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in new orders, compared
to $4.2 billion last year.
Backlog at year-end was
$5.1 billion, up 22 percent
from $4.2 billion in 1984.

Backlog at the end of
1985 was comprised of 48
percent industrial/com-
mercial projects, com-
pared to 38 percent a year
ago. Only 22 percent of
backlog includes projects
that are oil-price sensitive,
down from 35 percent at
year-end 1984. These two
factors are evidence of
Fluor’s success in diversi-
fying its client base.

Joint ventures are also
adding momentum to our
diversification efforts. For
example, Fluor has en-
tered into joint-venture
agreements that will aid
its penetration of the fac-
tory automation and
municipal solid waste
markets in the United
States and the mining
and petroleum markets in
The People’s Republic of
China. Such alliances
make increasing sense in
today’s world business
environment.

er—1085/S 511

Increasing productivity

is a continuing priority. In
the last two years, $20
million has been spent on
computer-aided design
equipment, software,
pilot testing, training and
installation. These sys-
tems have been operating
throughout 1985 in three
of our major engineering
offices: We are an indus-
try leader in this area and
these systems will dramat-
ically lower our costs and
improve productivity.

All of these strategies
are being executed in tan-
dem with an intense cost-
cutting campaign aimed
at downsizing the E&C
operations to better fit to-
day’s market. In the last
24 months, we have sub-
stantially reduced over-
head costs and will con-
tinue to do so in 1986.

Continu-

NATURAL RESQURCES

Impressive gains were
made in cutting costs and
increasing productivity
in our natural resources
operations. However,
average prices for all the
commodities that we pro-
duce were below 1984 lev-
els. This factor, combined
with a year-long coal
strike, resulted in an un-
profitable year for the
group. The difficult envi-
ronment in 1985 was
harder on our key com-
petitors, so we have been
able to pick up market
share.

Fluor has emerged from
1985 as one of the lowest-
cost producers of natural
resource products. To ar-
rive at this position, we
have endured prolonged
labor disruptions and rig-
orous cost-cutting actions.
As a result, productivity
in lead and zinc has been
increased substantially
and the group’s cost of
doing business reflects
this progress. We are now
in a position where modest

increases in commodity
prices during 1986 can
have a dramatic impact o1
the bottom line.
FINANCIAL STRENGTH

The long-term debt reduc
tion goal, aimed at en-
hancing the company’s
financial strength and re-
ducing annual interest ex
pense, was also reached
in 1985. At year-end,
long-term debt stood at
$259 million or 20 percent
of total capitalization, a
reduction of $466 million
or 64 percent from a year
ago. Over the last three
years, long-term debt has
been reduced by more
than $750 million. Cash
used for debt reduction
has come mostly from th
sale of real estate and oil
and gas properties.

The company continue
to enjoy an investinent-
grade credit rating, as a
result of Fluor’s financial
strength and completion
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of an aggressive debt re-
duction program in the
face of difficult business
conditions.

Cash dividends paid to
shareholders in 1985 were
10 cents per share per
quarter or 40 cents per
share for the year.

Capital expenditures
were $121 million in 1985
and will be under $100
million in 1986—more
than adequate to provide
modern cost-effective fa-
cilities for our operations.
MANAGEMENT SUCCESSION,
NEW DIRECTORS
Orderly succession of
Fluor’s senior manage-
ment team reached a ma-
jor milestone shortly after
the year closed.

In January 1986, John
A. Wright was named
President and Chief Oper-
ating Officer of Fluor Cor-
poration. Buck Mickel,

former President, was ap-
pointed Vice Chairman of
the Board.

Mr. Wright has been a
member of the Fluor
Board since 1981 and is a
member of the Executive
Committee. Prior to his
appointment as President,
he served as Executive
Vice President of Fluor
Corporation and Chair-
man and CEO of St. Joe
Minerals Corporation.

Mr. Mickel has been on
the Board since 1977 and
also serves on the Execu-
tive Committee.

The Fluor Board of
Directors is fortunate to
have attracted three dis-
tinguished new directors
during the year: Caroline
Leonetti Ahmanson,

Chairman of Caroline
Leonetti Ltd.; Bobby R.
Inman, Chairman, Presi-
dent and Chief Executive =~ —Reduce costs further to
Officer of Microelectronics  improve profit margins.
and Computer Technology —Maintain the company’s
Corporation; and Ahmed  sound financial condition
A. Juffali, General Partner  through improved asset
and Chief Executive of management and asset
E. A. Juffali and Bros. of turnover.

Saudi Arabia. Fluor should deliver
OUTLOOK gradual improvement in
Managing today for performance at current
tomorrow, the essence market levels. As these
of our 1985 restructuring ~ markets recover, we
program, has poised would expect dramatic
Fluor for success. Fluor’s  gains in our results.
primary strategic thrust
will continue in our two
core businesses and our
priorities for 1986 are:
—Return to profitability.
—Enhance engineering
and construction services
capabilities.

— Accelerate penetration
into new engineering and
construction fields
through intense marketing
and tactical acquisitions.
—Sell partial interests in
certain natural resources
assets to improve returns
and generate cash.

—Market Fluor’s exper-
tise in natural resources
management.

