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PART 1
Item 1. BUSINESS

General

The operations of Kaiser Steel Corporation (the “Company”) are organized into two principal
operating groups: Coal and Fabricated Products. The Coal Group mines metallurgical and steam
coal in Utah and New Mexico at mines of the Company’s wholly-owned subsidiary, Kaiser Coal
Corporation, and markets the coal throughout the western United States and overseas. Other Coal
Group operations include the Company’s Colorado coal properties and other Company mineral
properties and development projects. The Fabricated Products Group engages in heavy steel
fabrication and erection activities, the operation of an ocean-going launch barge, the manufacture
of large diameter pipe and the operation of a bulk loading te

rminal. The Company is also actively
involved in developing its real property in Fontana, California. The coal mines, fabricating plants
and other facilities and properties of the Company and its subsidiaries are all located in the western
United States.

Markets and Operations of Industry Segments

The markets and operations of the Company’s two principal operating groups, Coal and
Fabricated Products, are described below.

Coal Group

- Coal Group General Information '

In April 1985, the Company transferred all of its Utah and New Mexico coal properties to a new
wholly-owned subsidiary, Kaiser Coal Corporation. The facilities and equipment of the operating
mines in Utah and New Mexico were in turn transferred to two subsidiaries of Kaiser Coal
Corporation, Kaiser Coal Corporation of Sunnyside and Kaiser Coal Corporation of York Canyon,
respectively. In 1985, the Company also obtained certain coal properties located in Colorado, as
discussed below.

In December 1985, Kaiser Coal Corporation acquired the Somerset coal mine complex near
Paonia, Colorado and a coal preparation plant near Wellington, Utah from United States Steel
Corporation and U. S. Steel Mining Co., Inc. At the same time, Kaiser Coal Corporation entered into
a contract to supply the requirements of high volatile metallurgical coal to United States Steel
Corporation’s G

eneva Steel Mill in Provo, Utah. The Company expects to supply 750,000 to 800,000
tons of coal per year through 1989 under this contract. The Somerset coal mine complex contains 60

million tons of recoverable high Btu, low ash, low sulfur coal. The mine, which was idled prior to the
acquisition, also includes a unit train loadout facility and mining equipment, some of which has
been relocated to Kaiser Coal Corporation’s operating mines in Utah and New Mexico. The coal

preparation plant near Wellington, Utah has a capacity of 2 million tons of clean coal per year. The
Wellington coal preparation plant is approximatel

_ ¥ 20 miles from the Company’s Sunnyside Coal -
Mine and is linked by railroad.

The Company and its subsidiaries now control coal acreage in Utah, New Mexico, and Colorado
and operate mines that produce both steam and meta

llurgical coal in Utah and New Mexico. The in-
place raw coal reserves, based on properties that have been explored, total more than 2.1 billion
tons. From these reserves, potential mining areas are estimated to contain 1.3 billion tons of
recoverable coal (the in-pla

4 ce tonnage that can be recovered using existing mining techniques
without regard to economic conside
losses). Of thig amount, approxim

rations, discounted to reflect mining losses and any washing
ately 160 million tons (12 percent) are currently “assigned”
(reserves which can be mined on t

€ he basis of current mining practices using existing or planned
Mine s_ha.fts and plant facilities) and the remaining 1,140 million tons (88 percent) are currently

unassigned” (reserves which would require additional mine development before operations could
€gin with respect thereto). The Company believes that all of these reserves have potential for sale
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to the steam coal market and that a substantial portion of the reserves can be upgraded, by
washing, for sale in the metallurgical coal market. Kaiser Coal Corporation and its subsidiaries also
have approximately 200,000 acres of land in New Mexico that have not been explored.

In February 1986, Cottonwood Canyon Land Company, a wholly-owned subsidiary of the Com-
pany, acquired approximately 31,000 acres of undeveloped property in Colorado (the “Cottonwood
Property”). For additional information regarding the purchase of the Cottonwood Property and
certain liens and options with respect thereto, see Note E to the Consolidated Financial Statements.

In April 1985, the Company acquired certain Colorado coal properties and coal supply contracts
pursuant to an exchange agreement between the Company and a joint venture (the “Perma/Frates
Joint Venture”) between a group led by Perma Resources Corporation (an affiliate of Perma Pacific, Inc.
which owns all the Common Stock of the Company) (the “Perma Group”) and a group led byJ.A.Frates
of Tulsa, Oklahoma (the “Frates Group”). The acquired Colorado coal properties have proven reserves
and probable reserves of over 255 million tons of recoverable coal and two permitted but currently idle
mining operations. The property was acquired through the exchange of surplus real estate and a
structural fabricating plant located at Fontana, California, with an aggregate assigned fair value of
$45 million, a $5 million note receivable from the sale of Kaiser Pipe and Casing, Inc. and $5 million in
cash. In connection with the exchange, the Company also repaid approximately $12 million and
assumed approximately $11 million of debt associated with the Colorado coal properties. The exchange
was approved in accordance with the procedures for approval of transactions with holders of the
Company’s Common Stock set forth in the Company’s Certificate of Incorporation.

Prior to the Perma Group’s and the Frates Group’s acquisition of the Company’s Common
Stock in connection with a merger in 1984, the Perma Group and Southwestern Public Service
Company, an interstate public utility (“SPS”), entered into agreements (the “SPS Agreement”). The
SPS Agreement provided that SPS would enter into a long-term coal supply contract with either the
Company or the Perma/Frates Joint Venture and would assist in the furtherance of the Company’s

the supply of coal to SPS’ planned electric power generating facility to be constructed in Texas. In
1985, SPS was denied approval by the Texas Public Utility Commission of a Notice of Intent (a
necessary step to obtaining a Certificate of Convenience and Necessity to proceed with construction

contract to assist SPS in reapplying for the Notice of Intent. Recently, however, SPS notified the
Company that although it worked vigorously to enable a reversal of the denial of the Notice of
Intent, it had determined that it would be unable to proceed with construction of the facility within
the time frame contemplated by the agreements. Due to the denial of SPS’ Notice of Intent for the
facility, the Company is presently discussing with SPS changes in the agreements, including
possible amendments with respect to SPS’ interests in the New Mexico and Colorado coal properties
and/or the possible substitution of new fuel supply agreements for other facilities. The parties have
also extended certain performance dates under the agreements, including the extension of the last
date for the exercise of the first purchase option to the end of August 1986.

Coal Group Operations

.Kaiser Coal Corporation and its subsidiaries operate two coal mines in northeastern New
Mexico’s Rat

on Basin. The underground mine uses the longwall mining technique, while the surface

2




y coal leases known as the North Leases
the South Leases and the B Canyon Leases.

The coal mines in Utah and New Mexico are currently capable of producing up to 5.0 million
tons of coal annually, depending upon the mix of steam and metallurgical coal.
The Company first acquired coal reserves at Raton and Su
] supply the Fontana steelworks with metallurgical grade co
! Fontana steel mill ceased with the shutdown of the Compan

Mining Corporation, a member of the Perma Group,
marketed the coal production of the Company. Sales to outside customers of $97.2 million in 1985 were a
record high exceeding the previous record set in 1984 by $24.8 million. Production company-wide also
reached record levels. The Raton mines produced nearly 2 million tons of coal in 1985 compared with 1.6
million tons of coal in 1984, while the Sunnyside Mine, which is the oldest continuously operated
underground coal mine west of the Mississippi River, produced nearly 1.5 million tons of coal in 1985
~compared with 0.7 million tons of coal in 1984, It is anticipated that production and sales in 1986 will
: exceed 1985 levels. For additional information

regarding the Perma Group’s management of the

Company’s coal operations, see Note E to the Consolidated Financial Statements.

In April 1985, the Company established a management and planning group under the name

Kaiser Power to develop electrical and thermal cogeneration projects at the Company’s coal mines
and elsewhere. Plans are und

erway to develop cogeneration facilities at Kaiser Coal Corporation’s
Sunnyside Mine and York Canyon Mine.

nnyside in 1955 and 1942, respectively, to
king coal. In 1982 coal shipments to the
¥’s coke ovens. Since April 1, 1984, Perma
has managed the coal and mineral reserves and

In 1985, the Company and Perma Resources Corporation joined with SPS to study the feasibili-
; ty of transporting coal in a pipeline slurry of coal and liquified carbon dioxide. A research project
: slurry line has been constructed and is in the startup and testing phase at SPS’ coal-fueled plant
near Amarillo, Texas. The Company spent $2.2 million on this project in 1985.

Results of the Coal Group for the years ended December 31, 1985, 1984 and 1983 are as follows

; Results of Coal Group

i 1985 1984 1983
% (millions of dollars)

B Netsales $972 $724 § 434
% Operating earnings (loss):

§ Kaiser Coal Corporation and its subsidiaries .. ... . .. .. $103 3 50 $ (75)
i ther operations ... T T (7.3)

{ $ 30 $ 50 $ (75
i Shioments 000snettonsy .. 3294 2163 1,074

i roduction (000s net tons) ... 3,599 2358 939

3




¢ e R ) e S s e

.- P L,
iR TR o K RRRR ) AR
AL s i

SADAR e el 3 e

s A

Coal Group Market

Both the world-wide and the domestic coal markets remained depressed in 1985. However,
despite the adverse market conditio i
for 1985. Coal sales for 1985 were $97.2 million on ship
sales in 1984 of $72.4 million on shipments of 2.2 million tons. _
The Company sells coal primarily in the southwestern United States. Most of the Company’s
sales in 1985 were to the utility an

d cement industries, but the Company also sold significant
amounts of coal to the steel, coppe

r and chemical industries. During both 1984 and 1985 the
Company was the largest supplier of coal to the western cem i

985 were to its three largest customers. The
hat the drop in oil prices during early 1986,

if sustained, will have an adverse
particularly on sales to the cement industry.
The Company believes that the quality of its reserves and reduced costs of production combined
with transportation advantages stemming from the location of its mines and their proximity to rail
transportation places the Company in an advantageous position with respect to its competition.
For further information regarding the properties, facilities and operations of the Coal Group,
see “Item 2. Properties.”

impact on coal prices,

Fabricated Products Group

Fabricated Products Group General Information

The Fabricated Products Group engages in heavy steel fabrication and erection activities, the
manufacture of large diameter pipe, the operation of a bulk loading facility, the operation of an
ocean-going launch barge for transporting and launching deepwater offshore oil platform jackets,
and the design and manufacture of pipe making equipment. Heavy steel fabrication operations are

, California and Fontana, California. The

the Company’s pipe mill in Napa, California. The Company’s
versatile bulk loading and unloading

facility is operated through its subsidiary, Kaiser Internation-
al Corporation, at the Port of Los Angeles.

During the fourth quarter of 1985, the Company restructured the Fabricated Products Group
into five business units in an on-going effort to reduce administrative and overhead costs and
improve operations. The restructuring and accompanying force reductions were based on recom-
mendations from outside management consultants. In March 1986, the Company announced that it
will temporarily suspend operations at its Napa

fabricating plant upon completion of those projects
r contract. The Napa Pipe

Mill will continue to operate. The Company is continuing to
study further steps to improve operating results.

Fabricated Products Group Operations
~ The Compan
In 1985, compare

v’s fabricating plant in Napa, California operated at less than one-
The Fontana st

d to approximately one-third its capacity in 1984 and one-
ructural and plate fabricating plants operated at only a

] hout the year. The Vallejo Marine Assembly Yard operated at approximately one-
quarter its capacity in 1985, compared to over three quarters its capacity in

h _ 1984 and 1983. The large
diameter Pipe mill in Napa, California operated at approximately one-quarter its capacity in 1985
compared to less than one-tenth of its capacity in 1984 and in 1983

half its capacity
half its capacity in 1983.
small fraction of their

| Kaiser International Corporation, a subsidiary of the Company, operates a versatile bulk
oading and unloading facility in the Port of Los Angeles under an agreement that runs through
1993, During 1985, Kaiser International Corporation generated pretax earnings of $2.2 million on
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l’will continue to be weak in the near future. The

revenues of $10.2 million. The facility handled 1.9 million tons of exported and imported bulk
products in 1985 including most of the coal exported from the West Coast. Products loaded and
unloaded include metallurgical coal, steam coal, petroleum coke, coke breeze, steel scrap, pig iron,
cement clinker, copper concentrates and copper slag. Annual capacity at the facility is in excess of 3
million tons. Total volume for 1986 is expected to be comparable to total volume for 1985.

Results of the Fabricated Products Group for the years ended December 31, 1985, 1984 and 1983
are as follows:

Results of Fabricated Products Group

1985 1984 1983
) (millions of dollars)
Netsales............ ... . . . . . . $1233 $ 789 $94.0

....................................................... $(11.3) $(12.0) $(6.6)

Major Products—Fabricated Products Group
(Percent of Net Sales)

1985 1984 1983
Large diameter pipe ... ....... ... . .. . ... ... .. L 4% 25% 19%
Energy-related fabrications and launch barge. ... .. .. .. . 28 27 61
Fabricated water pipe..... . .. .. ... .. . .. . . o 6 15 4
Pipe mill equipment and other heavy fabrications. ...... .. .. . . 14 21 16
Kaiser International Corporation .. .. .. ... . . . . Ty 8 12
Total

........................................................ 100% 100% 100%

For additional financial information about results of the Fabricated Products Group, see Note P
to the Consolidated Financial Statements.

Fabricated Products Group Markets

As one of the principal steel fabricators on the West Coast, the Company sells most of its

fabricated products and field construction and installation services to customers in the western
United States.

Adverse market conditions combined with intensified foreign competition in the market for
offshore oil platforms and related work constrained prices and operating results during 1985 and are
expected to continue throughout 1986. The Company has taken action on a number of fronts against the
strong competition from foreign sources on fabricated components for offshore platforms. The actions
include the filing jointly with the International Brotherhood of Boilermakers of Antidumping Peti-
tions against Korea and Japan and Countervailing Duties Petitions against Korea and lending support
to legislative activity requiring domestic content to be used in offshore platforms in U.S. waters.
Additionally, efforts to increase competitiveness have been made with the labor force as discussed
Eelow under “Collective Bargaining Agreements” and in the restructuring of the Fabricated Products

roup as dis

cussed above. The Company is unable to predict the outcome or impact of such petitions
and legislative activ

! ity. Management believes that the market for energy related products of the
Fabricated Products Group and the market for the sale of unused energy-related assets of the Group

i Company has temporarily suspended operations at
tertain of its facilities and is continuing to study further steps to improve operating results.

~ The Company’s large diameter pipe mill at Napa, California which services customers nationwide
s one of only four operating mills in the country capable of producing large diameter submerged are-
*elded pipe, Shipments of pipe during 1985 of over 89,000 tons increased significantly over shipments of
?’“Y 28,0Q0 tonsin 1984. In 1985, the Company completed orders from All American Pipeline Company
R ‘:’)Jf'* portion of the California section of the project and from Northern Engineering for a CO, pipeline
4

ectin Texas foran aggregate total of 44,100 tons. To date the Company has no such large orders and
Insequently expects total pipe sales for 1986 to be less than in 1985.
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The Company has a long-term lease for a 700-foot ocean-going launch barge capable of loading
out, transporting and launching deepwater offshore oil platform jackets. It is the largest of only five
in the world capable of handling large, deep-water jackets. The launch barge was utilized during the
second quarter of 1985 to tow the jacket for the Texaco offshore drilling platform Harvest. The
launch barge is presently being outfitted for another tow in 1986. The Company is actively
marketing the services of the launch barge internationally.

During 1985, a joint venture between the Company and Gulf Marine Fabricators, Inc., a
subsidiary of Peter Kiewit Sons, Inc., was awarded the contract to fabricate, transport and install
the jacket section of Shell Offshore, Inc.’s platform Bullwinkle which when installed in the Gulf of
Mexico will be the largest off-shore platform in the world. The jacket will be fabricated and
assembled at a leased yard near Corpus Christi, Texas. In addition, in 1985 the Company was
awarded the fabrication and assembly of the topside facilities (decks) for Chevron’s Hidalgo
platform to be installed offshore near Southern California. The Hidalgo decks are scheduled to be
delivered by the middle of 1986. The Endicott Project for the fabrication of steel skid bases for
SOHIO to support buildings on the Alaskan North Slope permafrost commenced in 1985 with

assembly at the Company’s Vallejo Yard and a customer furnished yard in New Iberia, Louisiana to
be completed during the first quarter of 1986.

The markets for heavy fabrication, fabricated water pipe, and pipe mill equipment remained
depressed in 1985. Despite the depressed market, projects completed during 1985 include a large pipe
order for the East Bay Municipal Utilities District, the Boulder Highway Interchange in Las Vegas,
Nevada, and various government and defense-related work.

For further information regarding the properties, facilities and operations of the Fabricated
Products Group, see “Item 2. Properties.”

Real Estate

The Company is engaged in efforts to develop or sell its 940 acres of real property in the Fontana
area and certain other property which the Company has under option. The Company is undertaking to
develop such property as an industrial park, sell it, or enter into another arrangement, such as a joint
venture, for the development of the property. The Company and URS Corporation have reached an
agreement in principle to form a venture to develop certain property and water rights and related
assets of the Company at Fontana and Eagle Mountain, California, and utilize them as the basis for new
businesses in land development, water, cogeneration and waste management. The Company’s interest

in the venture is to be determined by independent appraisals, currently in process, and structured
based on advice of independent investment bankers.

In the third quarter of 1985, the Company sold the land and buildings of a former subsidiary in
Vernon, California, for $4.8 million in cash and sold certain land in Montebello, California for $1.5
million in cash..In January 1985, the Company sold undeveloped land south of Fontana for $4 million.

The Company is in the process of selling and simultaneously leasing back its corporate office
complex located on 42 acres in the Fontana area to an affiliate of Altair Investment Company. Under
the terms of the proposed agreement, the sales price is to be $4.5 million, payable in cash at closing,
and the lease is to be for a period of 10 years with an option to renew for a second 10 year period.
The initial lease rental is to be $45,000 per month. The Company is to receive an option to
repurchase the property either 15 or 18 months from closing. The Company and Altair Investment
Company are currently finalizing the terms of the agreement.

~In addition to the property the Company owns directly, the Company also has a 46 percent
Interest in companies that own 3,618 acres of land in the Fontana area.

In September 1985, the Company acquired an option from Perma Pacific Properties (an affiliate
of Perma Pacific, Inc. which owns all the Common Stock of the Coinpany) to purchase approximate-
ly 240 acres of real property in the Fontana area, including the Fontana Structural Fabricating
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Plant (the “West End Option Property”). The property was transferred to the Perma/Frates Joint
Venture in April 1985 in connection with the exchange with the Perma/Frates Joint Venture,
described above. Upon the Perma Group’s purchase of the Frates Group’s interest in the
Perma/Frates Joint Venture, the West End Option Property was transferred to Perma Pacific
Properties, which in turn leased the West End Option Property back to the Company. The acquisi-
tion of the property pursuant to the option will provide improved access to the Company’s other
property in the Fontana area and enhance the development of the Company’s property as an
industrial park. The property to be acquired has an aggregate value of approximately $21 million
and would be purchased through the exchange of certain of the Company’s other property in the
Fontana area and the payment of cash or assumption of debt. In January 1986, the option was
extended to December 31, 1986. For further information regarding the option, see Note E to the
Consolidated Financial Statements.

