Mine Act, any health or safety standard, or any regulation has occurred, it may issue a citation
which describes the violation and fixes a time within which the operator must abate the violation. In these situations, MSHA typically proposes a
civil penalty, or fine, as a result of the violation, that the operator is ordered to pay. In evaluating the below information regarding mine safety
and health, investors should take into account factors such as: (a) the number of citations and orders will vary depending on the size of a coal
mine, (b) the number of citations issued will vary from inspector to inspector and mine to mine, and (c) citations and orders can be contested and
appealed, and during that process are often reduced in severity and amount, and are sometimes dismissed.

Responding to the Dodd-Frank Act legislation, we report that, for the three months ended September 30, 2010, Sunoco Inc. s operating
subsidiaries received no written notice from MSHA of: (a) a flagrant violation under section 110(b)(2) of the Mine Act for failure to make
reasonable efforts to eliminate a known violation of a mandatory safety or health standard that substantially proximately caused, or reasonably
could have been expected to cause, death or serious bodily injury, (b) a pattern of violations of mandatory health or safety standards that are of
such nature as could have significantly and substantially contributed to the cause and effect of coal or other mine health or safety hazards under
section 104(e) of the Mine Act, or (c) the potential to have such a pattern. There were no mining-related fatalities during the three months ended
September 30, 2010.

The following table presents the additional information for Sunoco that is required by the Dodd-Frank Act for each mine during the three months
ended September 30, 2010. The mine data retrieval system maintained by MSHA may show information that is different than what is provided
herein. Any such difference may be attributed to the need to update that information on MSHA s system and/or other factors. All section
references in the table refer to provisions of the Mine Act.
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Alleged Citations, Orders and Violations and
Proposed Assessments and Legal Proceedings by Mine’
Section Total
Mine 104 Proposed
Significant Section A
- and ' 104(d) ) . ssessments
Identification Substantial Section Citations Section Section (in thousands
Citations 104(b) and 110(b)(2)  107(a) of dollars) Legal
Number Mine Name 2 Orders®  Orders* Violations® Orders® 7 Proceedings8

4406499 Dominion 7 12 2 $ 46.7 46
4406718 Dominion 26 30 32.0 5
4406748 Dominion 30 28 36.6 7
4406759 Dominion 36 28 28.7 8
4406839 Dominion 34 4 6.9 1
4407220 Dominion 44 14 2.6
4400649 Preparation Plant 2 1
4407058 Heavy Equipment Shop
4406716 Central Shop

Total 117 2 $ 1535 67

The foregoing chart does not include the following: (i) facilities which have been idle or closed unless they received a citation or order
issued by MSHA, (ii) permitted mining sites where we have not begun operations, or (iii) mines that are operated on our behalf by
contractors who hold the MSHA numbers and have the MSHA liabilities.

Alleged violations of health or safety standards that could significantly and substantially contribute to a serious injury if left unabated.
Alleged failures to totally abate a citation within the period of time specified in the citation.

Alleged unwarrantable failure (i.e., aggravated conduct constituting more than ordinary negligence) to comply with a mining safety
standard or regulation.

Alleged flagrant violations issued.

Alleged conditions or practices which could reasonably be expected to cause death or serious physical harm before such condition or
practice can be abated.

Amounts shown include assessments proposed during the three months ended September 30, 2010, on the citations and orders reflected in
this table.

Pending legal proceedings before the Federal Mine Safety and Health Review Commission ( Commission ) as of September 30, 2010. The
Commission has jurisdiction to hear not only challenges to citations, orders, and penalties but also certain complaints by miners. Each
legal action is assigned a docket number by the Commission and may have as its subject matter one or more citations, orders, penalties, or
complaints.

Item 6. Exhibits

10.1 Amended Schedule to the Forms of Indemnification Agreement.

10.2 Amended Schedule 2.1 of Deferred Compensation and Benefits Trust Agreement, by and among Sunoco, Inc., Mellon Trust of

New England, N.A. (predecessor to Bank of New York Mellon) and Towers, Perrin, Forster & Crosby, Inc.

10.3 Offer Letter with Frederick A. Henderson, dated September 2, 2010.
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Letter Agreement with Michael J. Thomson, dated September 2, 2010.

Certification Pursuant to Exchange Act Rule 13a-14(a) or Rule 15d-14(a), as Adopted Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification Pursuant to Exchange Act Rule 13a-14(a) or Rule 15d-14(a), as Adopted Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification Pursuant to Exchange Act Rule 13a-14(b) or Rule 15d-14(b) and Section 1350 of Chapter 63 of Title 18 of the United
States Code, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification Pursuant to Exchange Act Rule 13a-14(b) or Rule 15d-14(b) and Section 1350 of Chapter 63 of Title 18 of the United
States Code, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

The following financial statements from Sunoco, Inc. s Quarterly Report on Form 10-Q for the three and nine months
ended September 30, 2010, filed with the Securities and Exchange Commission on November 4, 2010, formatted in XBRL
(eXtensible Business Reporting Language): (i) the Condensed Consolidated Statements of Operations; (ii) the Condensed
Consolidated Balance Sheets; (iii) the Condensed Consolidated Statements of Cash Flows; and, (iv) the Notes to Condensed

Consolidated Financial Statements, tagged as blocks of text.

We are pleased to furnish this Form 10-Q to shareholders who request it by writing to:

Sunoco, Inc.

Investor Relations

1735 Market Street

Philadelphia,

PA 19103-7583
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SIGNATURE

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

SUNOCO, INC.

By: /s/ JOSEPH P. KROTT
Joseph P. Krott

Comptroller

(Principal Accounting Officer)
Date: November 4, 2010
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Exhibit
Amended Schedule to the Forms of Indemnification Agreement.

Amended Schedule 2.1 of Deferred Compensation and Benefits Trust Agreement, by and among Sunoco, Inc., Mellon Trust of
New England, N.A. (predecessor to Bank of New York Mellon) and Towers, Perrin, Forster & Crosby, Inc.

Offer Letter with Frederick A. Henderson, dated September 2, 2010.
Letter Agreement with Michael J. Thomson, dated September 2, 2010.

Certification Pursuant to Exchange Act Rule 13a-14(a) or Rule 15d-14(a), as Adopted Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification Pursuant to Exchange Act Rule 13a-14(a) or Rule 15d-14(a), as Adopted Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification Pursuant to Exchange Act Rule 13a-14(b) or Rule 15d-14(b) and Section 1350 of Chapter 63 of Title 18 of the United
States Code, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification Pursuant to Exchange Act Rule 13a-14(b) or Rule 15d-14(b) and Section 1350 of Chapter 63 of Title 18 of the United
States Code, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

The following financial statements from Sunoco, Inc. s Quarterly Report on Form 10-Q for the three and nine months
ended September 30, 2010, filed with the Securities and Exchange Commission on November 4, 2010, formatted in XBRL
(eXtensible Business Reporting Language): (i) the Condensed Consolidated Statements of Operations; (ii) the Condensed
Consolidated Balance Sheets; (iii) the Condensed Consolidated Statements of Cash Flows; and, (iv) the Notes to Condensed
Consolidated Financial Statements, tagged as blocks of text.
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