January 17, 1986

Davild 3. TAPPAM, 4R
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com. Fluor has a full-service
capability in telecommunications

OPERATIONS

Fluor’s operations consist
of two core businesses,
engineering and construc-
tion services and natural
resources management.
Both operate worldwide.
The Engineering and
Construction (E&C) group
is comprised of five oper-
ations that serve clients in
three regions. The West-
ern Hemisphere is served
by Fluor Engineers, Inc.,
Daniel International
Corporation, and Fluor
Constructors, Inc.; the
Fluor-Daniel engineering
& construction company
headquartered in London
serves Europe, Africa and
the Middle East; and
Fluor-Daniel Engineers &
Constructors Ltd. head-
quartered in Hong Kong
covers the Far East, in-
cluding Australia. The
combined engineering
and construction
operations offer total-

biased equipment sele

responsibility capabilities,
including project manage-
ment, site selection,
design, engineering, pro-
curement, construction,
maintenance and techni-
cal services.

The Natural Resources
Management group in-
cludes St. Joe Minerals
Corporation and 50 per-
cent ownership of Massey
Coal Company. Oper-
ations consist of explora-
tion and development of
new orebodies, mining,
milling, smelting, refining
and marketing. St. Joe
also provides the mining
industry with expertise in
exploration, development,
finance, operations, mar-
keting and overall
management.

Fluor’s real estate busi-
nesses consist of Fluor
Real Estate Services, Inc.,
and its subsidiary, Daniel
Realty Corporation, both
headquartered in Birming-
ham, Alabama.

Fluor’s Venture Group,
headquartered in Irvine,
California, supports the
Engineering and Con-

BEEE FACTORY AUTOMATION

struction and Natural
Resources Management
groups with investment
services and project fi-
nancing, and operates an
offshore drilling business
through Fluor Drilling
Services.

ENGINEERING AND
CONSTRUCTION

The trend in new orders
for the past two years in-
dicates that the recovery
in the engineering and
construction business is
continuing. In 1985, new
orders totaled $4.5 billion,
slightly higher than the
1984 figure and more than
three times the new or-
ders for 1983. Backlog at
year-end 1985 was $5.1
billion, up 22 percent
from a year ago. A gradual
increase in the backlog
has been under way since
the second quarter of 1984.
In response to a chang-
ing marketplace for engi-
neering and construction
services, Fluor Engineers,
Inc. (FEI) has increased its
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New awards in 1985 from the
trial sector included construction

management on a technologicatly

advanced automobil

Fluor's Daniel subsidiary, one «

EEE AUTOMOTIVE

tion phase of the plant, which will
emplov robotic technology and oc-
cupy approximately 500,000 square
feet.

aest

sions to two other automobile maniu-

facturiig plants in Texas and

Delaware.

The G.E.~Calma -0 computer-as-

sisted plant de

o system is demon-

loading and wnivading jacility

plastics plant 111 Alabama. Automa-

tion of the enTIneernty process can

be a maior contribuior to cost reduc-

mamE PLASTICS

tion. Three of Fluor's engineering lo-
cations are now fully operaticnal on
a total ot 74 full-color, 3-D plant de-

’

ventilation, air conditioning and

arciitectural designs all are included
in the system’s programming capa-

bility, as weil as in

ly accurate

&

materials takeoffs.
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transit system to be built in the

[linois, one of many profects Dantel heart of a major meiropoiitan area in

s performed for the same client recent decades. The movement of 12

driverless METROMOVER vehicles
is requlated by a comput

wwer the last seven years. Upon com-

piction of the project, state-of-the=art  Fluor, through its Daniel subsidiary, i~ed auto-
inatic command systent that controls
et managenient of an urban transit sus- routing, speed, headways, precision
stopping and acceleration of the
cd-yuldeway vehicles.

vy, techinology will process whole-; has virtually conpieted construction

¢ deston and construction corn nto starch, SYTHPs and st

T

ors, The \:N.::w also will produce tent in Miamu. Floruda. It is the first

(-
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Plant in Southern Ca

versatility. Its traditional
sources of mega-projects
—the energy producing
industries—continue to
be important customers
for FEL. However, they
represent only 22 percent
of total backlog, com-
pared to 87 percent 10
years ago. This is in line
with Fluor’s strategy to
reduce the sensitivity of
its E&C business to oil
prices, which affect the
supply of energy-related
projects. Accordingly, FEI
has extended its capabili-
ties for complex, technical
project management to
other industries. This ad-
justment has been made
easier because of the com-
bined technical know-how
of FEI and Daniel Interna-
tional, a Fluor subsidiary,
and a major design/builder
of industrial plants.

The Engineering and
Construction group has
increased the scope and

depth of its market pene-
tration in 1985 by booking
contracts with more than
250 new clients and by
expanding its services to
existing clients.

Organizationally, the
company reconfigured its
E&C operations to more
effectively serve three glo-
bal regions. In the West-
ern Hemisphere, Fluor
Engineers, Daniel Interna-
tional and Fluor Construc-
tors will work closely
together, but as separate
operations, to market the
full range of Fluor serv-
ices. The new Fluor-
Daniel E&C companies
headquartered in London,
and in Hong Kong, each
have a stand-alone capa-
bility. The company can
now pursue new business
from more than 45 sales
and operations offices,
worldwide. The reorgani-
zation has effectively de-
centralized the group’s
operations so that operat-
ing decisions are made in
each respective region.