Discontinued Operations

The Company discontinued its steelmaking and steel finishing operations at Fontana,
California in late 1983. During the third quarter of 1984, the Company sold substantially all of its
steel finishing facilities and certain of the Company’s land at Fontana, California to California Steel
Industries, Inc. The proceeds from the sale consisted of $25 million in cash and an $85 million
interest bearing note which was paid in August 1985 at a discount of $5 million. Under the terms of
the sale, a suit filed against the Company by Companhia Vale do Rio Doce (“CVRD”) of Brazil
alleging breach of a long-term contract to purchase iron-ore pellets was dismissed.

During the third quarter of 1985, the Company sold all the assets of its wholly-owned subsidi-
ary, Kaiser Steel Tubing, Inc., for $6.5 million in cash, two promissory notes payable in the
aggregate principal amount of $7.5 million, and convertible preferred stock of the company purchas-
ing the real property and equipment. Also in the third quarter of 1985, the Company sold the land
and building of a former subsidiary in Vernon, California for $4.8 million in cash.

The Company intends to actively market the remaining assets of its discontinued steel mill,
including inventories, machinery and equipment and surplus real estate.

Environmental Considerations

In preparation for the discontinuance of steelmaking at the Fontana steelworks in 1983, the
Company undertook an evaluation of the effects of the discontinuance on future environmental
compliance. Under certain conditions, federal and state programs relating to water quality and
waste disposal could impose continuing obligations on the Company for the costs of remedial
actions. In the following discussion, facts are presented which could ultimately result in the
Company’s exposure to significant liabilities for such remedial actions.

Water Quality. There are four operable water wells located on the Company’s property in
Fontana. Periodic tests of water quality in these wells have over time shown varying concentrations
of total dissolved solids. In 1983, the Company began a well testing and groundwater evaluation
Program to determine the nature and extent of total dissolved solids in the groundwater. Initial
testing on the Company’s wells indicated elevated salinity in some of the wells. In June 1983, the
Company entered into an agreement with an engineering consuiting firm to do additional well
testing and to undertake a computer modeling study of the groundwater underlying the Fontana
facility. The report from the engineering consulting firm received in December 1983 confirmed high
salinity in certain areas below the plant site. The report also concluded that it is likely that the
Company’s steelmaking operations over the years contributed to the observed levels of salinity.

The report proposed that additional work be undertaken which would include the following: (1)
refine the computer modeling study, (2) conduct soil and groundwater sampling and testing, and (3)
evaluate the findings of the study and, if warranted, propose alternative remedial actions. This work
Wwas completed in March 1986. It indicates the presence in one well of an organic compound in
concentrations slightly above the state action level but not in concentrations exceeding established
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irinking water standards or other federal limits. A report recommending the methodology for
further studies has been submitted to the staff of the California Regional Water Quality Control
Board—Santa Ana Region. The Company also advised members of the Chino Basin Watermaster

Appropriator’s Pool Committee, a committee comprised of representatives of local cities and water
companies, of the potential groundwater problem.

The Company cannot now estimate with any degree of certainty the magnitude of the potential
liability, if any, on account of the groundwater situation.

Waste Handling and Disposal. Since the inception of operations in 1942, a number of facilities
have existed at the Fontana steelworks which, over the past 40 years, could have contained
substances currently defined as hazardous by federal and California regulations. Steelmaking, coke
production and ancillary by-products generation inherently involve the presence of certain com-
pounds and elemental materials which may fall within the definition of “hazardous.” However, until
more is known about releases at the Fontana steelworks, no firm conclusions can be drawn. An
engineering consultant has been retained to recommend a program of assessment of various sites on
the former steel mill property in order to determine whether remedial actions may be required. The

consultant’s recommendation on a program of assessment has been submitted to regulatory author-
ities for evaluation and comment.

If subsequent studies reveal releases of hazardous substances from the steelworks in violation
of state or federal standards, and agencies take enforcement action, the Company could be held
liable for remedial costs. Due to the large number of uncertainties, the Company is not now in a
position to accurately estimate its exposure to liability, if any.

Order Backlog

The consolidated order backlog at December 31, 1985 was $584.8 million, of which the coal
backlog represented $544.1 million. Approximately $453.0 million of the backlog represents coal
orders which are not expected to be filled within one year. The consolidated order backlog at
December 31, 1984 was $554.4 million.

Employees

As of December 31, 1985, the Company had a total of 1,564 active employees. This compares
with a total of 1,998 active employees at year-end 1984 and 2,962 active employees at year-end 1983.
As of December 31, 1985, the Company also had a total of 392 employees on layoff status, 30 percent
of whom were on permanent layoff status from the Fontana steelworks. Approximately 130 em-

ployees will be affected by the temporary suspension of operations of the Napa fabricating plant
announced in March 1986.

Collective Bargaining Agreements

Approximately 75 percent of the Company’s employees are represented by labor unions and are

covered by various collective bargaining agreements. Significant collective bargaining developments
during 1985 included the following:

(1) In May 1984, the Company initiated discussions with the United Steelworkers of
America concerning the health benefits insurance program for Fontana steel mill retirees. On
September 14, 1984, after extensive negotiations, the parties signed a Memorandum of Under- -
standing which provides for the following: 1) the opportunity for lifetime health benefit
Ccoverage, on a modified basis, for those retirees who elect to participate (the “Program of
Continuing Coverage”) and 2) an earnings sharing program which, depending on the Company’s
future profitability, will be used to fund a trust to provide future health benefit coverage.
Effective January 1, 1985, the Company discontinued paying for retirees’ benefits at the level
provided under the prior program and the Program of Continuing Coverage commenced for
those retirees who elected to participate. As an alternative to participation in the Program of
Continuing Coverage, the Company made a lump-sum buyout offer to those retirees who

8
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.etwrred 1o receive a cash settlement rather than future health benefit coverage. The lump-
- = :;vout payment of approximately $18 million was made on April 3, 1985. Pursuant to the
‘r.eandum of Understanding, in December 1985 the Company contributed its Cushenbury
_.mestone Mine, valued at approximately $15.2 million, to a trust, the proceeds of which are
- sirinuted to a qualified trust for the benefit of the retired steelworkers.

2+ In July 1985, the Company implemented a Gainsharing Plan covering approximately
..« employees at its Vallejo, California marine assembly yard. Under the terms of the plan, the
<~ven unions which represent employees at the Vallejo marine assembly yard agreed to wage
~~tuctions of approximately $3.00 per hour in return for the opportunity to share in cost
-avinws accomplished through improved productivity and conservation of tools and materials.
The tirst payments to employees under the Plan, which amounted to approximately 46 cents per
~our pald, were made on December 29, 1985.

¢3) In March 1985, the Company consolidated its Fontana Structural Fabricating Plant and
s Fontana Plate Fabricating Plant. Prior to the consolidation, employees at the Structural
“abricating Plant were represented by the United Steelworkers of America and employees at
‘ne Plate Fabricating Plant were represented by the International Brotherhood of
Zotlermakers. After the consolidation, the National Labor Relations Board ruled that a single
sargaining unit, including all hourly employees of the consolidated facility, was appropriate.
‘An election to determine which union will represent the employees in the consolidated facility
w1t probably be held during the first half of 1986. As of December 31, 1985 there were 86 active
_hourly employees in the consolidated facility. :

t4) The collective bargaining agreement between the Company and the eight unions
representing the hourly employees at the Company’s Napa pipe mill and fabrieating plant
expired in July 1985. A new agreement, which provides for wage and benefit reductions and
work practice efficiencies, all of which will reduce the Company’s labor costs at the Napa
facilities by approximately $4.50 per hour, was reached between the Company and the eight
unions. The new agreement will remain in effect until October 31, 1988 with no general wage
increases to take effect during that period.

Executive Offices

The principal executive office of the Company is at Fontana, California, where its address is

3400 Cherry Avenue, P. O. Box 5050, Fontana, California 92335, and its telephone number is (714)
350-5199. '

Perma Pacific, Inc. Acquisition of the Common Stock

On April 2, 1985, Perma Pacific, Inc., a Delaware corporation (“Perma Pacific”), acquired all the
outstanding Common Stock of the Company. Perma Pacific is controlled by Monty H. Rial, Eustace
H. Winn, Jr. and Charles S. MeNeil. Perma Pacific acquired the Common Stock pursuant to a
Restated Joint Venture and Option Agreement, dated August 15, 1984, as amended, between the
Perma Group and the Frates Group. The Frates Group had acquired all the Common Stock of the
C_°mpany on February 29, 1984 pursuant to the merger on that date of Kaiser Acquisition Corpora-
tion (“KAC”) into the Company (the “Merger”). Under the terms of the Restated Joint Venture and
Option Agreement, all the Common Stock of the Company was deemed equitably owned since the
Merger by the Perma/Frates Joint Venture. The Perma Group acquired an option under the
Restated Joint Venture and Option Agreement to acquire all the Frates Group’s interest in the
Perma/Frates Joint Venture. The Perma Group exercised the option on December 28, 1984, and the
acquisition was consummated on April 2, 1985. Immediately following the acquisition, the three
Mmembers of the Board of Directors elected as representatives of the Frates Group resigned.
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item 2. PROPERTIES

Fuilowing is a description of the principal facilities of the Company. For additional informa-
.00, see “Item 1. Business.”

ol Group

New Mexico

Kaiser Coal Corporation and its subsidiaries mine high-volatile,
high-Btu coal, with an average sulfur content of approximately
0.5 percent, through both surface and underground methods near
Raton, New Mexico. The Company’s underground mine at York
Canyon was idled in March 1986 and has been replaced by the
Cimarron deep mine, also at York Canyon. The Company current-
ly expects that the first longwall in the Cimarron deep mine will
be operational in April 1986. The Company. anticipates that the
mines will be capable of producing over 3.0 million tons of coal
annually. A coal preparation plant at the mines has a 1.5 million
ton capacity. The operating mines, including the Cimarron deep
mine, have proven reserves and probable reserves of approxi-
mately 66 million tons of recoverable coal located on almost
15,000 acres owned or leased by Kaiser Coal Corporation and its
subsidiaries. The long-term lease of 4,125 acres, including approx-
imately 2,400 acres comprised of coal-bearing lands, is from pri-
vate interests and continues as long as exploration or operations
are conducted on any part of the leased property.

In addition to the reserves of the operating mines, Kaiser Coal
Corporation and its subsidiaries also control proven reserves and
probable reserves aggregating approximately 648 million tons of

recoverable coal on more than 600,000 acres comprised of fee land,
coal rights and leased land. '

Total proven reserves and probable reserves in the Raton area are
approximately 714 million tons of recoverable coal.

Agreements with SPS and Associated Southern Investment Com-
pany provide for options to acquire or exchange property for
interests in coal properties located in New Mexico and Colorado.
For additional information, see “Item 1. Business, Coal Group

General Information” and Note E to the Consolidated Financial
Statements. :

Kaiser Coal Corporation and its subsidiaries mine high-volatile,
high-Btu, low-ash coal, with an average sulfur content of less
than 0.7 percent, through underground methods at Sunnyside,
Utah. The mine is presently capable of mining 2.0 million tons of
coal annually. A coal preparation plant with a 2.0 million ton
annual capacity is located at the mine. A coal wash plant near
Wellington, Utah with an annual capacity of 2.0 million tons was
acquired in 1985. The operating mine has proven reserves and
probable reserves of approximately 32 million tons of recoverable
coal located on 13,000 acres owned or held under county, state or
federal leases. The federal leases are subject to the Federal Coal
Leasing Act Amendments of 1976, which impose certain require-
ments regarding development and operation of the properties as a

10



Colorado ...... ..

Fabreateq Products Group

Napa Fabricating Plant

condition to continuation of such leases and obtaining new leases
in the future. :

In addition to the reserves of the operating mines, Kaiser Coal
Corporation and its subsidiaries control proven reserves and
probable reserves in Carbon and Emery counties of approximate-
ly 233 million tons of recoverable coal on over 20,000 acres of land
held under federal or state leases and about 9,000 acres of coal
rights.

Total proven reserves and probable reserves in Utah are approxi-
mately 265 million tons of recoverable coal.

The Company’s Colorado coal properties are all in southern
Colorado and include the Chimney Rock Coal Mine in Archuleta
County, Colorado. The mine, which was capable of producing
approximately 0.4 million tons annually, was idled in July 1985.
The mine has proven reserves and probable reserves of approxi-
mately 2.1 million tons of recoverable coal.

In December 1985, Kaiser Coal Corporation acquired the Somer-
set coal mine complex near Paonia, Colorado having proven
reserves and probable reserves of 60 million tons of recoverable
coal. This coal mine complex was idled prior to the acquisition.

In addition to the reserves of the Chimney Rock coal mine and the
Somerset mine, the Company controls proven reserves and proba-
ble reserves of approximately 255 million tons of recoverable coal
on 60,000 acres either owned or leased by the Company. Two of
these reserves are currently permitted for immediate mining
operations when marketing conditions dictate.

In February 1986, Cottonwood Canyon Land Company, a wholly-
owned subsidiary of the Company, acquired approximately 31,000
acres of undeveloped property in Colorado. For additional infor-
mation regarding the purchase of the Cottonwood Property and
certain liens and options with respect thereto, see Note E to the
Consolidated Financial Statements.

Total proven reserves and probable reserves in Colorado are
approximately 317 million tons of recoverable coal.

Agreements with SPS and Associated Southern Investment Com-
pany provide for options to acquire or exchange property for
interests in coal properties located in Colorado and New Mexico.
For more information, see “Item 1. Business, Coal Group General
Information” and Note E to the Consolidated Financial State-
ments.

The plant, located on a 160 acre site on the navigable Napa River
with access to the San Francisco Bay, has approximately 480,000
square feet of buildings, overhead crane systems, four permanent
drydocks and 620 lineal feet of seawall. In March 1986, the Com-
Pany announced that the Napa Fabricating Plant would be idled
upon the completion of the work then in process.

11




Vailejo Marine Assembly
Yard

Terminal Island Marine
Assembly Yard

Los Angeles Harbor Bulk
Loading Terminal
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F:eca-a ~abricating Plants .

The pipe mill located at Napa is one of only four operating mills
in the country capable of producing large diameter submerged
arc-welded pipe. The pipe mill also has double-ending and coating
capabilities. It can produce 25 miles of large-diameter pipe per
week, or more than 350,000 to 400,000 tons of pipe per year,

depending upon product mix.

The Fontana Plate Fabricating Plant is on a 67 acre site in the
Fontana area and is equipped to manufacture heavy plate
fabrications including pressure vessels, penstock, manifolds and
large diameter water pipe.

The Fontana Structural Fabricating Plant is on a 98 acre site and
has been used for the fabrication of girders, beams and special
fabrications for marine and general .uses. In April 1985, the
Company transferred the Fabricating Shop to the Perma/Frates
Joint Venture. Upon the Perma Group’s purchase of the Frates
Group’s interest in the Perma/Frates Joint Venture, the Fontana
Structural Fabricating Plant was transferred to Perma Pacific
Properties which, in turn leased the Fontana Structural Fabricat-
ing Plant back to the Company. In September 1985 the Company
entered into an option to acquire the Fontana Structural Fabri-
cating Plant. This option expires on December 31, 1986. For more
information regarding the option, see “Item 1. Business, Real
Estate.” The Fontana Structural Fabricating Plant was vacated
in April 1985 when the Fontana fabricating operations were
consolidated into the Fontana Plate Shop.

This assembly yard has a 500 foot long deep draft seawall on its
40 acre site in Vallejo, California and deepwater access inland or
to sea. The yard is used for assembly and shipment of large
marine structures.

This 48 acre parcel in the Los Angeles Harbor, which the Com-
pany leased in 1983, is designed to be used for assembly of
offshore oil and gas exploration and production platforms. Ap-
proximately five acres of the site were sublet during 1985.

The Company has a lease through 1993 for the operation of a bulk
loading terminal at Los Angeles Harbor for the importing and
exporting of coal, péetroleum coke, steel scrap and other bulk
products. The bulk loading facility is operated by a wholly-owned
subsidiary, Kaiser International Corporation.

The Company has a long-term lease for a 700-foot ocean-going
launch barge capable of loading out, transporting and launching
deepwater offshore oil platform jackets. It is the largest of only
five in the world capable of handling large, deep-water jackets.

12
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i eyl e Assets

“oroorate Office Buildings ... The Company’s administrative offices are on approximately 42

o acres of land near Fontana, California. The administrative offices
are housed in five office buildings with 101,000 square feet of floor
space, but only a portion of such property is now in use. In
addition, there are 6 support buildings with 50,000 square feet of
floor space. The Company is currently finalizing the terms of a
sale-leaseback of the Corporate Office Buildings. For additional
information, see “Item 1. Business, Real Estate.”

[hscontinued Operations

Tsgie Mountain Iron Ore The Eagle Mountain iron ore mine, located 150 miles east of
YMine L. Fontana, was shut down in 1981. The Company has patented and
unpatented mining claims on approximately 9,000 acres. Facili-
ties and equipment include ore crushing and separating systems,
a pelletizing plant, and heavy mobile equipment, most of which is

held for sale.

Fontana Real Estate and In addition to the Corporate Office Building complex described
Facilities. ... ... . above, the Company owns approximately 900 acres of real estate
near Fontana, California as well as certain facilities including
raw materials blending and storage facilities, foundry, storage
facilities, water treatment facilities, and a blast furnace. In addi-
tion, the Company has an option to acquire an additional 240

acres. See “Item 1. Business, Real Estate.”

The Company and URS Corporation have reached an agreement
in principle to form a venture to develop the Fontana real estate
and facilities, the Eagle Mountain Iron Ore Mine and certain
other properties upon which the Company has an option. For
additional information, see “Item 1. Business, Real Estate.”

For information regarding certain encumbrances upon the Company’s properties under its loan

and credit agreements, see “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations.”

Item 3. LEGAL PROCEEDINGS

In May 1983, Union Carbide Corporation filed a suit against the Company in the United States
Distriet Court for the Central District of California alleging breach of a contract for the supply of
Oxygen, nitrogen and hydrogen to the Fontana steelworks. The amount currently at issue is
approximately $16 million. In December 1985, the parties tentatively settled this action. Under the
terms of the proposed settlement, the Company would pay Union Carbide Corporation a total of $12
million payable in forty quarterly installments plus interest.

The Company is named, along with many other defendants, in approximately 208 asbestos
cases. These cases generally allege either exposure to asbestos during employment with a shipyard
which was an alleged corporate predecessor to the Company, exposure elsewhere to asbestos
Materials incorporated in ships produced at the shipyard, or that the Company or its alleged
Pl‘edecessor was a manufacturer of asbestos or asbestos containing materials. Recovery is sought
10r unspecified general and punitive damages. Most of the complaints are so vague that the
allegations against the Company cannot be ascertained. The amount of the Company’s exposure is
uncertain at this time. No trial is expected in the near future.

13



: ‘«r and November 1983, and February 1984, suits were filed against the Company, its
. «se=2 urectors, the Perma Group, the Frates Group, a shareholder group led by Irwin L.
#s '-e “Jacobs Group”), and several others in connection with an option agreement (the
#igeera +on Agreement”) entered into by the Company with the Jacobs Group. The Jacobs
¥t un oovement provided, among other things, that the Company would purchase from the
Jaesem .0 0, for a purchase price of approximately $14.5 million, an option to purchase, and under

==ty var Common Stock held by the Jacobs Group. Separate complaints were filed in the
£a.7 r~a ~uperior Court for Los Angeles County as purported class actions on behalf of all
waws s cers other than the Jacobs Group by Edith Citron, Fanny Minsky, Herbert R. Behrens,
% i~ L.sker, Robert N. Kaplan, P.C. and William Steiner. Plaintiffs seek injunctive relief and
szoe et damages (including exemplary damages of $100 million) and allege, among other things,
-=tional and negligent breach of fiduciary duties by the Company’s directors in connection
#2132 ne reincorporation in Delaware, the Merger, the Jacobs Option Agreement, the Company’s
© arrargements with First Boston Corporation and certain other matters; (b) abuse of control and
v to abuse control by the defendant directors and members of the Jacobs Group; (c)
-#tentonun and negligent breach of fiduciary duties by members of the Perma Group and the Frates
fer=: i1 conspiracy to breach fiduciary duties by all defendants (e) various federal securities law
sw=ations 0v the Company and the directors in connection with disclosures in the Company’s
Jecrmuer Y, 1983 Prospectus and Proxy Statement; and (f) interference with prospective economic
sivaniage by all defendants.

EieRall DN

o

n Slay 13, 1985, Kaiser Coal Corporation filed a Petition seeking modification of a Mine Safety
=2 leaith Administration (“MSHA”) Mandatory Safety Standard as applied to Kaiser Coal
Corsoration’s Cimarron underground mine located in Colfax County, New Mexico. The modification
w=::¢ nermit Kaiser Coal Corporation to continue the use of two-entry longwall systems in the
=:ize. Un July 2, 1985, Kaiser Coal Corporation also requested that interim relief from the
A pucation of the subject safety standard be granted while MSHA considered the above-referenced
Yeu:tion. Following a MSHA mine investigation and notwithstanding the objections of the United
3::# Workers of America (“UMWA”), on September 27, 1985, Kaiser Coal Corporation was granted
t2e interim relief requested. UMWA thereafter demanded a review of MSHA’s decision, and on
February 21, 1986, the decision granting such interim relief was upheld. Meanwhile, on January 30,
1386, MSHA rendered its decision granting Kaiser Coal Corporation’s Petition and ordering the
requested modification to the subject safety standard as applied to specified sections of Kaiser Coal
Corporation’s Cimarron mine. In March 1986, UMWA appealed the MSHA decision.

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

) ldNo matters were submitted during the fourth quarter of the 1985 fiscal year to a vote of security
=olders,

s e RO
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PART II

ftem 3. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED
SsTOCKHOLDER MATTERS

= April 2, 1985, Perma Pacific, an affiliate of the Perma Group, acquired all of the Company’s
;eesentiy outstanding Common Stock. No public trading market exists for the Common Stock. As of
;u:m 25. 1986, Perma Pacific was the sole holder of record of the Company’s Common Stock. No
s«mmon Stock dividends were paid or declared in 1985 or 1984.

The Company is permitted under the Certificate of Incorporation to pay semiannual dividends
2 tne Common Stock of up to $2,500,000 plus an additional amount up to the lesser of $2,500,000 or
:ze excess of stockholders’ equity at the end of the last fiscal quarter over a threshold of
§..5.295,000. For the purposes of this provision, stockholders’ equity includes amounts in the
sceounts of both the Series A Preferred Stock and the Series B Preferred Stock. Dividends on the
"".mmon Stock can be paid under the Certificate of Incorporation, however, only if all dividends on
:ze Jeries A and Series B Preferred Stock for past quarters have been paid in full, dividends on the
ser:es A and Series B Preferred Stock for the current quarter have been paid or funds are available
f:r that purpose, and all required redemption or retirement payments on the Series A and Series B
Preferred Stock have been made.

. “he Loan Agreement, dated as of April 1, 1985, between the Company and The Philadelphia
~aving Fund Society and certain other financial institutions (the “PSFS Loan Agreement”), as
smended in February 1986, prohibits the Company from paying dividends on the Common Stock.
The PSFS Loan Agreement further prohibits the Company from declaring or paying any dividend

n.or redeeming the Series A Preferred Stock or Series B Preferred Stock if there exists an event of
Zefault under the PSFS Loan Agreement, except that if there exists an event of default the
»mpany may nevertheless redeem Series B Preferred Stock to the extent funds for such redemp-

t:on were previously placed in escrow in accordance with the provisions of the Company’s Certificate
af Incorporation.

Holders of the Series A Preferred Stock are entitled to receive cumulative cash dividends of
$1.04 per share per annum and holders of the Series B Preferred Stock are entitled to receive
cumulative cash dividends of $2.25 per share per annum. Dividends on the Series A Preferred Stock

and Series B Preferred Stock are payable quarterly on the fifteenth day of February, May, August
and November of each year.

Delaware law does not permit dividends to be paid except out of surplus (defined as the excess,
at any given time, of a corporation’s assets over its liabilities and stated capital) or, if there is no

;‘“’Dlus, out of net profits for the fiscal year in which the dividends are declared or the preceding
hscal year.

_The Chase Credit Agreement prohibits Kaiser Coal Corporation and its subsidiaries from
Paying dividends, or making advances, loans or other distributions to Kaiser Steel Corporation or
any other person, except out of excess cash flow (as defined therein) for the preceding fiscal quarter
less certain reductions in the commitment under the Chase Credit Agreement.

) The Company’s Series A Preferred Stock and Series B Preferred Stock are listed on the Pacific
Etogk Exchange. As of March 21, 1986, there were approximately 5,953 holders of record of the
Series A Preferred Stock and approximately 5,549 holders of record of the Series B Preferred Stock.
Additional information regarding the Company’s stock and related stockholder matters required for
tem 5 is included in Item 6 and in the section of Item 8 captioned “Quarterly Financial Data.”

T ¢

. The Company has a purchase fund for the redemption of its Series B Preferred Stock. Certain
Information regarding the purchase fund for the Series B Preferred Stock is set forth below.

el
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SERIES B PREFERRED STOCK PURCHASE FUND REPORT

The Company is required to apply to a purchase fund (the “Purchase Fund”) for the redemption
i the Series B Preferred Stock an amount generally equal to 25 percent of the amount of cash and
~ertain other proceeds (“Qualifying Funds”) in excess of $60 million (the “Deductible Amount”)
received on dispositions of specified coal properties or steel manufacturing properties (“Purchase
¥ind Assets”); provided, however, that if the total amount of Qualifying Funds received from both
the coal properties and the steel manufacturing properties combined exceed $100 million, then the
Company is required to apply 25 percent of such excess over $100 million. The portion of the cash
proceeds allocated to the Purchase Fund (the “Purchase Fund Amounts”) must be deposited into
escrow within one year of receipt and any amounts deposited must be used for the purchase or
redemption of the Series B Preferred Stock beginning in 1989. The Company can make open market
purchases of the Series B Preferred Stock at such time to satisfy the redemption requirements. The
Company’s ability to deposit the funds into escrow is dependent upon obtaining new financing or
selling additional assets. For additional information, see “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations.”

Following is the annual report regarding the Purchase Fund required under the Company’s
Certificate of Incorporation.

KAISER STEEL CORPORATION

Purchase Fund for the Redemption of Series B Preferred Stock
Summary of Purchase Fund Assets
Years Ended December 31, 1985 and 1984

(Unaudited)
(Dollars in Millions)
Balance at Balance at
December 31, Cash December 31,
Classification 1984 Sales  Collections 1985
Coal Properties:
Coal reserves . ................. .. ... .. .. $214.0 $ - $— $214.0
Land ... ... ... ... ... . ... ... 35.4 354
Buildings and improvements... ... ... . . ... 7.2 7.2
Machinery and equipment .......... ... . 70.1 (11) 69.0
Construction in progress .. .. ... .. ....... - N N _
326.7 (4) a1 325.6
Steel Properties:

Accounts receivable .. ... .. .. .. .. ... .. . 23 9.3 9.4 2.2
Inventories .. ... . . .. .. .. .. .. ... . . 28.2 (21.8) . 6.4

Notes receivable, including interest ... . 78.1 6.5 84.6
Land. ... .. . e 44.1 (4.2) 39.9
Buildings and improvements. .. ... .. .. ... 7.1 (2.8) 4.3
Machinery and equipment ... ... ... ... . 18.6 (2.8) 15.8
‘ 178.4 (15.8) 94.0 63.6
Total purchase fund assets .. . ... .. $505.1 $(16.2) $94.7 $394.2
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Coal Properties:

" Purebase Puid

Qualifying Funds received:

By Month:

Receivables and cash proceeds... . .. .. . . .

Cumulative: Receivables and cash proceeds ... . .

Steel Properties:

Qualifying Funds received:

By Month:

Receivables and cash proceeds.... . .. . L
Collections of principal and
interest on notes receivable . ...

Total ... .

Cumulative:

Receivables and cash proceeds ... . .
Collections of principal and
interest on notes receivable . ...

Total .. ..

Purchase fund amounts deposited
in escrow .. .

Purchase fund amounts applied for

purchase or redemption ... . .

——

Hummary of Qualifying Funds Received and P
Yeur Ended Decembe
(Unaudited)

KAISER STEEL CORPORATION
for the Hedemption of Series B Preferred Stock
urchase Fund Amounts

r 31, 1985

(Dollars in Millions)

—_—

—

—_—

_

_— —_—— = _ 904

Oct. Nov. Deec.
$—  §-— -
$ 10 3 10 $ 10
$ 06 310 $ o8
$ 06 $ 10 $ o8
$ 542 § 552 $ 56.0
88.2 88.2 88.2
$1424 31484 $144.2
$206 $ 2.9 $ 210
$—  $— s

Mar. Apr. May June dJuly Aug. Sep.
$— $— $ .7 $-— $— $ — $ -
$3 83 $10 $10 $10 $ 10 3 10
$08 $22 506 $07 $06 $ 03 3 02
18 04 119 705
$08 $40 $06 $11 s$125 § 708 $ 02
$90 512 $518  $525 9531 $ 534 536
36 54 54 58 177 882  ggo
$26 8566 $572 $583 $708 $1416 $141s
— $= $—  $— $27 $24 o005
LIS N T = $-  §-
2= 8= 8- §- 5 $-  $-—

—

———

—

—_—

—

—
=
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Item 6. SELECTED FINANCIAL DATA

See “Item 7. Management’s Discussion and Analysis of Financial Condition and Resuits of
Operations” for a Condensed Statement of Operations for the years ending December 31, 1985, 1984
and 1983.

1985 1984 1983
(thousands of dollars)
Dividends—Commeon Stock .............. .. ... ... . .. $ — $ — $ -
—Series A Preferred Stock ....... .. .. . ... $ 1,7 $ 5,511 $ -
—Series B Preferred Stock ............ ... $ 16,326 $ 11,913 3 —
Netsales .......... ... ... . ... ... .. ... .. ... . $220,445 $151,281 $ 137,356
Loss from continuing operations. ... ...... .. .. .. ... . $(24,123) $(22,749) $ (8,429)
Cash dividends per common stoek ..... ... ... .. ... .. $ — $§ — $ -
At year-end:
Property, plant and equipment and .
coal reserves—net ... ... ... ... ... .. ... .. ..., $504,682 . $485,738 $ 497,954
Total assets . . ............... .. S $710,559 $794,738 $1,057,401
Long-term debt . ... .. ... ... ... . .. ... . . .. .. ... ... $ 99,082 $ 75,070 $ 102,972
Series A preferred stock—redeemable .......... .. $ 58,751 $ 54,083 $ 50,478
Series B preferred stock—redeemable... . ..... . . . . $ — $ 18,794 $ -
Series B preferred stock ............ ... ... .. .. . .. $ 6,239 $ 6,372 $ 7478
Common Stock ................ . .. .. . .. ... .. ... .. $ 1,000 $ 1,000 $ 1,000
Capital surplus......... ... ... ... .. .. ... .. . .. $ 69,914 $ 72,051 $ 89,739
Retained earnings (defieit) ............. ... ... . . .. $(19,405) $ 26,657 $ —
Identifiable assets:
Coal Group . ...... ... ... ... ... ... . ... .. ... ... $441,227 $346,531 $ 344,745
Fabricated Products Group ............ .. ... .. $ 92,805 $ 85,778 $ 92152
Active employees at year-end .......... ... ... ... . .. 1,564 1,998 2,962

Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

This discussion should be read in conjunction with the Consolidated Financial Statements and
Notes to the Consolidated Financial Statements.

Financial Condition

Liquidity and Capital Resources

As of December 31, 1985, the Company had cash and short-term investments of $9.4 million, of
which $4.3 million was available for use in the business and $5.1 million was restricted. See Note F to
the Consolidated Financial Statements. Cash decreased by $18.9 million during 1985. The decrease
reflects the $24.1 million loss from continuing operations, payments of $61.2 million connected with
the discontinuance of steelmaking (including pension funding of $14.3 million), repayments of $142.3
million of long-term debt, capitalized mine development costs of $12.8 million, and preferred stock
dividend payments of $24.6 million. Partially offsetting this decrease were $110 million received
under the PSFS Loan Agreement (discussed below) and the Chase Credit Agreement (discussed
below), $81 million from the payment of a note receivable, $20 million from the sale-leaseback of an
Ocean-going launch barge described below, cash proceeds of $17 million generated by the sale of assets
and surplus real estate of discontinued operations, liquidation of $29.9 million of working capital of
discontinued operations and $4.7 million from settlement of tax related issues.

As of March 21, 1986, the Company had cash and short-term investments of approximately $11.7
million, of which $3.9 million was available for use in the business and $7.8 million was restricted
under agreements requiring the funds to be held as security for the performance of obligations under
letter of credit agreements. The change from December 31, 1985 reflects $10.9 million in additional
funds received in February 1986 under a new borrowing under the PSFS Loan Agreement, a $6.1
million preferred stock dividend payment in February 1986, $5 million from the settlement of a
lawsuit, and cash generated by and used in continuing operations.
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¥ 7 "=sary part of the Company’s long range plans. For a further discussion of the asset sales
¥*¥ram. <ee the discussion below under “Asset Sales Program.” In keeping with jts basic plan, the

=ranv hag been meeting a significant portion of its cash needs through the liquidation of assets
“4tare urplus to its long range plans. Most of the Company’s assets, however, are related to the
FTTIr sty which s currently depressed. Management believes that it may be imprudent and not
= 1% mest interests of the Company and jts stockholders to se] sufficient assets during the current

w1985 4 major focus of management has been the reduction of overhead expenses,
0y mm_rate €xpenses. This effort has occupied a major portion of Mmanagement time and has
*Dported by outside consultants, Corporate €xpenses during 1985 were inflated by non-




funds received in February 1986 were used to make a $6.1 million preferred stock dividend payment
and for working capital needs. The Company is required to repay the amount outstanding under the
PSFS Loan Agreement in two installments; the first installment of $10.9 million is due on April 18,
1986 and the second installment of approximately $4.1 million is due on June 30, 1986. The loans
under the PSFS Loan Agreement are secured by substantially all the assets of the Company other
than the assets securing the Chase Credit Agreement and certain Colorado coal properties and by a
second security interest in the stock of Kaiser Coal Corporation. The PSFS Loan Agreement, as
amended in February 1986, imposes restrictions on further indebtedness of the Company, invest-
ments in other persons, guaranties, capital expenditures, sales of assets, lease obligations, dividends,
stock redemptions, and certain other matters. In addition, the Company must meet certain financial
tests including a tangible net worth test. The PSFS Loan Agreement, as amended, further provides
that 50 percent, and under certain circumstances 100 percent, of the proceeds of certain dispositions
of assets, other than dispositions in the ordinary course of business, must be used to prepay the loan.

In January 1986, Kaiser Coal Corporation obtained a working capital line of $6 million from The
Chase Manhattan Bank (National Association) (“Chase”) pursuant to a letter agreement, dated as of
January 15, 1986. The agreement provides for working capital loans on a revolving credit basis in an
aggregate amount not to exceed at any time the lesser of $6 million or 75 percent of certain of Kaiser
Coal Corporation’s accounts receivable acceptable to Chase. The loans are payable on demand, but no
later than January 30, 1987, and bear interest at 1.5 percent above Chase’s prime commercial lending
rate. All accrued interest is payable on the last day of each of March, June, September and December.
The loans are secured by the accounts receivable of Kaiser Coal Corporation.

In January 1986, the Company borrowed $2.2 million from Northern Cimarron Resources
Company (a subsidiary of Southern California Edison Company) in connection with the purchase of
approximately 31,000 acres of properties in Colorado (the “Cottonwood Property”). The loan from
Northern Cimarron Resources Company bears interest at 3 percent above the prime commercial
.ending rate of Bank of America, N.T. & S.A., and all principal and interest is due and payable on
February 18, 1987. For additional information regarding such loan and the Cottonwood Property, see
“Item 1. Business, Coal Group” and Note E to the Consolidated Financial Statements.

In June 1985, the Company sold its ocean-going launch barge for $20.0 million under a sale-
-easeback arrangement. A 30.1 million loss on the sale was recognized in the second quarter of 1985.
7:'-’149 net book value of assets capitalized under the 15-year term lease for the barge was $18.6 million.
‘.ommitments under a standby letter of credit on the barge financing are $4.5 million. In connection
w:h the sale-leaseback, the Company granted a second security interest in certain of the Company’s

Fontana, N apa and Vallejo real property and equipment and certain water company stock.

During 1985, Kaiser Coal Corporation entered into separate operating lease agreements with
and Mellon Bank, N. A. for equipment to be used in mining operations. Minimum payments
under these lease agreements, which expire at various times in 1986 through 1991, are $18.4 million.

In Apri 1985, the Company transferred its Utah and New Mexico coal properties to its wholly-
“:“'d subsidiary, Kaiser Coal Corporation. In connection with the transfer, Kaiser Coal Corporation
*atered ‘nto a credit agreement, dated as of March 28, 1985, with Chase (the “Chase Credit
ki ent ) for a loan_ of $60 million secured by the stock and assets of Kaiser Coal Corporation and

subsidiaries, [p April 1985, Kaiser Coal Corporation borrowed $60 million under the Chase Credit
Coul C ‘Nt and then paid that amount to Kaiser Steel Corporation in a dividend. The loan to Kaiser

_-9rPoration under the Chase Credit Agreement is payable over a ten year period in quarterly

it ‘0‘:}3 generally equal to between $.75 million and $1.5 million per quarter, depending on the

d.u" coal sales, cash flow, and other factors. The Chase Credit Agreement contains various

o d:‘d other covenants, .including covenants restricting additional indebtedness, the acquisi-
@ rance, “-‘:5‘“0“ of assets}, 1r.1ves.tments .in other persons, capital expen@itures, and dividends,
“ e “vf;x‘ra?is and other distributions to its parent, Kaiser Steel Corporation. In addition Kaiser

7aton must meet certain financial tests concerning working capital. As of December 31,
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1985, the outstanding principal amount under the Chase Credit Agreement was $57 million. This
amount was reduced to $55.5 million as of March 1986.