A major area of empha-
sis is the company’s vigor-
ous effort to cut costs and

ling control

DEeYIence

increase productivity. In
the last 24 months, the
E&C group has reduced
overhead costs substan-
tially, and additional re-
ductions will be made in
1986. Automation of the
design process is a major
contributor to higher pro-
ductivity. At year end, 3-D
computer-assisted plant
design systems were up
and running on projects
at three of Fluor’s world-
wide locations. In 1986,
additional 3-D systems
will be added to the net-
work of engineering cen-
ters in the United States,
Canada and Australia.

INDUSTRIAL AND
COMMERCIAL

For the second year in a
row, the general indus-
trial/commercial sector led
in new orders. And, for the
first time in the history of
the company, industrial/

m virtually every major de-
fense contractor in the West.

commercial projects rep-
resented the largest dollar
share of year-end backlog.
Daniel, one of the na-
tion’s largest open-shop
design/build contractors
in the industrial/commer-
cial field, received new
awards in key markets,
including: automotive,
pulp and paper, biotech-
nology, chemicals, phar-
maceuticals, consumer
products and commercial
building. These awards
included design/construc-
tion of the first phase of a
billion-dollar, grass-roots
pulp and paper facility in
Georgia; design/construc-
tion of a 12-story high-rise
office building in Mary-
land; construction man-
agement on a large
research, manufacturing
and office facility in Texas;
and design/construction
of an 800,000-5¢ foot
paper products plas
expansion in Maryland.
Daniel’s engincering ca-
pacity grew in 198s.

DR 2801064
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covery facilities at a refinery i
fornia. Fluor is using its G.E.-
Cabina 3-D computer design system

on the project.

Fluor Engineers also
booked contracts to pro-
vide engineering services
for such industrial/com-
mercial clients as a wall-
board manufacturing
plant in the Midwest and
a composite material man-
ufacturing facility in Cali-
fornia. New awards in
chemicals included the
first phase of a contract
for a pesticide preparation
facility in Texas; a contract
in Ohio for a plasticizer
feedstock plant; and the
revamp of a polypropy-
lene facility in Texas.

Fluor/Daniel’s new or-
ders included an award
for a food products plant
in China for an American
manufacturer; and bio-
technology and pharma-
ceutical facilities in
Europe.

MAINTEMANCE AND
INDUSTRIAL SERVICES

There has been increasing
opportunity for Fluor
companies in the main-
tenance and industrial

10

REFINERIES

and is using the G.E.-Calma 3-D

system in plant desis section

of the project 1s shown s com-

puter-generated isometric.

services area. Client
companies more and
more are contracting for
their maintenance as a
means of cutting costs.
Sophisticated computer-
ized parts inventory
controls, maintenance
scheduling and materials
procurement integration,
are all part of Daniel’s full-
service maintenance capa-
bility, along with labor
relations and maintenance
supervision. Currently
Daniel provides over
8,000 contract mainte-
nance personnel on more
than 150 active mainte-
nance projects, as well as
quality control, inspection
and testing services.
OIL AMD GAS PRODUCTION
Important awards were
received during 1985 in oil
and gas production.
Offshore, Fluor was
awarded engineering,
design and cost studies

related to three tension
leg platforms for water
depths up to 3,000 feet in
the Gulf of Mexico; engi-
neering, procurement and
technical support in the
fabrication of two offshore
production platforms in
Malaysia; and design and
engineering services for a
gas compression system
on the King Salmon Plat-
form offshore Alaska.

The world’s largest off-
shore gas production
pipeline, Statpipe, began
delivering gas during
1985. Fluor is project serv-
ices contractor for this $3
billion, 500-mile gas gath-
ering system in the Nor-
wegian sector of the
North Sea.

Onshore production
awards included enhance-
ment of oil gathering facil-
ities and engineering for a
gas injection compressor
station in Abu Dhabi.
There were two additional
increments in the phased-
released Khuff natural gas
transmission and treat-
ment project in Saudi
Arabia. Also, Fluor will be

performing design and
construction management
on phases of a major
crude oil pipeline project
in the Middle East.

PROCESS PLANTS
Domestic refinery contract
awards continue to be
dominated by upgrades
and modernization of ex-
isting facilities. Fluor was
contracted for the con-
struction of a refinery ex-
pansion in California;
engineering, procurement
and construction manage-
ment on octane-enhance-
ment facilities in Illinois
and Louisiana; and mod-
ernization of gas process-
ing and catalytic cracking
units to boost product
yield at a refinery in Ohio.
The need for upgrading
facilities to process heav-
ier crude oil feedstocks
has also led to new work
in the U.S. and Canada.
New orders included a
coker revamp and instru-
mentation upgrade in
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d qas production in Alaska's
North Slope includes the Lisburne

oti field, currently under develop-
nent. Fluor did preliminary and de-

tailed engineering, procurewment and
construction support for 4 100,000~
barrels-per-day production facility
there. Some of the modules for the

EEEE OIL & GAS PRODUCTION

facility were sealifted to Alaska in
1985. A second group of modules
(below) for the huge project is being
built by Daniel at a manufacturing
yard in Oregon, and twiil be sealifted

to the North Slope in 1936.

Fluor has recently been awarded two
wastewater treatment projects in
neighboring Culifornia counties.
They include this expansion fo a ma-
for metropoiitan water reclamation
facility. A second project, a grass-
roots water reclamation plant, wil

1ve q processing capacitu of three

smillion gallons a day. Wastewater

treatment facilities are a significant

EEEE WASTEWATER

part of Fluor's new business in the
infrastructure market. That sector
continues to move ahead as a viable
industry, near term, for engineering
and construction services.