The $60 million received under the Chase Credit Agreement in April 1985 and the $50 million
received under the PSFS Loan Agreement in April 1985 were used to repay the Company’s then
outstanding indebtedness of $66.1 million under an Acquisition Credit Agreement, dated as of
January 27, 1984, with Citibank, N.A. (the “Citibank Credit Agreement”), to pay approximately $18
million for a lump-sum buyout offer made to those retirees who elected to accept a cash settlement
rather than future health benefit coverage, to finance the construction of an ocean-going launch
barge, to provide funds required pursuant to a property exchange agreement with the Perma/Frates
Joint Venture, and to provide funds for working capital. The repayment of the Company’s indebted-
ness under the Citibank Credit Agreement released $25 million which had been held as cash collateral
under the Citibank Credit Agreement. See Note B to the Consolidated Financial Statements.

Program of Asset Sales

The Company has undertaken an intensive asset sales program to dispose of surplus assets, to
sell facilities that are not a necessary part of the Company’s long-range plans, and to generate
additional cash and working capital. The following discusses both the Company’s plans for the asset
sales program and the principal accomplishments under the program in 1985.

In connection with the Company’s asset sales program, the Company has designated certain proper-
ties for sale within the next twelve months. Included among these properties are the corporate office
building complex and certain other surplus facilities and real property. As a result of the designation of
these properties as for sale, and based upon book values and independent appraisals, the Company has
reclassified approximately $10 million of long-term assets as current assets held for sale. The reclassifica-
tion increased the loss on discontinuance by $0.9 million.

The Company is engaged in efforts to either develop the 1,180 acres of real property it owns or
has under option in the Fontana area as an industrial park, sell it, or enter into another arrangement,
such as a joint venture, for the development of the property. The Company and URS Corporation
have reached an agreement in principle to form a venture for the development of this property as an
industrial park. See “Item 1. Business, Real Estate.”

The Company is currently finalizing the terms of a sale-leaseback of the corporate office building
complex. For additional information, see “Item 1. Business, Real Estate.”

In August 1985, California Steel Industries, Inc. (“CSI”) paid the Company $70.5 million and
discharged the outstanding indebtedness on the note payable by CSI to the Company in connection with
the August 1984 sale to CSI of the Fontana steelworks. The payment by CSI reflected a discount of 35
million from the aggregate unpaid principal balance of the CSI obligations. CSI had previously paid $10
million to the Company in July 1985 as a partial prepayment of principal on the CSInote. Of the proceeds
from the August payment by CSI, $35 million was applied to the Company’s obligations under the PSFS
Loan Agreement. In addition, $3.4 million of the proceeds from the payment by CSI was applied to the
Payment in full of the outstanding principal and interest under a $5 million short-term loan from the
consortium of financial institutions that had entered into the PSFS Loan Agreement.

During the third quarter of 1985, the Company sold all the assets of its wholly-owned subsidiary,
Kaiser Steel Tubing, Inc., for $6.5 million in cash, two promissory notes payable in the aggregate
principal amount of $7.5 million, and convertible preferred stock of the company purchasing the real
Property and equipment. Also in the third quarter of 1985, the Company sold the land and buildings
of a former subsidiary in Vernon, California for $4.8 million in cash and sold certain land in
Montebello, California for $1.5 million in cash.

In June 1985, the Company sold its ocean-going launch barge for $20 million under a sale-
leaseback arrangement. A $0.1 million loss on the sale was recognized in the second quarter of 1985.
The net book value of assets capitalized under the 15-year term lease for the barge was $18.6 million.

In January 1985, the Company sold certain undeveloped land south of Fontana for $4 million.
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Results of Operafions

The schedule below shows sales and pretax earningg (loss) by business segmentifor continuing::r.. :
operations for the past three years.

Year endeq December 31 L 2
1985 1984

1983 115

(thousands of dollars) tr g
Net sales:

Coal Group:

Kaiser Coal Corporation and jts subsidiarjeg

........... $ 94,736 $ 72373 $ 43,351 .
Other operations 24

........... ,
97,164 72,373 43,351

123,697 78,908 94,005

............................... (416)

Fabricated Produets Group
Intersegment eliminationg

$ 171 oy o —— .
$ 220,445 $ 151,281 $ 137356 $
_ Operating profit (loss):

Coal Group:

Kaiser Coa] Corporation and its subsidiaries .. = $ 10275 $ 5,013

5 (7502)
ther operations i

e

..................................... (7,296
2,979 5,013 (7,502)
Fabricated Products Growp.. (11,327) (12,022) (6,§46)
PRt (17,334) (14,343) (11,954) X
(25,682) (21,352) (26,102)
Interest income. | (11,929) (12,759) (4,696)
Dterest income. .

................................... 13,488 11,362 22,369 - i
Loss from continuing operations

(24,123) (22,749) (8,429), ..
Discontinued Operations:
Loss from operations

L g gl q‘f{:ﬁ‘\iﬁﬂ & :

Earnings (loss) before extraordinary jtem and cumulatjve
effect on prior years of accounting changes

* Earnings (loss) o dacerii (1,223) (2,276) (23,973)
= B Earnings (loss) on discontinuance, (net of applicable : '
§ income tax (provision) benefits of ($40,623) in 1984 and BN

$33,000 in BT R 8 and 4,814 72,713 (395,784)

3,591 70,437 ~ (419,757)

i

............. (20,532) 47,688 (428,186)
Extraordinary item .. Tl 5,416
Cumulative effect on prior years of accounting changes = 3,741

............................... $ (16,791) s 47,688 $(422,770)

Coal Group

Coal saleg increased from $72.4 million in 1984 to $97.2
Marketing efforts, Although gross margin increased from $12.3

Market, Pressures on cogj Pricing.

Kaiser Cog] Corporation and its subsidiarieg reported an
1985. Kaiser Coal Corporation’s selling and administrative ex
1984 ¢, 39 million in 1985 largely due to increased costs y
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~£15400S pursuant to which Kaiser Coal Corporation pays a fee based on a percentage of sales and
4 "o increased costs of Jeage financings.

““her operations of the Coal Group were primarily development activities and the management
»eration of Coloradg coal properties other than the recently acquired Paonia, Colorado coal
orporation, an affiliate of the Perma Group, have joined
rvice Company (“SPS”) to study the feasibility of transporting coal in a
i dioxide. A research project slurry line has been con-
, 1exas and is currently in the start up and testing

o Coal ‘Gl' Oup as a whole reported an operating profit of $3 million in 1985 compared to an
FRTY Drofit of g5 million in 1984,

Cton, Kaiger Coal Corporation reported a $3.7 million gain from the cumulative effect on

f"?'r".‘;‘f fﬁe Chapges In accounting for certain inventory and development costs in 1985, See
' he Consolidated Financial Statements,

oducts Group

~m:.”‘ *"Pmd.ucrs Group sales increased from $78.9 million in 1984 to $123.3 million in 1985.
y o *18 Drimarily dye to higher levels of shipments of large diameter pipe, the tow during

" ul ij:‘::"fler.of 1985 of the Jacket for the Texaco offshore drilling platform Harvest and the
AL hon closeout of 5 portion of the SOHIO Endicott Project in December 1985. Gross
oo }‘;}brlcated Products G . 3y .

EINARY

Faceiing i

e tha Mmere

) Qﬂman.l\‘ d{ Californig, Insurance eXpense, depreciation expense and interest expense also
- due to the sale-leaseback of the Ocean-going launch barge,

RLEN . -

""’ukx}:::? usarter of 1985, the Company restructured the Fabricated Products Group

Hrn\\ ‘0 an ongoing effort to reduce administrative and overhead costs and improve
e ICturing

Raa TN S 4t its Napa fabricating plant upon completion of those Projects presently
R L INg Py "\'ﬁu . . X N )
L onea 2 Mill will continue to operate. The Company is continuing to study
A ©VV® ODerating results,
* it &ﬁ_;(-q R
?’n Rl SO \‘mféan_\f's bulk loading operation were $10.2 million and operating profits
ey g " I™ounts inciude a 30.6 million gain from a contract termination settlement

’ LA L an L UUSITes. Inc. These results compare to sales of $9.2 million and operating
lﬂu&..;‘.‘_ PR BN




*1~ rate expenses during 1985 were 32
setreats c1penses during '1985 r%ulted. D
weaact s completed during t.he year, in
W0 crovision for costs associated with

3.2 million compared to
rimarily from nonrecur
cluding $5.8 million of
the reorganization of th

Quarter of 1985 based o
#e...nz srms which had conducted an i
#eewt res ond staffing requirements. Over-

$13.2 million in 1984. Increased
ring expenses related to major
refinancing expenses and a $1.6
€ corporate staff, The Company
I recommendations from outside
he corporate structure, systems,

e ncrease in interest income from $11.

$asmiinLod Operations

«.mmary of discontinued operations for 1985, 1984 and 1983 is ag follows:

1985 1984 1983
" (millions of dollars)
T -"rt’!'fltl'OHS ............. T $(1-2) $ (2'3) $ (24'0)
FEE8 30 on discontinuance:
R R plant and equipment to fair vale .. $(9 3 $ (18.6)
E 2T i meragieoS 55 (4.8) (384.3)
| 2R »verating losses during phase-out beriod . = (6.1
Bewt 2tea medyctions of employee-related liabilities =~~~ M5
P g nf employee-related legal matters . == e 6.0
! supply contract lawsuit ... T 2.1 8.0
o RIS .9) 5.7
T (1.0) 3.9 (19.8)
4.8 113.3 (428.8)
tax orovsomeredit L. (40.6) 33.0
W orarmiig 11059 on discontinuance . . $48 §$ 727 $(395.8)

_—

Tillon gain on discontinuance during 1985 reflects the sale of certain steel mijl]
A%d ron ore mining equipment, assets of Kaiser Steg] Tubing, Inec. and certain land and
2 ang - i upply contracts. In December 1985, the
¢ ibuted itg CuShenbury Limestone Mine, valued at approximately $15.2 million, to a
% Croceeds of which are contributed to gz qualified trust for the benefit of retired
Bowyty .

oom discon opera.tions in 1984 reflect the following: 1) the net reduction in
g -"-Ateq labilitieg of approximately $94.5 million resuiting from the Program of Contin-
Oage - 12€ lump-sum cagh buyout and negotiation of an agreement settling substantially a]]

. o SDutes, including all grievances at the Fontang steelworks. See “Item 1. Business,
AAning Agreements;” 2) sale of substantially a]] of the Company’s steej manufactur-

: million provision due to
awsuit; and 3) settlement of certaj i

d I related legal matters which
f $6 million in reserves establisheg for discontinued operations.

B xr:‘nan_v provi for employee-related matters and other costs

tie “iscontinuanceg,

%#f,’;«:!‘. /

"c TEte Y YT 1 1

% o, L NNy item i (g3 Teépresents the gain on Durchase of the Company’s first mortgage
TMUUDin June and July of 1983,

tem
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ttem 3. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

(8D HPENDENT ACCOUNTANTS’ REPORT
Ta 2re toard of Directors and Stockholders
Kases ~teel Corporation

Fretana, California

inion, subject to the possible effects of such adjustments, if any, ag might have been
PSR Taa the outcome of the uncertainties related to the Company’s continuance as a going
wes een known, the consolidated financia] statements referred to above present fairly the
& “<sition of Kajger Steel Corporation and Subsidiaries as of December 31, 1985 and 1984,
M 7%anges in thejr financial position for each of the three years in the period ended December

rad ecember 31, 1983 and, in our opinion, these adjustments have been properly
324 applied
TOUCHE ROSS & co.
Certified Publie Accountants
“‘:‘"f “alifornja
o L
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CONSOLIDATED STATEMENTS OF OPERATION S

Year Ended December 31, 1983
Year Ended Year Ended Pro Forma
December 31, D
1985
e

ecember 31,

o sl b o Wl .

1984 Pro F (A?i{iu)sg!?intst Historical
Tro orma educ 1storica
(Note B)
(thousands of dollars)
Netsales.. ..~~~ $220,445 $151,281 $137,356 $ —~ 3 137,356
Cost of produets sold (Note E) 201,177 142,236 142,879 3,750(2)(5) 139,129
19,268 9,045 (5,523) (3,750) (1,773)
Costs and expenses:
Selling and administratjve
expenses (Note E)y. .. .. 50,382 31,014 27,856 2,696(2) 25,160
Interest éxpense (Note J) 16,503 13,017 5,890 745(4) 5,145
% Interest and other income . (23,494) (12,237) (1,280) 22,369(6) (23,649)
z 43,391 31,794 32,466 25,810 6,656
= 3 Loss from continuing
% operations. .. .~ (24,123) (22,749) (37,989) (29,560) (8,429)
s Discontinued operations
: (Notes C and L):
Earnings (loss) from :
operations (Note G). .. (1,223) (2,276) 1,747 25,720(3) (23,973)
Earnings (loss) on
discontinuance, (net of
applicable income tax
(provision) benefits of
($40,623) in 1984 and
$33,000 in 1983). .. 4,814 72,713 395,784(3) (395,784)
: 3,591 70,437 1,747 421 504 (419,757)
H Earnings (loss) before
extraordinary jtem and
cumulative effect of
accounting changes . == (20,532) 47,688 (36,242) 391,944 (428,186)
Extraordinary item'. .. (5,416)(1) 5,416
Cumulative effect on prior -
years of accounting changes
(NoteD) ...~ 7 3,741
Net earnings (loss) . . $(16,791) $ 47688 $(36,242) $ 386,528 $(422,770)

See notes to consolidated financia] statements and accompanying Accountantg’ Report.
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Long-term debt (Notes H and J)
Income taxes (Note L)
Other liabilities
Long-term Iiabilities—discontinued operations (Note C)
Commitments and contingencies (Notes H and N)
Series A preferred stock—redeemable (Notes J and K)
Series B preferred stock-—redeemable (Notes J and K)
Series B preferred stock (Notes J and K)
Common stock
Capital surplus

Retained earnings (deficit), subsequent to December 31, 1983

CON SOLIDATED BALAN CE SHEETS

Current Assets:
Cash and short-term investments (Note By
Notes and accounts receivable (less allowance
of $506 (1985) and $917 (1984))
Inventories (Note G)
Other current assets
Gt held for sale. . ...
Current assets—discontinued operations (Note C)

Total current assets

Restricted cash Mote F) ... ...

Property, plant and equipment and coal reserves—net (Notes H, I and
J

Notes receivable, less current portion
Other assets (Note F) ... T
Long-term assets—discontinued operations (Note C) ...
Excess of purchase price over fair value of net assets acquired, net of
accumulated amortization of $3334 (1985) and $2,466 (1984) (Notes B,

Current Liabilities:
Current portion of long-term debt (Notes H and J)
Accounts payable .. .. =
Payroll and related charges
Income taxes Mote L) ...
Other current liabilities

Series B preferred stock—redeemable (Notes J and K)
Current Iiabilities—discontinued operations (Note C)

Total current liabilities

27

December 31
————rher ol

1985

1984

(thousands of dollars)

$ 4,348 $ 3,310
29,380 28,777
19,137 14,063
14,786 11,776
9,768

— 4000 33858
81,419 91,784
5,106 25,000

504,682 485,738
4,600 74,594
60,216 42,828
21,519 40,909

33017 333885

$710,559 $794,738

$ 18,415 $ 4,356
20,674 10,233
13,592 18,632

4,727
5,608 4,207

21,064

_41401 75801

120,754 117,956
99,082 75,070
25,304 20,616
62,250 56,271

286,670 345,368

58,751 54,083

18,794
6,239 6,372
1,000 1,000

69,914 72,051

(19,405) 26,657

$710,559 . $794,738

ort.

See notes to consolidated financial statements and accompanying Accountants’ Rep
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CONSOLIDATED STATEMENTS OF REDEEMABLE PREFERRED STOCK AND STOCKHOLDERS® EQUITY

Series A Series B
Redeemable . Redeemable Series B $1.46 Retained
Preferred Preferred Preferred Preferred Common Capital Earnings
Stock Stock Stock Stock Stock Surplus (Deficit)
(thousands of dollars) ,
Balance at December SLss2 ... $ - $ — $ — $ 9,337 $4,845 $ 84,451 $ 166,486
getloss ... (422,770)
Cash dividends on Preferred Stock—$1.46 per share = = (514)
Purchase and retirement of Preferred Stock ... " (1,000) 17 L
To record purchase accounting adjustments: .
Purchase and retirement of Preferred Steck ... ... . (8,337) 71
Payment of $22 per share of Common Stock .. =~ (4,845) (156,591)
Payment for option on 1,181,100 shares of Common Stock,
08% cents par value 7T T mmon Stock, (14,532)
Gain on defeasance of Pollution Control Revenue Bonds .. 7,464
Issuance of 10,000,000 shares of Common Stock, 10 cents
par value . ... 00T ems 1,000
Allocation of purchase price:
Net tangible asgsets . SR T 384,949
Excess of purchase price over fair value of net assets
pequired .. 0 T T Mees ) 98,664
Less: Par value of Series B Preferred Stock .. ... 7,478 (7,478)
ro Assigned value of Series A Preferred Stock..... ... 50,478 (50,478)
00 Capitalization of deficit ... (413,389) 413,389
Balance at December 31,1983 . R 50,478 7478 1,000 89,739
Net earnings .. = o 47,688
Cash dividends on Preferred Stock—Series A and Series B .. ‘ (17,426)
Series B Preferred Stock transfer to redeemable = =~ 18,794 (1,106) (17,688)
Accretion of mandatory redemption value—Series A . 3,605 (3,605)
Balance at December L1980 54,083 18,794 6,372 1,000 72,051 26,657
Net logs ... . e (16,791)
Cash dividends on Preferred Stock—Series A and Series B . . (24,603)
Series B Preferred Stock transfer to redeemable =~~~ 2,270 (138) (2,137)
Transfer of Series B Preferred Stock—redeemable to current '
liabilities (Note Ky .. ... o - e (21,064)
Accretion of mandatory redemption value—Series A . 4,668 (4,668)
Balance at December 31,1985 - .. e $58,751 $ — $623 - $ — $1,000 $ 69,914 $ (19,405)
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CONSOLIDAT

s

ED STATEMENTS OF CHANGES IN FINANCIAL POSITION

% Year ended December 31
il 1985 1984 1983
E-4 - - (Restated.Tote B)
3 (thousands of dollars)
¥ Amounts related to continuing operations:
§ Loss from on amegoperations . $(24123) s (22749) 3 (8,429)
S Depreciation, amortization and depletion ... T 14,180 16,086 9,324
% Bty (g T (3,293)
- Funds (used in) provided by Continuing operations ... T (13,236) (6,663) 895
§ Cumulative effect on prior years of accounting changes .. 3,741
& Extraordinary e et e 5,416
§ Additional long-term O ititics o oy 180,317 3,479
& ayments and current maturities of long-term debts.... .. o (142,246) (38,197) (1,286)
%; ecrease (increase) in notes recelvable .. - 81,344 (74,594)
;§ Dividends on Series A and Series B Preferred Stock | Tt ¢ (24,603) (17,426)
= Transfer of Series B Preferred Stock—redeemable to current liabilities:
Increase in current jabilities . LTS 21,064
ecrease in redeemable preferred stock ... e P (21,064)
isposal of (additions to) property, plant and equipment, net... . (29,983) (9,402) (4,651)