DR 2801066
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The z00-megawatt Kern County,
California cogeneration facility engi-
neered and built by Fluor began op-
erations tn the Kern River ol field

during 1085, The project, a pioneer-

Zzzi COGENERATION

12

ing effort among California en-
hanced o1l recovery operators, has
led to a maior second-phase contract
to Fluor. The new facilities will gen-
erate electricity for a California util-
ity, as well as steam for the recovery
of highly viscous crude oil. Fluor has
also won [arge cogeneration awards
from two other ol producers and a
number of smaller contracts for feasi-
bility stuaics and reviews.

Fluor is providing plant modifica-
tions, enhancements and supplemen-
tal maintenance for a Florida nuclear
power piant, an §60-megawatt facil-
itw. Fluor companies provide main-
tenance services to more than 100
power generating units, ncluding

EmEA POWER MAINTENANCE

more than 20 nuciear plants. Serv-
ices range from maintenance sched-
uling and personnel management, to
preventive, supplemental or total re-

sponsibility conrrac maintenance

and major meaitication projects. The

a single source for

company also
qualitu assurance, quality control,

testing and inspection services ror all

phases of a retrotit project.
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Non-Energy
Users:

Cliemical{ Petrochemical 10%
Power 15%

Other 5%

B Cnerqy Producers:
Petroleum 17%

Oil/Gas Production 1%

Gus Processing 1%

Canada; and a major
heavy crude upgrade
project, also in Canada.
POWER

In the power industry,
Fluor is offering services
beyond the traditional
design and build func-
tions. These include: ret-
rofits, maintenance, plant
life extensions, technical
and inspection services.
In 1985, Fluor’s awards
included design of six
buildings at a nuclear
generating station in Cali-
fornia; design and con-
struction of a 39-megawatt
hydroelectric plant in
Arkansas (a joint project
between Daniel and
Southern Electric Interna-
tional, Inc.); development
of an environmental com-
pliance and audit pro-
gram for a Nevada power
company; engineering,
design and procurement
services for an air-quality
protection project in Ken-
tucky; and construction
management services for

y—1975 by Client Category,
roy vs. Non-Energy
Enerqy Users:

Other 1%
B Enerqy Producers:

Synfuels 15%

a 160-megawatt atmos-
pheric fluidized bed com-
bustion demonstration
plant in Tennessee.
DEVELOPING MARKETS
Developments in the tele-
communications market
were substantial. Gulf
Cellular Associates, a joint
venture between a sub-
sidiary of U.S. West, Fluor
and Gulf Star Communi-
cations, received con-
struction permits from the
Federal Communications
Commission for a cellular
mobile telephone system
in the Gulf of Mexico.
Fluor was also awarded
the first phase of a 700-
mile overhead fiber optic
network for five utility
companies in the Great
Lakes area.

Transportation and in-
frastructure continues to

Backlog/$ in billions

move ahead. Daniel is
well into program man-
agement on an eight-year,
$2 billion project to build
a health sciences center at
the King Abdulaziz Uni-
versity in Saudi Arabia.

Daniel is pursuing
waste-to-energy projects
through two joint ven-
tures with companies
representing different
approaches to that mar-
ket. Fluor has been
awarded port facility
upgrading for a cement
company in the U.S.; an
airport modernization in
Nllinois; and numerous
smaller projects.

In 1985, Fluor compa-
nies were also awarded
contracts which represent
important penetration
into the defense/aero-
space industry.

CHINA

The market for engineer-
ing and construction serv-
ices in China continues to
improve. Fluor/Daniel
has two joint ventures
with the Chinese. One,
negotiated in 1984, is with
the China National Non-
ferrous Metals Industry

New Ordersi S in [0ns

Corporation, establishing
Fluor as a qualified con-
tractor for mining and
metallurgical projects
throughout China. The
other agreement is a 50/50
joint venture with the
China Petrochemical
International Company
on projects that will help
modernize China’s refin-
ing and petrochemical in-
dustries. Fluor has also
announced an agreement
with McDonnell Douglas
Corporation to jointly
pursue contracts to build
airport facilities in China.

During 1985, Fluor was
awarded a contract from
the China National Tech-
nical Import Corporation
on behalf of the Ministry
of Petroleum Industry to
provide engineering, pro-
curement and construc-
tion services for & natural
gas liquids recoveyy plant
at the Liao He oil field in
the PRC.
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NATURAL RESQURCES
MANAGEMENT

Fluor’s Natural Resources
Management group in-
cludes the domestic and
international metals oper-
ations of St. Joe Minerals
Corporation and 50 per-
cent ownership of Massey
Coal Company. St. Joe is
the largest integrated pro-
ducer of lead and zinc in
the United States and is a
producer of gold, silver,
iron ore pellets and coal.
During 1985, the group
has experienced declining
prices in all of the miner-
als and metals it produces,
and there continues to
be industry-wide over-
capacity. A major empha-
sis throughout the year
was cost reduction. Ac-
cordingty, St. Joe is concen-
trating on finding higher-
grade ore at existing mines
and on strengthening its
position as a leading low-
cost producer by diversify-

ing and smelting capabilities. Ac-

tivities during 1985 focused on
improving production efficiency and
enthancing mine flexibility. These ac-
tions have reduced the costs of both
teed materials and production.

ing both geographically
and in terms of product’
lines and services.

St. Joe offers superior
natural resources manage-
ment services on a stand-
alone basis. The company
is currently in various
stages of negotiation with
government and private
mining interests in Saudi
Arabia, China, Venezuela
and Turkey.

EXPLORATION

St. Joe’s worldwide explo-
ration program is involved
in expanding and diver-
sifying the products and
the geographic regions

in which the company
operates. Emphasis in
1985 was on precious
metals. Several medium-
size, low-grade orebodies
with low capital require-
ments offer prospects for
quick payback because of
St. Joe’s technological ca-
pabilities for extracting
these precious metals.
Exploration for gold ac-
counted for 62 percent of
worldwide exploration ex-
penditures in 1985. Excel-
lent precious metals

Bawm COAL

Fluor owns a so percent interest in
Massey Coal Company, a major
domestic producer of high-quality,
low-sulphur coal. Nea

Jo percent
of 1985 coal sales were under long-

term contract, a key strength of
Massey's marketing strategy. Dur-
ing 1985, management concentrated
on cost reductions and productivity
improvements of its coal preparation
plants.

prospects exist in several
countries, and emphasis
will be placed on develop-
ment of those prospects
in the advanced explora-
tion stage.

Attractive prospects for
significant new gold finds
exist in Chile, where ex-
ploration continues at sev-
eral sites in the vicinity of
St. Joe's El Indio gold
mine. During 1985, gold-
bearing ore was produced
from a number of orebod-
ies in the Tambo area of
the El Indio district.
TECHNOLOGY DEVELOPMENT
St. Joe's development of
new technologies has also
increased the company’s
market opportunities. For
example, St. Joe has been
developing a new technol-
ogy —the flame reactor
process—for the treat-
ment of electric arc fur-

BEEE GOLD

Tie control center at the

fuor’s El In

Ty~

in Chile is state-of-the-art com-

terized equipment. The most

N PrOCess m.{mmﬁ:m assire

um recovery of gold, silver

d copper from the exceptionally
high-grade ore there.

nace dust, a by-product of
the steel industry which
has been listed as a haz-
ardous waste by the Envi-
ronmental Protection
Agency. The flame reactor
process not only converts
the dust to a harmless
slag, but also efficiently
recovers zinc, lead and
cadmium which can be
used as feed materials at
St. Joe’s smelters. This
technology has been suc-
cessfully demonstrated
during 1985.

Among many other
technologies under evalu-
ation at St. Joe is a low-
cost method for producing
magnesium.

DOMESTIC METALS

St. Joe’s domestic oper-
ations include miriing,
milling and smelting of
lead and zinc, as weil as
production of iron ore
pellets, gold and silver.
Average prices {or Jead
have declined over the
past year.

St. Joe has focused on
productivity improve-
ments in its lead oper-

DR 2801069




ations through process
improvements and en-
hanced mine flexibility to
reduce net product costs.
The labor force in St. Joe’s
lead mines has also been
reduced nearly 40 per-
cent. A prolonged labor
dispute at St. Joe’s Mis-
souri lead mines was set-
tled in the first quarter of
1985 on terms that im-
proved productivity.

In 1985, St. Joe sold
109,000 tons of zinc metal,
a 38 percent increase over
1984. The increase reflects
additional production
from the National Zinc
smelter, which was ac-
quired in the fourth quar-
ter of 1984. Average zinc
metal prices declined in
1985.

The company’s strategy
is to optimize the integra-
tion of its zinc mining and
smelting operations.

Source: Metals Week

In St. Joe’s iron ore
business, prices averaged
slightly below 1984. Vol-
ume was lower than last
year, because of reduced
demand.
INTERNATIONAL MINERALS
St. Joe’s international
operations are primarily
based in South America.
In 1985, they consisted of
gold, silver and copper
mining in Chile; lead and
zinc mining, plus by-
products of silver and
copper in Peru and silver
in Argentina; and tin in
Brazil. Overall profits in
these operations declined
in 1985, because of lower
prices and sales volumes.
In Brazil, the Mocambo
tin mining complex is a
new operation for St. Joe.
Commercial production
starts in fiscal 1986, with
production for the year
projected near 1,000 tons
of tin metal. Thirteen mil-
lion cubic meters of ore
have been designated as
proven or probable re-
serves. St. Joe enjoys
high-grade ore and
low-cost production at
Mocambo.

ST. JOE GOLD CORPORATION
As of November 1985,

St. Joe’s gold operations
in the U.S., Canada and
Chile were reorganized
into a newly-formed com-
pany, St. Joe Gold Corpo-
ration. The new company
includes two-thirds inter-
est in the Yuba Placer
gold-mining venture in
California, new explora-
tion sites in North Amer-
ica and 82 percent interest
in the El Indio gold-min-
ing complex in Chile. Ap-
proximately 10 percent

of the new company is
anticipated to be sold to
the public. St. Joe will
manage the company and
own the remaining shares.
St. Joe Gold has estimated
reserves of 1.5 million
ounces of gold and 14
million ounces of silver.

St. Joe’s El Indio gold-
mining complex has
extraordinarily high ore
grades. Increases in pro-
duction of ore offset the
gradual decline in average
ore grades. As a result,
St. Joe’s gold production
increased slightly in 1985
to 242,000 troy ounces.