Redemption of 56 Propcterred Stock . TR It (983)

Dividend on 3$1.46 bog rorred Stock [T (514)

Investment in related company (Note C)

...................................... (2,700) (6,500)
Exchange of assets (Note E) :
oal properties and other assets received

.................................... 65,766
Long-term debt and other liabilities assumed ... e (22,856)
Property, plant and equipment exchanged . ... T (32,910)
Note receivable erehanged. (5,000)
e PAment (5,000)
Defagases f: |~ (12,817) (4,076) 2,754
Decreases in;
Refundable income e ad ot 33,000 64,800
Billings in excess of costs and estimated earnings on uncompleted contracts (3,596) (7,550)
cremte T e e held Tor s e on uncompleted contracts (39) (4,473) (35,242)
2 Increase in assets el forsale (9,768)
bl Increase in other I ot (3,010) (4,400) (5,019)
ecrease (increase) in notes and accounts receivable ||| (6,547) (13,853) 9,783
Decrease (increase) in ventories. . U (5,074) 5,102 19,817
Increase (decrease) in payroll and related changes .. . T (2,409) (8,896) 6,365
Increase (decrease) in other Garrent liabilities ... [ 1,401 (19,981) 2,399
Increase (decrease) in accounts payable ... . ool 10,441 7,557 (4,925)
Total funds (used in) provided by continuing operations ... 7 24,812 (162,919) 52,059
Amounts related to discontinued operations:
P Earnings (loss) from discontinued erations ... 3,591 70,437 (419,757)
- Provisions (reversa] of provisions) for losses, net ... T (6,437) (105,695) 395,784
o Fea o o LG aver e 40,623
Income resulting from LIFQ sayer liquidations .. | [ (112,238)
Depreciation and smortization. . ..U I 1,894 25,946
Funds provided by (used in) discontinued Operations ... ... (2,846) 7,259 (110,265)
Retirement of First VortgageBonds . UUTT (185,203)
ayments related to shutdown of steelmaking ...~ 1 (61,200) (77,778) (24,141)
Disposals of (additions to) property, plant and equipment, net .. 17,853 110,042 (3,112)
Contribution of Cushenbury Limestone Properties (Note C oo (15,200) .
Increase (decrease) in income taxes T (2,349) 22,965
ther oo TS L (9,821) 124 5,230
Decrease in current assets—discontinued Operations .. Tt 29,858 120,803 212,932
ecrease in current liabilities-—discontinued operations ... .~ (2,312) (13,487) (102,751)
Total funds (used in) provided by discontinued operations. ... , (43,668) 144,614 (184,345)
Funds ygeq in Merger (Note B .o (115,183)
o Net decrease in cash and short-term investments ... (18,856) (18,305) (247,469)
ash and short-term investments at beginning of period (including restricted cash of
25,000 at December 31, 1984 and 1983) . T TR cashof 28,310 46,615 294,084
Cash ang short-term investments at end of period (including restricted cash of

35,106 at December 31, 1985 and $25,000 at December 31, 1984 and 1983)

.......... $-945¢ $ 28310 $ 46,615

_

See notes to consolidated finaneiaj statements and accompanying Accountants’ Report.




NOTES TO CON SOLIDATED FINANCIAL STATEMENTS
NOTE A—Summary of Significant Accounting Policies

Principles of Consolidation,. The consolidated financial statements include the accounts of
Kaiser Steel Corporation and its wholly-owned subsidiaries. Intercompany transactions and ac-
counts have been eliminated. :

Inventories. Inventories are stated at the lower of cost or market. The last-in, first-out (LIFO)
method of accounting is used for finished and semi-finished products and raw materials. Cost of
other inventories is determined by the average cost method. Depreciation, broperty taxes and
iasurance expenses are not included in the determination of inventory costs.

Contract Revenues. Revenues from long-term fabrication and construction contracts are recog-
nized on the percentage-of-completion method, generally measured on the basis of direct labor

Lours.

riepreciation are charged to expense as incurred. Provisions for estimated losses on uncompleted
contracts are made in the period in which such losses are determined. Profit is recognized when its
szalization is reasonably assured and the amount can be reliably estimated.

Property, Plant and Equipment. Property, plant and equipment are recorded at cost. Deprecia-
tion is caleulated on the straight-line method, based primarily on estimated remaining useful
~conomic lives of functionally related properties or the lease term, whichever is shorter, except for

Income Taxes. Utilization of financial statement net operating loss carryforwards first reduce
the Excess of Purchase Price over Fair Value of Net Assets Acquired and then are credited to
Capita] Surplus in accordance with the accounting rules applicable to Quasi-Reorganizations.

\'OTE B—Merger and Pro Forma Statement of Operations

On F ebruary 29, 1984, Kaiser Acquisition Corporation, which was owned by an investment
oup Jeg by J. A. Frates (the “Frates Group”) was merged into the Company (the “Merger”). The
x"?ﬂ' was reflected on the books of the Company as if it had occurred on December 31, 1983 and
b Accounted for using the purchase accounting method whereby the assets and liabilities were

“rded at their fair values.
. The ppq Forma Statement of Operations appearing in the Consolidated Statements of Opera-
;:‘ Kives effect to the discontinuance of steelmaking and finishing operations in 1983, and the
v, RProas if they had occurred on January 1, 1983 based on the assumptions set forth in the
- Ving notes, This statement does not purport to be indicative of the results that would actually
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have been attained if the Merger and discontinuance had occurred on January 1, 1983, or which may
be attained in the future,

(2) To record additiona] depreciation, amortization, and depletion based on changes in recorded
values of the Company’s property, plant and equipment and cogl reserves, as well as the excess
of purchase Price over fair valye of net assets acquired.

NOTE C—Discontinued Operations

Loss from discontinued operations for the years ended December 31, 1985 and 1984 consist of
the following: 1) operations of Myers Drum Company which was sold in December 1984; 2)

The proceeds from the sale of the steel manufacturing facilities and certain land in August 1984
consisted of $25 million in cash and an $85 million note which was paid in 1985 at a discount of $5
million. Under the terms of the sale, a suit filed by one of the purchasers alleging breach of 3 long-
term supply contract was dismissed. As the result of this dismissal, 3 Previously established reserve

of $8 million was reversed.

the third quarter of 1985, the Company sold aj] of the assets of itg wholly-owned
subsidiary, Kaiser Steel Tubing, Inc.,, for $6.5 million in cash, two promissory notes payable in the
aggregate principal amount of $7.5 million, and convertible preferred stock of the corporation
purchasing the rea] Property and equipment,
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NOTES TO CON SOLIDATED FINANCIAL STATEMENTS (Continued)

The proceeds from the sales of Myers Drum Company and Kaiser Pipe and Casing, Ine.
consisted of $14.8 million in cash and a $5.0 million note collateralized by the assets sold. Concurrent

with the sale of Myers Drum Company, $6.5 million of the cash received from that sale was used to
purchase preferred stock of the

ca and retired steelworkers, -
A summary of discontinued operations for 1985, 1984 and 1983 is as follows:

1985 1984 1983
. (millions of dollars)
Loss from operations

.............................................. $ (1.2) § (23) $ (24.0)

Earnings (loss) on discontinuance:
Write-down of plant and equipment to fair value

.................. $ (9) $~ $ (18.6)
Employee-related costs..... ... e 55 (4.8) (384.3)
Estimated operating losses during phase-out period .... .. . (6.1)
Negotiated reductions of employee-related liabilities .. ... . 94.5
Settlements of employee-related legal matters .. ... 6.0
Dismissal or settlement of supply contract lawsuits ... .. .. 21 8.0
Gain (loss) on sales,met......... T .9) 57
Other o (1.0 39 (19.8)
48 1133 (428.8)
Income tax (provision) eredit.... ... .. (40.6) 33.0

........................... $ 48 $ 727 $(395.8)

The reserve for discontinued operations at: December 31, 1985 and 1984 is summarized as

follows:
December 31,
1985 1984
(millions of
dollars)
EmDloyee-related costs ... ... . . FE $291.4 $359.1
ther . e 35.0 50.7
3264  409.8
Less: Amounts included in current liabilities—discontinued operations .. 40.7 70.4
Amountg included in long-term liabilities-discontinued operations

........... $285.7 $339.4
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
NOTE D—Changes in Accounting Principles

During 1985, the Company changed its method of accounting for certain coal mine inventories
and development costs to more properly associate costs with revenues. Prior to 1985, the Company
directly expensed all costs associated with the generation of pit inventories at its York Canyon

and amortized as coal is produced on 3 units-of-production method based upon coal expected to be
recovered as determined by engineering data.

_The cumulative effect on prior years due to the accounting changes reduced the net loss by $3.7
million. As a further result of the accounting changes, the loss before the cumulative effect on prior
years of the accounting changes was reduced by $12.8 million during 1985,

during the second quarter of 1985, the Company extended the estimated useful

Commencing
lives of certain coal mine equipment based upon historical data and engineering studies. The effect
of this change was to decrease the net loss by $3.6 million in 1985.

NOTE E—Related Party Transactions

Acquisition of Common Stock

In 1984, Perma Resources Corporation and certain affiliates (the “Perma Group”) and an
investment group led by J. A. Frates (the “Frates Group”) acquired ail the outstanding Common
Stock of the Company in connection with the merger of Kaiser Acquisition Corporation into the
Company (the “Merger”). Pursuant to an exchange agreement between the Perma Group and the
Frates Group, all the Common Stock was deemed equitably owned since the Merger by a joint

April 1985, the Perma Group acquired the Frates Group’s interest in the Perma/Frates Joint Venture
and thereby acquired all the outstanding Common Stock of the Company.

April 1985 Exchange of Assets

California, with an aggregate assigned fair value of $45 million, a $5 million note receivable from the
sale of Kaiser Pipe and Casing, Inc. and $5 million in cash. In connection with the exchange, the
Company also repaid approximately $12 million and assumed approximately $11 million of debt
associated with the Colorado coal properties. Upon the exchange of assets, the Perma Group acquired
the Frates Group’s interest in the Perma/Frates Joint Venture and thereby acquired certain of the
property of the Perma/Frates Joint Venture which it transferred to Perma Pacific Properties, an
affiliate of the Perma Group. Certain property, including the Fontana Structural Fabricating Plant

was in turn leased back to the Company. During 1985, the Company paid Perma Pacific Properties
$479,000 under this lease.

West End Option

In September 1985, after receipt of independent land use plans and the initiation of discussions
for the potential development of the Company’s Fontana property as an industrial park, the
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NOTES TO CONSOLIDATED FINAN CIAL STATEMENTS (Continued)

Company acquired an option from Perma Pacific Properties to purchase approximately 240 acres of
real property in the Fontana area, including the Fontana Structural Fabricating Plant (the “West
End Option Property”). The West End Option Property was acquired by Perma Pacific Properties
from the Perma/Frates Joint Venture in the April 1985 exchange of assets. The acquisition of the
property pursuant to the Option will provide improved access to the Company’s other property in the
Fontana area and enhance the development of the Company’s property as an industrial park. The

all its costs of carrying the property during the term of the option, including all real property taxes,
interest on a $12 million loan on the property, and payments of approximately $86,000 per month to
Associated Southern Investment Company (“ASIC™) under the Put Option Agreement, described
below, (2) perform all the obligations of Perma Pacific Properties under the Put Option Agreement in
the event the Company acquires the property, (3) for a period of 20 years, supply utility and other
services to any occupant of the property on the same basis the Company is now agreeing with a third
party to provide such services, (4) grant to Perma Pacific Properties certain easements with respect to
rail and road access, and (5) enter into amendments of its lease with Perma Pacific Properties for the
Fontana Structural Fabricating Shop, as described below. ASICisa subsidiary of Southern California
Edison Company, of which Howard P. Allen, a Director of the Company, is Chairman of the Board
and Chief Executive Officer and William R. Gould, a Director of the Company, is a director and the
former Chairman of the Board and Chief Executive Officer.

Put Option and Exchange Agreements

the option is outstanding, but in no event less than a total of $259,000, and (2) if the put option is
exercised, the Company would transfer to ASIC 20 percent of the emission reduction credits arising
from the discontinuance of the Company’s Fontana steelworks, transfer a right of first refusal option




Cottonwood Property Loan

In February 1986, the Company borrowed $2.2 million from Northern Cimarron Resources
Company (a subsidiary of Southern California Edison Company) to fund a portion of the $7.5 million
purchase price paid for approximately 31,000 acres of property in Colorado (the “Cottonwood
Property”). The loan from Northern Cimarron Resources Company bears interest at 3 percent above
the prime commercial lending rate of Bank of America, N.T. & S.A. and principal and interest is due
and payable on February 18, 1987. The loan is secured by a second lien on the Cottonwood Property
and a first lien on the stock of the Company’s subsidiary which purchased the property, Cottonwood

acquired a one third undivided Interest in the Cottonwood Property from the Cottonwood Canyon
Land Company.

Management, Brokerage and Consulting Agreements

In 1984, the Company entered into a Management Agreement with Perma Mining Corporation, a
member of the Perma Group (“Perma Mining”), for managing, marketing and engineering services
with respect to the Company’s coal properties in Utah and New Mexico and the management of the
Company’s mineral properties at Cushenbury and Eagle Mountain, California. Under this agreement,
Perma Mining is paid a management fee equal to 5 percent of the gross sales of all coal and other
minerals sold or shipped from the properties covered by the agreement. The Agreement may continue
for as long as coal and other minerals are sold or shipped from the properties but may be terminated
on April 1, 1989 under certain circumstances. In connection with Kaiser Coal Corporation obtaining
the loan under the Chase Credit Agreement and as required by Chase, the Company transferred its
York Canyon and Sunnyside coal properties to Kaiser Coal Corporation. Consequently, the Manage-
ment Agreement was amended as of April 1985 to exclude from the agreement the York Canyon and

R



-

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

term of 15 years. Also effective as of April 1985, the principal operating subsidiaries of Kaiser Coal
Corporation, Kaiser Coal Corporation of Sunnyside and Kaiser Coal Corporation of York Canyon, en-

properties that were non-operational as of April 1985 (except for the Chimney Rock coal mine which was
idled in June 1985) and the Coal Brokerage and Coal Management Agreements provide a fee to Perma
Mining for properties that are operational as of April 1985,

Perma Mining received fees under the foregoing management and brokerage agreements of
$4,632,000 in 1985 and $2,700,000 in 1984. Under the terms and provisions of these management
agreements, Perma Mining provides requisite management functions of marketing, operating, engi-
" neering, permitting, drafting, finance, legal, human resources, public relations, governmental rela-
tions, and overall business development. Perma Mining maintains a full time staff of geologists,
mining engineers, lawyers, marketing professionals, certified public accountants and cartographers to
provide these services.

In 1985, the Company entered into a Management Agreement, effective September 1, 1985, with
Perma Resources Corporation, a member of the Perma Group, for the management of all of the
Company’s and its subsidiaries’ oil and gas properties. As compensation, the Company agreed to pay

been no production of oil and gas in 1985; however, Perma Resources Corporation received fees of
$388,000 to cover expenses under this agreement.

In 1984, the Company entered into certain agreements for consulting, legal and office support
services with organizations controlled by members of the Perma Group and members of the Frates
Group. The agreements with organizations controlled by the Frates Group were terminated in April
1985. During 1985 and 1984, $320,000 and $293,000 was paid to organizations controlled by the Perma
Group and $249,000 and $1,090,000 was paid to organizations controlled by the Frates Group for
these services.

SPS Agreement

Prior to the Perma Group’s and the Frates Group’s acquisition of the Company’s Common Stock in
connection with a merger in 1984, the Perma Group and Southwestern Public Service Company, an
interstate public utility (“SPS”), entered into agreements (the “SPS Agreement”). The SPS Agreement

above. The proposed coal supply contract was for the supply of coal to SPS’ planned electric power
generating facility to be constructed in Texas. In 1985, SPS was denied approval by the Texas Public
Utility Commission of a Notice of Intent (a necessary step to obtaining a Certificate of Convenience and
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Intent for the facility, the Company is presently discussing with SPS changes in the agreements, includ-
ing possible amendments with respect to SPS’ interests in the New Mexico and Colorado coal properties

extended certain performance dates under the agreements, including the extension of the last date for
the exercise of the first purchase option to the end of August 1988.

SPS Research and Development Agreement

In 1985, the Company and Perma Resources Corporation entered into a Research and Development
Agreement with SPS to study the feasibility of transporting coal in a pipeline slurry of coal and liquified
carbon dioxide. The Research and Development Agreement, as amended, provides in general that the
Company and Perma Resources Corporation, on the one hand, and SPS on the other, will each share 50
percent of the costs and profits and all parties will share equally in the right to use the technology. In
1985, the Company spent $2.2 million on this project on behalf of itself and Perma Resources Corpora-
tion. A research project slurry pipeline has now been constructed and is in the startup and testing phase
at SPS’ coal-fueled plant near Amarillo, Texas.

Transaction Incentive Program
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
NOTE F—Cash and Short-Term Investments
Cash and short-term investments as of December 31, 1985 and 1984 consists of the following:

December 31

1985 1984

(thousands of dollars)
Demand deposits ... .. $(2,260) $ (943)
Certificates of deposit.... ... e 11,511 553
U. S. government obligations ... ... T 203 5,462
pankers acceptances ... 23,238
Restricted cash........... T (5,106) {(25,000)

$ 4,348 $ 3310

The above investments are recorded at cost, which approximates market,.

Restricted cash of $5.1 million at December 31, 1985 represents funds held as security for the
performance of obligations under long-term letter of credit agreements. An additional $1.3 million
of the funds held as security for the performance of obligations under letter of credit agreements at
December 31, 1985 will become available for use in the business during 1986 and are included in the
total for Cash and Short-Term Investments. Restricted cash of $25 million at December 31, 1984
represented cash collateral under the Citibank Credit Agreement.

NOTE G—Inventories .
Inventories of continuing operations consist of the following:

December 31
1985 1984
(thousands of dollars)
Finished products. ... $ 1,078 $ 1,813
Semi-finished produets ... 5,786 4,069
Raw materials ... 8,138 9,562
Operating supplies (less valuation allowance of $1,590 and $1,666) . .. 4,135 2,619

$19,137  $14,063

During 1983, certain inventory quantities were reduced, which resulted in a quufdation of
applicable LIFO quantities carried at lower costs prevailing in prior years. The effect was to
decrease the 1983 loss from discontinued operations by $112,238.000.
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NOTES TO CON SOLIDATED FINAN CIAL STATEMENTS (Continued)
NOTE H—Leases '

Leased capital assets included in property, plant and equipment are as follows:

December 31
1985 1984
(thousands of dollars)
............................................ $10,750 $10,750
.............................................. 19,838 1,286
30,588 12,036
......................................... 2,614 884

327,974 $11,152

SRR H A bl
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Buildings and improvements
Machinery and equipment

The principal leased assets are office space in the Kaiser Center in
ocean-going launch barge. The office space is sublet to ,387,000,
$3,484,000 and $3,626,000 in 1985, 1984 and 1983, respectively. i i
equipment used in mining and manufacturing operations,

In connection with the sale-leaseback of the ocean-going launch barg
second security interest in certain of the Company’s Fontana, Napa and
equipment and certain water company stock.

e, the Company granted a
Vallejo real property and

Future minimum leage payments for cap

italized leases and rental payments for operating
leases as of December 31, 1985 are as follows:

Capital Operating

Leases eases

: (thousands of dollars)

logn T $ 4,465 $ 5,836
loga T 4,422 7,091
Togg T 4,421 7,456
logg e 4,236 7,192
Lo 3,761 5,827

Less amount representing interest
Present value of net minimum lease payments

Rents charged to continuing operations were $10,025,000, $12,256,000 and $5,415,000 in 1985,

1984 and 1983, respectively. Variable rentals did not represent a significant portion of rent expense
in these periods.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE I—Property, Plant and Equipment and Coal Reserves
Property, plant and equipment and coal reserves consist of the following:

December 31
1985 1984
(thousands of dollars)

Lo ReseIves oo - $278 454 $214,027

Bt e v 75,092 126,825

Buildings and Mprovements . 38,779 32,704

Machinery and squipment ... ... 136,828 117,155

Construction in POBYeSS . 1,488 8,377

530,641 499,088

Less accumulated depreciation, amortization and depletion .. .= . (25,959) (13,350)

Net property, plant and equipment and coal reserves.. .. .. $504,682 $485,738
NOTE J—Long-Term Debt

Long-term debt consists of the following:
December 31
1985 1984

‘ (thousands of dollars)

Conbayable tobank . ... ... $ 57,000 $62,950

Capitalized lease obligations 6% - 14%.. . e 29,870 12,174

Oer o 30,627 4,302

117,497 79,426

Less current POTHOR 18,415 4,356

$ 99,082  $75,070

Citibank, N.A. pursuant to an Acquisition Credit Agreement, dated January 27, 1984 (the “Citibank
Credit Agreement”). The Citibank Credit Agreement provided that the Company must maintain at
least $25 million in cash or short-term investments. The $25 million is shown in the financial
statements as of December 31, 1984 as Restricted Cash.

In April 1985, the Citibank Credit Agreement, was repaid from the proceeds of the following
refinancings: '

A) Ten-Year Term Loan — Kaiser Coal Corporation, a wholly-owned subsidiary of the Com-
pany, obtained a $60 million ten-year loan from The Chase Manhattan Bank (National
Association) (“Chase”) pursuant to a Credit Agreement, dated as of March 28, 1985 (the
“Chase Credit Agreement”). The amount outstanding under this loan at December 31, 1985
was $57.0 million. The loan is payable over ten years in quarterly installments of §1.5
million; however, under certain conditions, based on coal shipments and defined cash flows,
the quarterly payment may be reduced to $750,000. The difference between the actual
bayment and $1.5 million must be made up in subsequent quarters. The loan bears interest




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

: rive-Year Term Loan—The Company obtained a $50 million loan from a consortium of
Znancial institutions led by The Philadelphia Saving Fund Society (“PSFS”) pursuant to a
—ocan Agreement, dated as of April 1, 1985 (the “PSFS Loan Agreement”). The amount
zutstanding under this loan at December 31, 1985 was $4.1 million.

.n February 1986, the Company borrowed an additional $10.9 million under the PSFS Loan
~greement, increasing the total amount outstanding to $15 million. The additional funds
received in February 1986 were used to make a $6.1 million preferred stock dividend
payment and for working capital needs. The Company is required to repay the amount
~utstanding under the PSFS Loan Agreement in two installments; the first installment of
£20.9 million is due on April 18, 1986 and the second installment of approximately $4.1
million is due on June 30, 1986. The loan bears interest at 3 percent above the prime
commercial lending rate of Chase. The loans under the PSFS Loan Agreement are secured
5y substantially all the assets of the Company other than the assets securing the Chase
Credit Agreement, and certain Colorado coal properties and by a second security interest in
the stock of Kaiser Coal Corporation. The PSFS Loan Agreement, as amended in February
1986, imposes restrictions on further indebtedness of the Company, investments in other
persons, guaranties, capital expenditures, sales of assets, lease obligations, dividends, stock
redemptions, and certain other matters, In addition, the Company must meet certain
Inancial tests including a tangible net worth test. The PSFS Loan Agreement, as amended,
farther provides that 50 percent, and under certain circumstances 100 percent, of the
proceeds of certain dispositions of assets, other than dispositions in the ordinary course of
ousiness, must be used to prepay the loans.

~OTE K—Preferred Stocks

TZe acquisition of the Company pursuant to the Merger involved the exchange of $22.00 in cash
c.us one share of Series A Preferred Stock and one share of Series B Preferred Stock of the
~smpany for each share of Common Stock outstanding.

The Company has 7,478,256 authorized, issued and outstanding shares of both Series A and
Szries B Preferred Stock. Holders of the Series A and Series B Preferred Stock are entitled to
rzceive cumulative cash dividends of $1.04 per share and $2.25 per share, respectively.

Zeginning in 1990, the outstanding Series A Preferred Stock will be subject to annual manda-
ory redemption at $13.00 per share, plus any accrued and unpaid dividends, in an amount each year
=quai 0 20 percent of the original issue of Series A Preferred Stock. The Company can make open
market purchases of the Series A Preferred Stock to satisfy the redemption requirements beginning
in 1990. The difference between the estimated fair value of the Series A Preferred Stock at the date
of issue and the mandatory redemption value is being recorded through periodic accretions, using
tne interest method with the related charge to retained earnings.

Series B Preferred Stock is redeemable at $17.00 per share, plus any accrued and unpaid
cividends. The Company is required to apply to a purchase fund for the redemption of the Series B
Preferred Stock 25 percent of the cash proceeds in excess of $60 million received on dispositions of
specified coal properties or steel manufacturing properties, individually, provided that if the cash
proceeds from both sources combined exceed $100 million, then the Company is required to apply 25
sercent of such excess over $100 million. The portion of the cash proceeds allocated to the purchase
fund must be deposited into escrow within one year of receipt and any amounts deposited must be
used for purchase or redemption beginning in 1989. Beginning in 1989, the Company can make open
market purchases of the Series B Preferred Stock to satisfy the redemption requirements. As of
Decemper 31, 1985, $144.2 million of defined cash proceeds have been received, and proceeds of $21
million have been credited to the purchase fund. Deposits into the escrow fund of $21 million are
required during the period from July 1986 through December 1986. As a result of these funding
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

requirements, the $21 million of Series B Preferred Stock — Redeemable has been classified on the
balance sheet as a current liability. Once the required deposits have been made, the $21 million will
be reclassified on the balance sheet as a Redeemable Preferred Stock and the deposit will be shown
as long-term restricted cash.

NOTE L—Income Taxes

The $40,623,000 tax provision in 1984 relates to the utilization of financial statement net
operating losses that arose primarily from the provision of net reserves for discontinued operations
in 1983 which could not be tax benefited under generally accepted accounting principles. The net
reserves impacted the deficit in retained earnings which was capitalized as of December 31, 1983 and
was also reflected in the purchase accounting for the Merger. The 1984 utilization of these financial
statement net operating losses reduced the carrying value of the Excess of Purchase Price over Fair
Value of Net Assets Acquired.

Income tax benefits for the year ended December 31, 1983 were $33,000,000 and resulted from
the Company’s decision to carry back its tax losses to prior years for refunds of taxes paid in those
years. The 1983 tax loss consisted primarily of the write-off of a substantial portion of the
remaining tax basis of the Fontana steel mill. The income tax benefits are presented in the
Consolidated Statements of Operations as a deduction from loss on discontinuance.

The 1983 provision for loss on discontinuance includes estimated costs which will not be
deducted in the Company’s income tax returns until the specific costs are incurred. Some of these
costs, such as those for pensions and medical benefits, will cover an extended period of time.

The Company has available approximately $30 million of investment tax credit carryforwards
and $80 million of net operating losses which may be used to reduce future federal tax payments.
These carryforwards expire in various years from 1993 through 2000.

The Internal Revenue Service has completed its field examination of the Company’s consolidat-
ed federal income tax returns for all years through 1979 and is in the process of examining returns
for 1980 and 1981. Various state income tax authorities have proposed certain adjustments, which
are being contested by the Company. The recorded liabilities for income taxes are considered by
management to be adequate to cover any deficiencies which may reasonably be expected to be
sustained for all open years through 1984.

NOTE M—Pension Expenses and Liabilities

Pension expenses for continuing operations, including prior service costs, under the Company’s
“pension plans amounted to $10,115,000, $9,459,000 and $6,079,000 for the years ended December 31,
1985, 1984 and 1983, respectively. Pension expenses included in earnings (loss) on discontinued
operations amounted to $67,000, $555,000 and $629,000 for the years ended December 31, 1985, 1984
and 1983, respectively (Note C).

The Company also accrued $399,000 in 1985, $434,000 in 1984 and $646,000 in 1983 for contribu-
tions to the Savings and Profit Sharing Plan.
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As of January 1
1985 1984
(thousands of dollars)

Actuarial present value of accumulated plan benefits:
Continuing operations—

N $ 25923 $ 31,178
poreated 2,439 3,550
Discontinued operations—
N g 240,452 248 479
Nonvested 10 1,339
$268,824 $284,546
Net assets available for benefits—
Continuing perations. ... ... $ 7,561 $ 22,223
Discontinued OPETBHONS ... 90,787 106,798

$ 98,348 $129,021

In the table above, the assumed rate of return used in determining the actuarial present value
of accumulated plan benefits was 9.5 percent for 1985 and 1984,

those costs relating to continuing operations totaled $1,991,000 compared to $1,586,000 for 1984, The
liability for retiree health care and life insurance benefits related to discontinued operations was
included in the provision for discontinued operations (Note C).

During 1985, the Company received a settlement of $8.5 million, including interest of $3.85
million, arising from a lawsuit related to tax returns filed in the late 1960’s and 1970’s.

NOTE O—Subsequent Events

Idling of Facilities:
In March 1986, the Company decided to idle its steel fabrication facility located in Napa,

California upon completion of the projects presently under contract. The Company anticipates
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NOTES TO CON SOLIDATED FINAN CIAL STATEMENTS (Continued)

Additional F inancing:

I
Draws, répayments and redraws must be made in multiples of $120,000 and interest accrues on the
loan at prime plus 1.5 percent on any outstanding balance.

NOTE P—Industry Segment Information

The Company’s continuing domestic operations include the production and sale of coa] and
fabricated steel products from western United States mines and plants and the operation of a bulk
loading facility. The Coal Group produces steam and metallurgical grades of coal from mines in
Utah, New Mexico and Colorado for sale to worldwide markets. The Fabricated Products Group

includes steel fabricating as well as manufacturing of large diameter pipe and operation of a facility
for the loading and unloading of bulk products.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Certain information concerning the Company’s business segments is contained in the following
tables:

Year Ended December 31
1985 1984 1983
(thousands of dollars)

Net sales:
Coal Group ...~~~ $ 97,164 $ 72373 43,351
Fabricated Products Growp ... ... ... .0 123,281 78,908 94,005

$220,445 $151,281 § 137,356

Operating profit (loss):

Coal Growp.................. ... ... $ 2979 3 5013 $ (7,502)
Fabricated Products Growp ... ... .. 0 (11,327 (12,022) (6,646)
Corporate ... e (17,334) (14,343) (11,954)
(25,682) (21,352) (26,102)
Interest expense .. e (11,929) (12,759) (4,696)
Interest income ... 13,488 11,362 22,369
Loss from continuing operations ....... .. . $(24,123) $(22,749) $ (8,429)
Capital expenditures:
Coal Growp ...~ $13702 $ 1,337 ¢ 2,134
Fabricated Products Growp ... ... .. . 7 14,851 9,608 2,161
Corporate ... 2,271 2,635 123

$ 30,824 $ 13580 $ 4,418

Depreciation, amortization and depletion expense:

Coal Group........... T $ 7528 $ 8,322 § 5,637
Fabricated Products Growp ... ... .. . T 4,338 3,854 2,575
Corporate ... 2,314 3,910 1,112
Total continuing operations...... .. ... $ 14180 $ 16,086 $ 9324
Identifiable assets at end of period:
Coal Group ... $441,227  $346,531 $ 344,745

................................ 92,805 85,778 92,152

. 534,032 432,309 436,897
Discontinued operations ......... .. 25,519 74,767 304,644

Other corporate assets ...~~~ - 151,008 287,662 315,860
Total identifiable assets at end of period ... . = $710,559 $794,738 $1,057,401

Net sales for the Fabricated Products Group in 1983 included $48.2 million from an oil company.
No other single customer accounted for more than 10 percent of consolidated net sales in 1985, 1984
or 1983.

Assets of discontinued operations are all the remaining assets from the Steel Manufacturing
Group, Myers Drum Company, and Kaiser Steel Tubing, Inc. (Note C).

Other corporate assets are Cash and Short-term Investments, surplus property, and Excess of
Purchase Price Over Fair Value of Net Assets Acquired and other assets related to administrative
functions. ;

AN
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)QUARTERLY FINANCIAL DATA (Unaudited)

Summarized quarterly financial data for 1985 and 1984 follows:
Three Months Ended

March 31 June 30 Sept 30 Dec. 31 Year
(thousands of dollars except per-share data)
1985
Net sales and operating profit ... §$ 36530 $ 54546 $ 54929 $§ 74440 $ 220,445
Gross margin. ... ... . $ 3359 $ 8984 $ 6499 $ 426 $ 19,268
Earnings (loss) from
continuing operations .. . $ (6,155) $ 1,658 $ (8,743) $ (10,883) $ (24,123)
Earnings (loss) from
discontinued operations . . 601 (484) (3,858) 7,332 3,591
Cumulative effect on prior
years of accounting changes . 3,741 3,741
Net earnings (loss). . ... . $ (1,813) $ 1,174 § (12601) $ (3,551) $ (16,791)
Market price of Series A :
Preferred Stock (high/ low) .. .. T%-6% 81-T% 8% -7% 8%-T% 8% -6%
Market price of Series B
Preferred Stock (high/low) . . .. 13%-11% 1412-13%  15%-14Y4% 15%-12% 15%%-11%
1984
Net sales and operating profit ... § 27177 $ 41928 $ 40306 $ 41,870 § 151,281
Gross margin...... .. . 3$ 3,020 3 349 $ 252 $ 3,150 $ 9,045
Earnings (loss) from
continuing operations ... $ 553 $ (11,027) $ (7,261) $ (5,014) $ (22,749)

Earnings (loss) from

discontinued operations .. ... (202) 13,482 8,608 48,549 70,437 i
Net earnings ....... . . . $ 351 § 2455 § 1,347 $ 43,535 $ 47,638
i Market price of Series A |
: Preferred Stock (high/low) . . . T%-6% T%-6 T%-6% 7-5% T%-5%
j Market price of Series B ,'
Preferred Stock (high/low) . . . 13%-12% . 13%-11% 13-12 12%-11% 13%-11%
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SUPPLEMENTARY INFORMATION ON THE EFFECTS OF CHANGING PRICES
(Unaudited)

financial results, care must be exercised when analyzing the data, and when comparing the results
to that of other companies as many estimates and assumptions are required to prepare this

information.
: Year Ended December 31, 1985
’, As Reported
in Financial Adjusted for
o Statements Changes in
E (Historical Specific Prices
T ) Cost) (Current Costs)
(thousands of dollars except
per share data)
Net Sales ... ... ... ... $220,445 $220,445
Operating costs and expenses: :
Cost of products sold, excluding depreciation, amortization
and depletion............. T 189,311 191,129
Selling and administrative expenses......... . ... . ... . . 48,068 48,068
Depreciation, amortization and depletion ... ... .. . . = 14,180 15,979
Interest expense . ... . T 16,503 16,503
Interest and other income....... .. ... . 7 (23,494) (23,494)
Loss from continuing operations.... . ... . . . . . . $(24,123) $(27,740)
Gain from decline in purchasing power of net amounts owed $ 4,700
; Increase in current cost of inventory and property, plant and
| equipment held during the year (based on specific price
f changes)*. .. . . . . . E $ 23,844
Less effect of increase in general price level (based on
Consumer Price Index)...... . ... ... . 19,486
% Increase in current costs, net of inflation. . ... . . . = = $ 4,358

! * At December 31, 1985 current cost of inventory was $18,784 and current cost of property, plant and
! equipment, net of accumulated depreciation, amortization and depletion, was $520,691.

The above statement of operations illustrates the impact of inflation under current cost
accounting methods which measures the effects of specific price changes. Property, plant and
equipment was valued using Marshall and Swift Valuation Services indexes. Mineral resources
were valued at the estimated current cost to replace the mineral reserves,

The Company’s inventories are principally accounted for by the LIFO method, which general-
ly recognizes current costs in the cost of products sold.

The “Gain from decline in purchasing power of net amounts owed” reflects the fact that the
Company’s excess of monetary liabilities (e.g., accounts payable and long-term debt) over mone-
tary assets (e.g., cash and receivables) can be repaid with cheaper dollars due to the reduced
purchasing power of the dollar. This is a theoretical gain which does not result in increased cash.
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Two-Year Summary of Selected Supplementary Financial
Data Adjusted for Effects of Changing Prices

(All amounts, except those designated as historical cost, are

measured on a current cost basis in average 1985 dollars.)

1985 1984

(thousands of dollars
except per share

data)
[ovemueS ... $220,445 $156,679
Loss from continuing operations ... . [ $(27,740)  $(25,698)
Cash dividends per common share:

At historicaleost ... . $ — $§ —

n average 1985 dollars. ... 1| $ - $ —
Unrealized purchasing power gain ... T $ 470 ¢ 3379
Netassets......._........A.......‘....._.......................A.'... $138,624  $204,834
Increase (decrease) in current cost, net of inflation... .. . $ 4358 3 (4,302

Mineral Resources

The table below presents information regarding the Company’s coal reserves. All of the coal
reserves can be sold as steam coa] and essentially all the reserves can be upgraded by washing for
sale in the metallurgical coal market. The Company’s coal reserves were increased by 257.1 million
tons in April 1985 through an exchange of properties between the Perma Group and the Company
(Note E). In December 1985, the Company acquired a coal mine complex with proven reserves and
probable reserves of 60 million tons.

Year Ended
December 31
1985 1984
: (tons in millions)(1)
Proven and probable coal reserves at end of year (2).... . . .. . 1298.5 985.0
Coal produced ... .