In North America, the
Yuba Placer operation in-
creased St. Joe’s gold pro-
duction from 10,000 troy
ounces in 1984 to 15,000
troy ounces in 1985. The
company is currently en-
gaged in active precious
metals exploration proj-
ects in the western United
States and the Black Hills
of South Dakota. The
company has identified
gold at its Montgomery-
Shoshone property in Ne-
vada and at its Carbonate
property in South Dakota.
In addition to these, the
company has approxi-
mately 15 active explora-
tion projects in the U.S.
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U.S. Lead Metal Cor

% Gas Additives 4.1
& Other 16.0

In Canada, current explo-
ration is being conducted
on 16 prospects.

coaL

St. Joe is 50 percent owner
of Massey Coal Company,
a major domestic pro-
ducer and processor of
steam and metallurgical
coal. Massey’s total coal
reserves exceed one bil-
lion recoverable tons. The
company also owns two
export terminals and
brokers coal for several
other producers.

Sales of produced coal in
1985 were 19 million tons,
down one million tons
from 1984. The U.S. coal
industry is improving, but
at a gradual pace. Average
prices for 1985 remained
at about the same level as
last year.

10

1zing 46.5
& Die Casting 27.6
3 Brass & Bronze 12.1
B Other 13.8

About 8o percent of
Massey’s coal sales to elec-
tric utilities are under
long-term contracts sup-
ported by escalation
clauses. The company
achieved productivity
gains through increased
efficiency and the closing
of high-cost mines. These
improvements were more
than offset by a year-long
strike at several of the
company’s mines. Cost
cutting will remain a pri-
ority during 1986.

In the fourth quarter of
1985, Fluor recorded a
$212 million write-down
in connection with pursu-
ing the disposition of cer-
tain mines.

REAL ESTATE SERVICES

Fluor Real Estate Services,
Inc., headquartered in
Birmingham, Alabama,
was founded in 1985 as a
subsidiary of Fluor Corpo-
ration. Its principal sub-
sidiary is Daniel Realty
Corporation (DRC),
founded in 1964, which
has full-service real estate

management, develop-
ment and syndication ex-
pertise. During 1985, DRC
was instrumental in the
sale of three Fluor facili-
ties in South Carolina and
Texas, with combined
market values in excess of
$200 million. Fiscal 1985
was DRC’s most profitable
year.

VENTURE GROUP

Fluor’s Venture Group
was established in 1984 to
provide investment serv-
ices support to the Engi-
neering and Construction
and Natural Resources
Management groups.
During 1985, the Venture
Group increased its man-
agement staff to explore
business opportunities at
the earliest possible stage
in fast-growing new mar-
kets. These included co-
generation, waste-to-
energy, hazardous waste
and telecommunications.

Fluor has expanded its approach to
the natural resources business by
marketing its management expertise
on a stand-alone basis to the natural
resources industry, worldwide.
Fluor’s St. Joe Minerals subsidiary
has a long history of experience in
exploration; development; financial
planning and execution; operations
management; and marketing. The
following pictures illustrate St. Joe’s
capabilities in each of these six essen-
tial services.
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Finding an orebody with mineral
content that can be developed cco-
nomically is the first critical step to
bringing a successful mining oper-
ation on stream. St. Joe s exploration
kills of veteran

combines the infrared photograviv, computer-

mathematical

ts with state-of-the-art tecir- enhanced imagery an

or locating and analyzing and 3-D modeling. Geophysicists,

rade orebodies. The tools of ex-  statssticians and chemisis are amo

ation shown here include satel- the researchers who ) [ocate and

¢e-based remote sensing equipment,  define mineral deposits.

EXPLORATION

The development function take

mining project from the conceptual
stage through reserve vertfication to
the de
equipment spectfications. The metal-

i ot process flowsheets and

Based on these findings, the com-

bodiy Is tested, and mercial viab

1rQy of tf

es are developed for ¢

¢ analyzed here ror use at a St joe

Nevada,
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The first step in the decision to de-
velop o mining complex is to ascer-
tain that the project is financially
viable at all points of an economic
cyele. St. Joe's

anagers gather in-
formation from the exploration

phase, cvaluate it 1it the development

phase and package it in a computer-

EEmEE FINANCIAL MODELING

generated financial model that helps
them evaluate the project’s invest-
ment merit. Best-case and worst-
case scenarios are developed, based

on analyses of all the factors that can

influence profitability and cash tlow.

St. Joe's knowledee of nuning, mll-

ing and smelting operations is a

critical link to valid
craluations.

The development of a 1

operation requires a substantial,

front-end investment that must be

made on 20- to

ated financial

THACTD Side ¢

ces managen

vear projections.

voives developing the most plausible
financial model to fustify investment
decisions. St. Joe's financial manag-
ers understand not only the elements
that make a mining project viable
and financially attractive, but aiso
the workings of covernment, requlia-
tions and tax laws that couid imvact

returns on investment.
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O ) States and six in other countries, in
addition to numerous exploration
sites. With more than 120 years' ex-
perience in natural resources man-
agement, the company is the largest

Optimom productivity through mine — integrated producer of lead and zinc
utilization, personnel management, in the United States and is a pro- which affect the planning of oper-
ducer of old, silver, tin, iron ore ations also are defined through mar-
St Joe tterprets supply and de- keting research. Plant managers and

pellvts and coal. Modern, computer-

monitored equipment suc as this mand

marketing managers maintain con-

nance scheduling—all are part of
rate or stant communication to assure that

St. foe miiling operation m Missour
the product (it demand will be avaii-

of contract fo spot market sales.