Average market price per ton of coal 3)
1. All information is Ppresented in recoverable net tons,

2. Proven reserves and probable reserves are estimates of recoverable reserves that are indicated to
exist on the basis of geological and engineering data.

3. The average market price of coal is based on a weighted average of coal shipped to outside
customers and is F.0.B. mine,

The Company is no longer mining iron ore, but has reserves of approximately 55 million tons
for which no market presently exists.

48




L eirmtne sy e e

—-—-‘

PART III

Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The following table shows the directors and executive officers of the Company and their
principal occupations as of March 27, 1986:

Directors
Monty H. Rial . .... .. .. Chairman of the Board, President and Chief Executive Officer of
v the Company
Howard P. Allen . .. ... Chairman of the Board and Chief Executive Officer, Southern

California Edison Company (a public utility)

Richard N. Gary .. ... = Attorney and partner of Thelen, Marrin, Johnson and Bridges (a

law firm)
Stephen A. Girard.. ... Retired Chairman of the Company
William R. Gould. .. ... .. Retired Chairman Emeritus, Southern California Edison Com-
pany (a public utility)
Lloyd G. Hansen .. ... Vice Chairman of the Company
Charles S. McNeil ... ... Vice Chairman and President, Coal Group of the Company
Dr. Eustace H. Winn, Jr .. Business Developer, Investor and Practicing General Surgeon

Executive Officers

Monty H. Rial..... . . Chairman of the Board, President and Chief Executive Officer of
’ the Company

Charles S. McNeil . ... .. Vice Chairman and President, Coal Group of the Company

Kevin J. Reidy ... ... .. President, Fabricated Products Group of the Company

Lloyd G. Hansen ... ... . Vice Chairman of the Company

Claude A. Bradford . ... = Vice President and Treasurer of the Company

Kenneth L. Gibson . ... Senior Vice President of the Company

Arthur W. Mullin ... . . Vice President, Finance and Chief Financial Officer of the Com-

pany
M. Edward Stewart. . ... . Senior Vice President of the Company
Miles G. Yeagley . ... ... Senior Vice President of the Company

Additional information regarding directors and executive officers of the Company required for
Item 10 is incorporated by reference to the section of the Company’s Proxy Statement for its 1986
Annual Meeting of Stockholders entitled “Election of Directors,” “Common Stock Directors” and
“Executive Officers.” Except for such sections and any other sections of such Proxy Statement
specifically incorporated by reference elsewhere herein, no part of such Proxy Statement is to be
deemed filed as part of this Annual Report on Form 10-K.

Item 11. EXECUTIVE COMPENSATION

Information regarding executive compensation required for Item 11 is incorporated by refer-
ence to the section of the Company’s Proxy Statement for its 1986 Annual Meeting of Stockholders
entitled “Compensation of Directors and Executive Officers.” Except for such section and any other
section of such Proxy Statement specifically incorporated by reference elsewhere herein, no part of
such Proxy Statement is to be deemed filed as part of this Annual Report on Form 10-K.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

Information regarding security ownership of certain beneficial owners and management re-
quired for Item 12 is incorporated by reference to the section of the Company’s Proxy Statement for
its 1986 Annual Meeting of Stockholders entitled “Security Ownership of Certain Beneficial Owners
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and Management.” Except for such section and any other section of such Proxy Statement specifi-
cally incorporated by reference elsewhere herein, no part of such Proxy Statement is to be deemed
filed as part of this Annual Report on Form 10-K.
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PART IV

Item 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON
FORM 8-K

(a) List of Documents Filed as Part of This Report:

Page of
(1) Financial Statements This Report
Consolidated Financial Statements:
Independent Accountants’ Report ... ... ... ... ... 25
Consolidated Statements of Operations— Years Ended December 31, 1985,
1984 and 1983 ... . ... S 26
Consolidated Balance Sheets—December 31, 1985, and 1984 ... .. . 27
Consolidated Statements of Redeemable Preferred Stock and Stockholders’
Equity—Years Ending December 31, 1985, 1984 and 1983 .. ... . 28 .
Consolidated Statements of Changes in Financial Position—Years Ended
December 31, 1985, 1984 and 1983 29
Notes to Consolidated Financial Statements ....... .. . 30
(2) Financial Statement Schedules
Independent Accountants’ Report.... ... ... ... .. 55
Schedule V —Property, plant and equipment and coal reserves— Years
ended December 31, 1985, 1984 and 1983. ... . ... 56
Schedule VI —Accumulated depreciation, depletion, and amortization of
property, plant and equipment and coal reserves— Years
ended December 31, 1985, 1984 and 1983 ... ... . . 57
Schedule VIII—Valuation and qualifying accounts— Years ended
December 31, 1985, 1984 and 1983 ... ... ... ... .. 58
Schedule X —Supplementary income statement information— Years
ended December 31, 1985 and 1984 .. . . . 59

Schedules I, II, II1, IV, VII, IX, XI, XII, XIII and XIV have been omitted because they are not
required or not applicable or the required information is presented in the financial statements.

Separate financial statements of Kaiser Steel Corporation without its consolidated subsidiaries
have not been filed since Kaiser Steel Corporation is primarily an operating company and all
consolidated subsidiaries of Kaiser Steel Corporation are majority owned and, considered in the
aggregate, in 1985 did not have long-term debt outstanding in an amount which is material in
relationship to total consolidated assets, '
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(3) Exhibits

Exhibit

Number

(3)(a)

(3)(b)

(10)(a)
(10)(b)
(10)(c)
(10)(d)
(10)(e)
(10X(£)
(10)(g)

(10)(h)

10)()

10)G)
(10)(k)
(10)(1)

(10)(m)
(10)(n)

(10)(o)
(10)(p)
(10)(q)
(10)(r)
(10)(s)
(10)(t)
(10)(u)

(10)(v)

(10)(w)

Exhibit

Certificate of Incorporation of Kaiser Steel Corporation (composite copy)*

Restated Bylaws of Kaiser Steel Corporation*****

Kaiser Steel Corporation 1983 Incentive Performance Plan*

Kaiser Steel Corporation Bonus Plan**

Stock Appreciation Plan for Officers and Employees of Kaiser Steel Corporation****

Liability Insurance Poligy****

Form of amendment to agreement with stock option holders under 1982 Stock
Incentive Plan and Stock Appreciation Plan****

Form of Acquisition Credit Agreement, dated as of January 27, 1984, between Kaiser
Steel Corporation and Citibank, N. A ***x

Agreement, dated as of November 12, 1983, by and among Equivest Associates et.al.,
(“Acquisition Group”) and Chimney Rock Coal, et al. (“Perma Group”)****

Agreement, dated as of November 12, 1983, by and among Southwestern Public
Service Company, Perma Resources Corporation, and Colorado Coal Resources
Company****

Consent Agreement, dated as of November 12, 1983, by and among Southwestern
Public Utilities Corporation, Perma Resources Corporation, Colorado Coal Resources
Company, and Frates Group****

Option Agreement, dated February 28, 1984, by and among the Frates Group and the
Perma Group*

Agreement, dated February 28, 1984, by and among the Frates Group and the Perma
Group*

Agreement, dated February 29, 1984, by and among the Frates Group and the Perma
Group*

Transaction Incentive Program®***#*

Letter agreement for consulting services terminating Employment Agreement with
Stephen A. Girard, dated May 31, 1984****x*

Letter agreement for consulting services terminating Employment Agreement with
Richard N. Gary, dated March 30, 1984****x

Four letter amendments to Employment Agreement with Charles H. Black, dated

Amendment to Joint Venture and Option Agreement, dated December 28, 1984, by
and among the Frates Group and the Perma Group*****

Management Agreement, dated August 15, 1984, between Kaiser Steel Corporation
and Perma Mining Corporation****=

Exchange Agreement, dated April 1, 1985, by and between Kaiser Steel Corporation

and a joint venture comprised of the Frates Group and the Perma Group****+
Corporation, California Steel Industries, Inc,, Kawasaki Steel Corporation, Rio Doce

Credit Agreement, dated as of March 28, 1985, between Kaiser Coal Corporation and
The Chase Manhattan Bank (National Association)*****

Loan Agreement, dated as of April 1, 1985, among Kaiser Stee] Corporation, The
Philadelphia Saving Fund Society, California Federal Savings and Loan
Association, Far West Federal Bank and Union Bank****
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(10)(x)
10)(y)

(10)(z)

(10)(aa)
(10)(bb)
(10)(cc)
(10)(dd)
(10)(ee)
(10X

(10)(gg)
(10).(hh)

(10)(ii)
(10)GJ)
(10)(kk)
(10)(11)
(10)(mm)
(10)(nn)

(10)(00)
. (10)(pp)
(10)(qq)

(10)(rr)
(10)(ss)

(10)(tt)

Acquisition Agreement, dated as of December 1, 1984, among Kaiser Steel
Corporation and John Cutt, Thomas Holmes, Roger Stavig and Bruce Wood***+=

Amendment Agreement, dated February 10, 1986, to Loan Agreement dated as of
April 1, 1985 among Kaiser Steel Corporation, The Philadelphia Saving Fund
Society, California Federal Savings and Loan Association, Far West Federal Bank
and Union Bank :

Junior Pledge Agreement, dated as of February 10, 1986, between Kaiser Steel
Corporation and The Philadelphia Saving Fund Society as agent for itself and
California Federal Savings and Loan Association, Far West Federal Bank, and
Union Bank

Extension of Option Agreement, dated as of January 17, 1986, by and between Perma
Pacific Properties and Kaiser Steel Corporation

Put Option Agreement Re Real Property, dated January 17, 1986, by and between
Associated Southern Investment Company and Perma Pacific Properties

Letter agreement between The Chase Manhattan Bank (National Association) and
Kaiser Coal Corporation, dated January 15, 1986

Structural Shop Lease, dated as of April 8, 1985, by and between Perma Pacific
Properties and Kaiser Steel Corporation :

Additional Property Lease, dated as of April 3, 1985, by and between Perma Pacific
Properties and Kaiser Steel Corporation

Structural Steel Shop Lease Amendment, dated as of January 17, 1986, by and
between Perma Pacific Properties and Kaiser Steel Corporation

Amended Research and Development Agreement, dated October 1, 1985, by and
among Southwestern Public Service Company, Perma Resources Corporation and
Kaiser Steel Corporation

Management Agreement, dated December 15, 1985, by and between Kaiser Steel
Corporation and Perma Resources Corporation

Coal Brokerage Agreement, dated as of March 28, 1985, by and between Kaiser Coal
Corporation and Perma Mining Corporation

Management Services Agreement, dated March 28, 1985, by and between Kaiser Coal

Extension Agreement, dated February 20, 1986, by and among Southwestern Public
Service Company, Perma Resources Corporation, Colorado Coal Resources Company
and Kaiser Stee] Corporation : .

Letter agreement regarding performance of consulting services by Winria Asset
Management Group for Kaiser Steel Corporation, dated July 18, 1984

Conveyance of Non-Participating Royalty, dated as of July 11, 1983, by and between
Colorado Coal Resources Company and Dr. Eustace H. Winn, Jr.

Aircraft Acquisition and Use Agreement, dated as of September 10, 1984, by and
between Kaiser Steel Corporation and Southern California Edison and Amendments
No. 1, No. 2 and No. 3

Aircraft Time Sharing Agreement dated as of February 1, 1985, by and between
Southern California Edison and Kaiser Steel Corporation

Vessel Purchase Agreement, dated as of June 10, 1985, between Andrea Corporation,
GATX Leasing Corporation and Kaiser Steel Corporation

Bareboat Charter, dated as of June 10, 1985, between Andrea Corporation and GATX
Leasing Corporation
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(10)(wu) Bareboat Subcharter, dated as of June 10, 1985, between GATX Leasing Corporation
and Kaiser Steel Corporation

(18) Letter regarding change in accounting principleg******
(22) List of Subsidiaries

* The following exhibits are incorporated by reference to the respective exhibits listed below
from the Company’s Annual Report on Form 10-K for the year ended December 31, 1983:
(3)(a) to (3)(a); (10)(a) to (10)(a); (10)(j) to (10)(ee); (10)(k) to (10)(ff); and (10)(1) to (10)(gg).

** The following exhibits are incorporated by reference to the respective exhibits listed below
from the Company’s Annual Report on Form 10-K for the year ended December 31, 1980:
(10)(b) to (10)(i).

*** The following exhibits are incorporated by reference to the respective exhibits listed below
from the Company’s Annual Report on Form 10-K for the year ended December 31, 1982:
(10)(c) to (10)(iv). ’

**3+* The following exhibits are incorporated by reference to the respective exhibits described
below from the Registration Statement on Form $-14 filed by Kaiser Steel Corporation
(formerly known as Kaiser Steel (Delaware), Inc.) and Kaiser Steel Corporation, a Nevada
corporation, with respect to the registration of the Series A Preferred Stock, $1 par value,
and Series B Preferred Stock, $1 par value, of Kaiser Steel Corporation (Registration No. 2-
86783): (10)(d) to (10)(1); (10)(e) to (10)(p); (10)(f) to (10)(a); (10)(g) to (10)(u); (10)(h) to
(10)(v); and (10)(3) to (10)(w).

**x** The following exhibits are incorporated by reference to the respective exhibits listed below
from the Company’s Annual Report on Form 10-K for the year ended December 31, 1984: 3(b)
to 3(b); 10(m) to 10(q); 10(n) to 10(r); 10(0) to 10(s); 10(p) to 10(t); 10(q) to 10(u); 10(r) to 10(v);
10(s) to 10(w); 10(t) to 10(x); 10(u) to 10(y); 10(v) to 10(z); 10(w) to 10(aa); 10(x) to 10(bb).

*xxx* The following exhibit is incorporated by reference to the respective exhibit listed below from
the Company’s Quarterly Report on Form 10-Q for the quarter ending March 31, 1985: (18) to
(18).

The Company will furnish fo stockholders a copy of any exhibit listed above, but
not contained herein, upon written request to the Treasurer, Kaiser Steel Corporation,
P. O. Box 5050, Fontana, California 92335, and payment to the Company of 25¢ per
page.

(b) Reports on Form 8-K

No reports on Form 8-K were filed by the Company during the fourth quarter of 1985,
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INDEPENDENT ACCOUNTANTS’ REPORT
To the Board of Directors and Stockholders
Kaiser Steel Corporation

Fontana, California

In connection with our examination of the consolidated financial statements of Kaiser Steel
Corporation and subsidiaries as of December 31, 1985, 1984 and 1983 and for the years then ended,
we also examined the supporting schedules listed in the accompanying index. In our opinion, subject
to the possible effects of such adjustments, if any, as might have been required had the outcome of
the uncertainties related to the Company’s continuance as a going concern been known, the
schedules present fairly, when read in conjunction with the related consolidated financial state-
ments, the financial data required to be set forth therein.

TOUCHE ROSS & CO.
Certified Public Accountants

Los Angeles, California
March 27, 1986
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Schedule V

KAISER SITEEL CORPORATION AND SUBSIDIARIES

PROPERTY, PLANT AND EQUIPMENT AND COAL RESERVES

Years Ended December 31, 1985, 1984 and 1983
(Thousands of Dollars)

Additions
Balance at (Trans- %ther ghanges Balance at
. Beginning fers) dd (Deduct) End of
Classification of Period  at Cost Retirements A B) © Period
Year Ended December 31, 1985
Continuing operations:
Coal reserves ...... ... . . . .. $214,027 $ 1,045 $ — $63382 § — $ — $278,454
Land ... .. ... . 0w 126,825 500 8,196 (44,037) 75,092
Buildings and improvements .. .. 32,704 11,834 4,801 (958) 38,779
Machinery and equipment .. .. .. 117,155 24,710 5,020 (100) 83 136,828
Construction in progress: .. .. .. .. 8,377 (7,265) . - 376 1,488
499,088 30,824 18,017 18,663 83 530,641
Discontinued operations:
Land ... . ... . . . . ... . .. 6,255 6,255
Buildings and improvements ... = 10,057 51 4,063 (368) 5,677
Machinery and equipment ... . . 24,596 6,335 (1,910) (83) 15,768
Construction in progress. ... .. . 668 668
41,576 51 17,821 (2,278) (83) 21,445
$540,664 $30,875 $ 35838 $1638 $ — $ — $552,086
Year Ended December 31, 1984
Continuing operations:
Coal reserves ...... .. . . . . . . $214,027 $ — $ — $ — $ — $ — $214,027
Land ... .. . . . w 135,804 1,160 10,140 126,824
Buildings and improvements . . 36,229 393 667 (3,251) 32,704
Machinery and equipment .. ... . 110,441 5,102 1,971 3,583 117,155
Construction in progress... . ....._ . .. 1,453 6,925 8,378
497,954 13,580 12,778 332 499,088
Discontinued operations:
Land ... .. . ... .. . .. . ... 6,255 6,255
Buildings and improvements . ... | 25,753 108 15,724 (80) 10,057
Machinery and equipment ... .. . 111,843 509 87,687 (69) 24,596
Construction in progress. ... ... .. . . 293 668 (293) 668
144,144 1,285 103,411 (442) 41,576
$642,098 $14,865 $116,189 $ — $ — $ (110) $540,664
Year Ended December 31, 1983 (Restated)
Continuing operations:
Coal reserves ... ... .. .. . $ — $ — $ — $ — $214027 3 — $214,027
Land ... . . . v 12,666 1,603 122,649 (1,114) 135,804
Buildings and improvements .. . 56,619 4,619 344 (21,773)  (2,892) 36,229
Machinery and equipment .. ... .. 148,159 7,652 11,004 (22,225) (12,141} 110,441
. Construction in progress .. ... . 10,968 (9,456) ) (59) 1,453
228,412 4,418 11,348 292,678 (16,206) 497,954
Discontinued operations: ’
Land ... . .. . ... 4,811 2,425 (981) 6,255
Buildings and improvements . . 130,470 839 24 (89,940) (15,592) 25,753
Machinery and equipment .. .. . 371,366 4,611 159 (306,635) 42,660 111,843
Construction in progress. . ..... . 12,279 (2,105) (9,881) 293
518,926 3,345 183 (394,150) 16,206 144,144
$747,338 $ 7,763 $ 11,531 3 — $(101,472) § — $642,098

(A) Effects of an exchange of assets between the Perma/Frates Joint Venture and the Company (See Note E to
the Consolidated Financial Statements) and the contribution of the Cushenbury Limestone Properties
with a book value of $15.2 million to a trust for the benefit of retired steelworkers {See Note C to the
Consolidated Financial Statements). .

(B) Write-up (write-down) of coal reserves, land, and machinery and equipment of continuing operations and
reclassification of acecumulated depreciation to offset cost and reflect fair value of property, plant and
equipment based on independent appraisals. (See Note B to Consolidated Financial Statements).