able when and where it is needed.

ling and
nvtion trends

Wwerates 10 Mg,
g and

i1 the

ZEm OPERATIONS mmEm MARKETING

z
x
I3
w o

T EEERENT gay
Wiamor 1 unsy

DR 2801074



PR

CPERATIONS STATISTICS

ENGINEERING AND CONSTRUCTION

$ in thousands/Years ended October 31, 1985 1984 1983 1982 1981 1980 )
Work Performed $3,438,327 54,458,238 $6,335,741 $ 7,526,128 $ 7,295,853 $ 6,557,957
Revenues 3,179,308 3,205,987 4,104,454 5,384,723 4,812,191 4,129,766
Operating Profit (Loss) (84.883) 94,604 210,676 228,587 227,980 184,382
New Orders 4,485,300 4,151,261 1,244,553 2,908,822 7,100,552 9,113,746 ’
Backlog $5,114,700 54,194,247 $5,610,687 $10,711,815 $16,166,292 $15,917,558
Manpower 14,530 16,353 18,998 24,498 25,858 23,601

BACKLOG BY INDUSTRY AND LOCATION

$ in millions $ 1985 % $ 1984 % $ 1983 % % 1982 % $ 1981 % % 1980 %
General Industrial 1,474  28.8 927  21.9 145 2.6 371 3.4 636 3.9 358 2.2
Petroleum 847  16.6 737 174 1,254 221 2,217 20.5 3,287 201 2,431 15.1
Power 749  14.6 370 8.8 1,310 23.1 1,760 16.3 2,728 16.6 2,744 17.1
Paper 690 13.5 548 13.0 238 4.2 479 4.4 235 1.4 216 1.3
Chemical/Petrochemical 519 10.1 506  12.0 1,01t 17.8 2,413 22.3 4,199  25.6 3,459 21.5
Commercial/Institutional 232 4.5 115 2.7 123 2.1 168 1.6 174 1.1 188 1.2
Oil and Gas Production 190 3.7 492 11.7 37 .7 124 1.1 95 .6 331 2.1
Gas Processing 50 1.0 133 3.1 738 130 1,634 15.1 1,945 11.9 2,979 18.5
Synfuels 44 .9 — — 48 .9 215 2.0 831 5.1 1,921 11.9
Mining/Metals 8 .2 67 1.6 279 4.9 761 7.0 1,406 8.6 1,062 6.6
Other 312 6.1 329 7.8 487 8.6 684 6.3 850 5.1 405 2.5
Total Backlog 5,115  100.0 4,224  100.0 5,670 1000 10,826 100.0 16,386 100.0 16,094 100.0
United States 4,072 79.6 2,868 67.9 2,579  45.5 4,695 43.4 7,075 43.2 6,423 39.9
Qutside U.S. 1,043 20.4 1,356 32.1 3,091  54.5 6,131 56.6 9,311 56.8 9,671 60.1
Total Backlog 5,115 100.0 4,224 100.0 5670 100.0 10,826 100.0 16,386 100.0 16,094 100.0

Backlog includes owners’ cost of
approximately 1% 8% 34% 35% 33% 28%
Fluor earns a fee on this portion of backlog which will not ultimately be recorded as revenues.

COoAL

$ in thousands/in thousands of short tons/

Years ended October 31, 1985 1984 1983 1982 1981 1980
Revenues $ 475,051 $489,634 $437.,455 $446,883 $130,974 *
Operating Profit (Loss) $(223,038) $ 14,800 $ (6,824) $ 2,624 $ 9,155 *
Manpower 3,571 4,709 5,145 5:959 5,432 4,880
Steam Coal Produced 7,795 7,998 7,102 6,873 5,269 5,163
Metallurgical Coal Produced 1,730 2,168 2,084 2,155 1,787 1,826
Produced Coal Sold 9,528 9,982 9,192 8,837 7,054 7,010
Purchased Coal Sold 2,174 1,931 1,461 1,741 3,869 3,945

Represents 50% of Massey’s operations for all periods, except manpower which is 100%.
*Financial data for St. Joe Minerals Corporation are included from the date of acquisition, August 3, 1981. Other information for St. Joe for
periods prior to August 3, 1981 is shown for comparative purposes only.
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Fluor Corporation

R METALS

$ in thousands/Years ended October 31, 1985 1984 1983 1982 1981 1980
Revenues $ 392,746 $433,741 $429,000 $440,019 $108,839 *
Operating Profit (Loss) $(203,800) $ (3.894) $ 32,664 $ 46,203 $ 19,716 *
Manpower 7,743 9,236 8,000 8,232 8,045 7,462

SR INTERMATIONAL OPERATIONS
(in short tons except as noted)

Lead Content of Concentrates Sold 29,678 28,725 35,576 40,184 32,933 32,570
Zinc Content of Concentrates Sold 36,576 49,875 52,140 62,819 52,554 66,369
Copper Content of Products Sold 20,682 23,784 20,848 12,509 2,503 2,171
Gold Content of Products Sold

(Troy Ounces) 274,831 293,514 361,588 368,081 171,023 130,586
Silver Content of Products Sold

(Troy Ounces) 2,441,964 2,462,124 2,732,631 2,677,057 1,819,314 2,014,737

EEpE DOMESTIC OPERATIONS
(in short tons except as noted)