(C) Reclassification of property, plant and equipment from continuing operations to discontinued operations.
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Schedule VI

KAISER STEEL CORPORATION AND SUBSIDIARIES

ACCUMULATED DEPRECIATION, DEPLETION AND
AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT AND COAL RESERVES
Years Ended December 31, 1985, 1984 and 1983
(Thousands of Dollars)

Balance Additions

at Charged
Beginning to Costs Balance at
of and End of
Classification Period Expenses Retirements Other Period
4) (B)
Year Ended December 31, 1985
Continuing operations:
I(Egah reserves.......... ... ... ... . .. $ 876 $ 1,595 $— $ — $ — $ 2,471
na. ...
Buildings and improvements . 2,279 2,032 410 (96; 3,805
Machinery and equipment. . .. . 10,195 - 9,791 121 (182 19,683
) 13,350 13,418 531 (278) 25,959
Discontinued operations:
Land. ... .. . J
Buildings and improvements . .
Machinery and equipment.. .. 21 21
21 21
$ 13,350 $13,439 $ 531 3 2718) 8§ — $25,980
Year'Ended December 31, 1984
Continuing operations:
an{i reserves... ... .. .. ... $ ~ $ 876 $ — $ — $ — $ 876
and. ...
Buildings and improvements | 2,318 39 2,279
Machinery and equipment. . .. 10,426 231 10,195
13,620 270 13,350
Discontinued operations:
and ...
Buildings and improvements ... . . . .
Machinery and equipment.. . =
3 — $13,620 $ 270 $ — $ — $13,350
Year Ended December 31, 1983 (Restated)
Continuing operations:
Coal reserves.. ... . .. . . $ — $ — $ — $ — $ — $ —
Land, ... .. . ot 1,479 31 (1,510
Buildings and improvements ... .. . . 24,030 1,222 243 §25,009
Machinery and equipment . .. 72,243 10,823 8,365 74,701
T 97,752 12,076 8,608 (101,220)
Discontinued operations:
Land ... ... ... ... 2,699 . 17 (2,716
Buildings and improvements .. 83,694 5,784 462 (89,940
Machinery and equipment. ... .. 271,146 17,393 18,096 (306,635
357,539 23,194 18,558  (399,291)
$455,291 $35,270 $8,608 318,558 $(500,511) $ —

(A) For 1985, effects of an exchange of assets between the Perma/ Frates Joint Venture and the Com any
See Note E to the Consolidated Financial Statementsf and the contribution of the Cushen ury
imestone Pro§)erties with a book value of $15.2 million to a trust for the benefit of retired

steelworkers (See Note C to the Consolidated Financial Statements). For 1983, write-down of
buildings and improvements and machinery and equipment of discontinued operations to fair value
based on independent appraisals (See Note B to the Consolidated Financial Statements).

(B) Reclassification of accumulated depreciation to offset cost and reflect fair value of pz_'oFerty, plant and

equipment based on independent appraisals. (See Note B to Consolidated Financia Statements),
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Schedule VIII

KAISER STEEL CORPORATION AND SUBSIDIARIES

VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 1985, 1984 and 1983

(Thousands of Dollars)

Additions
Balance at Charged Charged
Beginning to Costs to Balance at
of and Other Deduc- End of
Description Period Expenses  Accounts tions(A) Period
Year Ended December 31,198 ... .. . $ 917 $ 88 $ — $ 499 $ 506
Year Ended December 31,1984.... .. $9,107 $ 60 $ — $ 8,250 $ 917
Year Ended December 31,1983 ....... . . $5,391 $2,388 3 — $(1,328) $9,107

charged off.
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Schedule X

KAISER STEEL CORPORATION AND SUBSIDIARIES
SUPPLEMENTARY INCOME STATEMENT INFORMATION
Years Ended December 31, 1985, 1984 and 1983
(Thousands of Dollars)

1985 1984 1983

Continuing Operations:

Taxes, other than payroll and income taxes

.................. $ 2776 $1,225 $1,453
Maintenance and repairs

.................................... $11,813 $8,729 $9,005

................................................... $ 7,605 $4,463 $2,016
Categories not disclosed are less than 1% of sales.

Royalties
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.

Date: March 30, 1986 . KAISER STEEL CORPORATION

By: /s/ MONTY H. RIAL

Name: Monty H. Rial

Title: Chairman

Pursuant to the requirements of the Securities Exchange Act of 1934, this report
has been signed below by the following persons on behalf of the Registrant and in the

capacities and on the dates indicated.
Signature Title

1. Principal Executive Officer

/s/ MONTY H. RIAL Chairman and Director
Monty H. Rial

2. Principal Financial and
Accounting Officer

/s/ ARTHUR W. MULLIN Vice President, Finance and
Arthur W. Mullin Chief Financial Officer

3. Directors

/s/ DR. EUSTACE H. WINN, JR. Director
Dr. Eustace H. Winn, Jr.

/s/ CHARLES S. McNEIL Director
Charles S. McNeil

/s/ WILLIAM R. GOULD Director
William R. Gould

/s/ LLOYD G. HANSEN Director
Lloyd G. Hansen :

/s/ HOWARD P. ALLEN Director
Howard P. Allen

/s/ STEPHEN A. GIRARD Director
Stephen A. Girard

/s/ RICHARD N. GARY Director
Richard N. Gary
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Date

March 30, 1986

March 30, 1986

March 30, 1986
March 30, 1986
Mé.rch 30, 1986
March 30, 1986
March 30, 1986
March 30, 1986

March 30, 1986
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Kaiser Steel Settles F igiL; Over Cont;bl
Of Board by Naming Hendry Chairman

By MicHAEL TotTy
Staff Reporter of THE WALL STREET JOURNAL

COLORADO SPRINGS, Colo.—Kaiser
Steel Corp. said it settled a dispute over
control of its board by agreeing to name-
dissident Minneapolis shareholder Bruce
Hendry chairman and chief executive offi-
cer. :

The settlement, which took effect im-
mediately, headed off a hearing yesterday
in Delaware Chancery Court to decide the
outcome of a shareholders’ vote at the
company’s Nov. 25 annual meeting. Mr.
Hendry's slate of candidates for the board
won the election, according to a court-ap-
pointed inspector. The outcome was dis-
puted by Kaiser management, whose slate
of candidates for the board lost the vote.
Mr. Hendry had intended to ask the court
to uphold the vote.

Under the terms of the settlement, Mr.
Hendry's slate of candidates won't have a
majority of the reconstituted nine-member

ments toward retiring the preferred stock.
The company defaulted on the payments in
July. ‘

In addition to Mr. Hendry, who is also
president and chief executive of Erie Lack-
awanna Inc., the new board members from
Mr. Hendry’s slate are William Dimeling,
Philadelphia, a director of Erie Lack-

" awanna; and Lawrence Perlman, Minne-

apolis, president of Control Data Corp.'s
data-storage products group.

The preferred director’s from the Kai-
ser slate are Stonie Barker Jr., Lexington,
Ky., former chairman and chief executive
of Occidental Petroleum Corp.’s Island
Creek Coal Co. unit; John C. Davis, Colo-
rado Springs, a directer of two Prudential-
Bache Securities Inc. mutual funds; and
James L. Marvin, Franktown Colo., 2 min-
ing consultant and a former senior vice
president of Atlantic Richfield Co.

The common stock directors are Mr.
Rial, who "is majority shareholder in

Perma Resources, which owns all of Kai-
ser’'s common stock; Stephen A. Girard,
Oakville, Calif., former chairman and
chief executive of Kaiser; and Eustace A.
Winn, Greenville Miss., a large stockholder
in Perma.

Diamond Crystal Salt Co.

Stake Increased to 27.64%

ST. CLAIR, Mich.—A Hong Kong in-
vestment firm increased its stake in Dia-
mond Crystal Salt Co. to 27.64% and said it
received government clearance to acquire
as much as 50%.

A spokesman for Industrial Equity (Pa-
cific) Ltd. said the firm had “‘no intentions
at this point in time” to buy more stock;
but sought permission to increase its hold-
ing to 50% in case it later decided to do
S0.

. Frank Hayes, Diamond Crystal's vice
president for finance, said the Moore fam-
ily—which founded the company in 1886—
and related interests held more than 50%
of Diamond Crystal, and “'I don’t see any
way (Industrial Equity) can take control.”

" Before its latest purchase, Industrial Eq-

uity’s stake in Diamond Salt was about
18%.
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board of the coal and steel producer.

Instead, three members of Mr.
Hendry's slate and three company candi-
dates will represent Kaiser’s preferred
shareholders. In addition, three directors,
including outgoing chairman Monty H.
Rial, will remain on the board represent-
ing the company’s common stockholders.
Mr. Rial and other Kaiser officers control
all of Kaiser's common stock. As reported
earlier, Mr. Rial agreed to step down as
chairman and chief executive officer.
- Mr. Hendry couldn’t be reached for
comment. S -

Mr. Rial said the settlement should al-
low the company and its shareholders to
proceed with restructuring the company’s
finances. Battered by falling coal prices,
the company posted a loss of $22.8 million
on sales of $101.4 million for the first half
of 1986. .

“We've got to get back to solving the

bility,” said Mr. Rial. “I'd like to see all
the energy that went into both slates go
into restoring the company.” )
Kaiser's preferred stock, which was is-
sued in Mr. Rial’s buyout of Kaiser in 1984,
gave holders the right to elect a majority
of the board if the company failed to pay
two quarterly dividends and make pay-
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l Atlast, it's easy to say goodbye to IBM without |
saying goodbye to high quality and product Jjj

| only “network ready” PC/ AT compatible that
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ne look at the map shows you, The
Thoroughbred travels far and wide.

- Norfolk Southern goes the distance. And all
along the way, shipments cover ground with
remarkable efficiency. State-of-the-art technology
and high standards of equipment and track
maintenance see to it.

They're part of Thoroughbred Service, which
includes one feature some other rai'roads find hard
to compete with: we speak with one voice. You
deal with one representative, no matter where you
are, or where your shipment is. This customer-
representative relationship is one of the reasons
we’re known as The Thoroughbred of
Transportation.

To find out more about our Thoroughbred Service,
call your local Norfolk Southern sales office.
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COAL Mine Name

(August 1985) Permit No.
Date
Checked By

SELF BONDING QUALIFICATION SHEET

Applicant Required to Meet One of the Following Criteria:

UMC 800.23(b)(3)

1. Current rating for most recent bond
issuance ("A" or higher) (Moody's
Investor Service or Standard and
Poor's Corporation)

or

A. Tangible Net Worth = (at least
$10 million) (Net worth minus
intangibles [Goodwill and rights
to patents or royalties])

B. Total Liabilities/Net Worth =
Obligations to transfer to other
assets or provide services to
other entities/Total assets
minus total liabilities and is
equivalent to owner's equity (2.5
times or less).

c. Current Assets/Current
Liabilities = Cash or other
assets or resources which are
reasonably expected to be converted
to cash or sold or consumed
within one year/Obligations which
are reasonably expected to be paid
or liquidated within one year (1.2
times or greater).

Reference:

or

A. Fixed assets in the United States
(at least $20 million) =




Page 2
COAL

B. Total Liabilities/Net Worth =
(2.5 times or less)

Current Assets/Current
Liabilities (1.2 times or
greater) =

Reference:

UMC 800.23(b) (1)

Suitable agent (resident within the state of Utah)

UMC 800.23(b)(2)

Been in continuous operation of not less than five (5) years
(immediately preceding the time of application) (submitted five
annual reports--Yes No )

UMC 800.23(b) (4)

(i) Fipancial statements prepared by an independent certified
public accountant in conformity with generally accepted accounting
principles. Yes No

(ii) Unaudited financial statements for completed quarters in
the current fiscal year. Yes No

(iii) Additional unaudited information as requested by the
Division.

0434R-1 & 2
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4, The Division shall not accept an individual cash account in
an amount in excess of $100,000 or the maximum insurable
amount as determined by the Federal Deposit Insurance
Corporation or the Federal Savings and Loan Insurance
Corporation.

1. The estimated bond value of all collateral posted as

) assurance under this section shall be subject to a margin
which is the ratio of bond value to market values, as
determined by the Division. The margin shall reflect legal
and liquidation fees, as well as value depreciation,
marketability and fluctuations which might affect the net
cash available to the Division to complete reclamation.

2. The bond value of collateral may be evaluated at any time,
but it shall be evaluated as part of the permit renewal
and, if necessary, the performance bond amount increased or

decreased. In no case shall the bond value of collateral
exceed the market value.

Persons with an interest in collateral posted as a bond, and who
desire notification of actions pursuant to the bond, shall
request the notification in writing from the Division at the
time collateral is offered.

23 Self-Bonding

OAO.

A.

Definitions. For the purposes of this section only:

Current Assets means cash or other assets or resources which are
reasonably expected to be converted to cash or sold or consumed

within one year or within the normal operating cycle of the
business.

Current Liabilities means obligations which are reasonably

expected to be paid or liquidated within one year or within the
normal operating cycle of the business.

Fixed Assets means plants and equipment, but does not include

land or coal in place.

Liabilities means obligations to transfer assets or provide

services to other entities in the future as a result of past
transactions.

Net Worth means total assets minus total liabilities and is

equivalent to owners' equity.
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Parent Corporation means corporation which owns or controls the

applicant.

Tangible Net Worth means net worth minus intangibles such as

goodwill and rights to patents or royalties.

The Division may accept a self bond from an applicant for a
permit if all of the following conditions are met by the
applicant or its parent corporation guarantor:

l.

2.

The applicant designates a suitable agent, resident within
the state of Utah, to receive service of process.

The applicant has been in continuous operation as a
business entity for a period of not less than five years.
Continuous operation shall mean that business was conducted
over a period of five years immediately preceding the time
of application.

(1)

(ii)

The Division may allow a joint venture or syndicate
with less than five years of continuous operation to
qualify under this requirement if each member of the
joint venture or syndicate has been in continuous
operation for at least five years immediately
preceding the time of application.

When calculating the period of continuous operation,
the Division may exclude past periods of interruption
to the operation of the business entity that were
beyond the applicant's control and that do not affect
the applicant's likelihood of remaining in business
during the proposed surface coal mining and
reclamation operations.

The applicant submits financial information in sufficient
detail to show that the applicant meets one of the
following criteria:

(1)

(ii)

the applicant has a current rating for its most recent
bond issuance of "A" or higher as issued by either
Moody's Investor Service or Standard and Poor's
Corporation;

the applicant has a tangible net worth of at least $10
million, a ratio of total liabilities to net worth of
2.5 times or less and a ratio of current assets to
current liabilities to 1.2 times or greater; or
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4.

(iii) the applicant's fixed assets in the United States
total at least $20 million and the applicant has a
ratio of total liabilities to net worth of 2.5 times
or less and a ratio of current assets to current
liabilities of 1.2 times or greater.

The applicant submits:

(i) financial statements for the most recently completed
fiscal year accompanied by a report prepared by an
independent certified public accountant in conformity
with generally accepted accounting principles and
containing the accountant's audit opinion or review
opinion of -the financial statements with no adverse
opinion; ‘

(ii) unaudited financial statements for completed quarters
in the current fiscal year; and

(1ii) additional unaudited information as requested by the
Division.

The Division may accept a written guarantee for an applicant's
self bond from a parent corporation guarantor, if the guarantor
meets the conditions of paragraphs (b)(1l) through (b)(4) of this
section as if it were the applicant. Such a written guarantee
shall be referred to as a "corporate guarantee." The terms of
the corporate guarantee shall provide for the following:

1.

If the applicant fails to complete the reclamation plan,
the guarantor shall do so or the guarantor shall be liable
under the indemnity agreement to provide funds to the
Division sufficient to complete the reclamation plan, but
not to exceed the bond amount.

The corporate guarantee shall remain in force unless the
guarantor sends notice of cancellation by certified mail to
the applicant and to the Division at least 90 days in
advance of the cancellation date, and the Division accepts
the cancellation.

The cancellation may be accepted by the Division if the
applicant obtains suitable replacement bond before the
cancellation date or if the lands for which the self bond,
or portion thereof, was accepted have not been disturbed.
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For the Division to accept an applicant's self bond, the total
amount of the outstanding and proposed self bonds of the
applicant for surface coal mining and reclamation operations
shall not exceed 25 percent of the applicant's tangible net
worth in the United States. For the Division to accept a
corporate guarantee, the total amount of the parent corporation
guarantor's present and proposed self bonds and guaranteed self
bonds for surface coal mining and reclamation operations shall
not exceed 25 percent of the guarantor's tangible net worth in
the United States.

If the Division accepts an applicant's self bond, an indemnity
agreement shall be submitted subject to the following
requirements:

1. - The indemnity agreement shall be executed by all persons
and parties who are to be bound by it, including the parent

corporation guarantor, and shall bind each jointly and
severally.

2. Corporations applying for a self bond or parent
corporations guaranteeing a subsidiary's self bond shall
submit an indemnity agreement signed by two corporate
officers who are authorized to bind the corporation. A
copy of such authorization shall be provided to the
Division.

3. If the applicant is a partnership, joint venture or
syndicate, the agreement shall bind each partner or party

who has a beneficial interest, directly or indirectly, in
the applicant.

4, The applicant or parent corporation guarantor shall be
required to complete the approved reclamation plan for the
lands in default or to pay to the Division an amount

necessary to complete the approved reclamation plan, not to
exceed the bond amount.

5. The indemnity agreement when under forfeiture shall operate
as a judgment against those parties liable under the
indemnity agreement.

The Division may require self-bonded applicants and parent
guarantors to submit an update of the information required under
paragraphs (b)(3) and (b)(4) of this section within 90 days
after the close of each fiscal year following the issuance of
the self bond or corporate guarantee.
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G.

If at any time during the period when a self bond is posted, the
financial conditions of the applicant or the parent corporation
guarantor change so that the criteria of paragraphs (b)(3) and
(d) of this section are not satisfied, the permittee shall
notify the Division immediately and shall within 98 days post an
alternate form of bond in the same amount as the self bond.
Should the permittee fail to post an adequate substitute bond,
the provisions of Section 800.16(e) shall apply.

800.30 Replacement of Bonds

A.

B.

The Division may allow a permittee to replace existing bonds
with other bonds that provide equivalent coverage.

The Division shall not release existing performance bonds until
the permittee has submitted, and the Division has approved,
acceptable replacement performance bonds. Replacement of a
performance bond pursuant to this section shall not constitute a
release of bond under Section 8CO0.40.

800.40 Requirement to Release Performance Bonds

A.

Bond release application.

1. Applications for bond release may be filed at any time
after appropriate reclamation evaluations have been
submitted to the Division. At the first appropriate season
after this filing has been made (mid-June to mid-September)

a Division biologist will inspect the reclaimed area prior
to actual bond release.

2, Within 30 days after an application for bond release has
been filed with the Division, the operator shall submit a
copy of an advertisement placed at least once a week for
four successive weeks in a newspaper of general circulation
in the locality of the surface coal mining operation. The
advertisement shall be considered part of any bond release
application and shall contain the permit number and
approval date, notification of the precise location of the
land affected, the number of acres, the type and amount of
the bond filed and the portion sought to be released, the
type and appropriate dates of reclamation work performed, a
description of the results achieved as they relate to the
operator's approved reclamation plan and the name and
address of the Division to which written comments,
objections, or requests for public hearings and informal
conferences on the specific bond release may be submitted

pursuant to Sections 80C.40(f) and (h). In addition, as