Lead Content of Concentrates Produced 172,781 137,618 215,984 207,776 168,317 239,171
Lead Metal Sold 177,772 169,080 220,823 205,573 170,638 199,573
Zinc Content of Concentrates Produced 71,602 76,862 87,315 77,047 59,592 58,162
Zinc Metal Equivalent Sold 146,732 113,738 100,459 75,207 46,212 50,172
Iron Pellets Sold (Gross Tons) 1,021,174 1,283,262 672,341 786,354 970,682 780,041
Silver Content of Products Sold

(Troy Ounces) 716,178 657,766 609,658 702,359 751,459 930,992
Gold Content of Products Sold

(Troy Ounces)*™ 15,417 10,423 7,199 — — —

*Financial data for St. Joe Minerals Corporation are included from the date of acquisition, August 3, 1981. Other information for St. Joe for
periods prior to August 3, 1981 is shown for comparative purposes only.
**Represents 66%:% ownership.

s DRILLING

$ in thousands/Years ended October 31, 1985 1984 1983 1982 1981 1980
Revenues $ 71,226 $ 61,914 $ 85,682 $127,499 $109,203 $85,374
Operating Profit (Loss) $(31,259) $ (1,675) $ 4,132 $ 60,400 $ 39,687 $25,197
Average Rig Utilization Rate 79% 74% 71% 89% 96% 98%
Manpower 449 550 581 756 731 670

s OTHER*

$ in thousands/Years ended October 31, 1985 1984 1983 1982 1981 1980
Revenues $ 50,113 $110,501 $108,076 $115,611 $ 97,007 $64,343
Operating Profit (Loss) $(28,899) $(16,136) $ 17,422 $ 20,788 $ 1,903 $ 7,618
Manpower 665 1,305 1,399 1,559 1,777 1,219

*Includes all intercompany eliminations.
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MANAGEMENT'S DISCUSSION
AND ANALYSIS

RESULTS OF OPERATIONS
The loss from continuing
operations in 1985 was
$573 million compared to
a loss from continuing
operations of $10 million
in 1984 and earnings from
continuing operations of
$82 million in 1983. The
related loss per share was
$7.25 for 1985 compared
to a loss per share of $.13
for 1984 and earnings per
share of $1.04 for 1983.
Revenues from continuing
operations declined 3%

in 1985 following a 17%
decline in 1984. The 1985
results include substantial
unusual and nonrecurring
charges.

RESTRUCTURING ACTIVITIES
The continuation of de-
pressed business condi-
tions in the company’s
two core businesses re-
quired the company to
develop a restructuring
plan. The basis of this
plan included the follow-
ing decisions and actions:

disposition of oil and gas
investments, which no
longer fit the corporate
strategy; reduction of in-
vestment and activities in
the depressed offshore
drilling industry; sale and
leaseback of major real
estate holdings to realize
appreciated values and
raise cash; sale and sale/
leaseback of various other
assets; reduction of carry-
ing values assigned to cer-
tain mineral properties;
operating improvements
and overhead reductions
to meet increased compe-
tition; and utilization of
cash raised to pay down
debt, reducing interest
expense and improving
financial position.

During 1985, the com-
pany disposed of all of its
oil and gas operations.

In the second quarter, the
company’s interests in
eighteen Gulf of Mexico
oil and gas production
tracts were sold for $8o
million in cash. During
the fourth quarter of 1985,
all of the remaining oil
and gas businesses were
sold for approximately
$190 million which result-
ed in an after-tax loss on
sale of $51 million. At Oc-
tober 31, 1985, $60 million
of the purchase price had
been received with the
balance received in the
first quarter of 1986.

Due to continued
depressed offshore oil
exploration activity, man-
agement decided to dis-
pose of three of its off-
shore drilling vessels.
One drillship was sold
during the fourth quarter
and the other two drill-
ships, whick will be sold
during 1986, have been
written dowyi to net re-
alizable value and reclas-
sified to net assets held
for sale at October 31,
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1985. Results of oper-
ations include a pre-tax
charge of $36 million to
reduce the carrying value
of these rigs to net realiz-
able value.

Real estate sale and
leaseback transactions
included the company’s
Irvine, California head-
quarters and engineering
center facility for $305 mil-
lion, its Sugar Land, Texas
engineering center for
%161 million, its Daniel
Centre engineering facil-
ity in Greenville, South
Carolina for $43 million
and its Melbourne, Aus-
tralia office building for
$11 million. The sale of
the Irvine facility resulted
in a pre-tax gain of $202
million of which $79 mil-
lion was recognized. The
remaining gain of $123
million will be recognized
over the leaseback period.
The company will receive

Dividends Per Common Sharei

an additional $35 million
on the sale of the Irvine
facility after July 31, 1986,
if certain development
approvals are obtained.

A review of the com-
pany’s natural resource
business during 1985 dis-
closed that the long-term
business prospects of cer-
tain operations did not
support the historical car-
rying values. The domes-
tic lead operation has
experienced decreasing
sales volumes, commodity
prices and operating prof-
its since its acquisition in
1981. Based upon this con-
dition and the prospect
for continued depressed
conditions in the domestic
lead industry, during the
fourth quarter the com-
pany wrote off the $138
million of excess of cost
over net assets acquired
allocated to lead
operations.

In October 1985, the
company wrote down its
investment in certain
Massey Coal Company
mines to net realizable

value and is pursuing dis-
position of certain of these
properties. This write-
down resulted in a charge
to operations of $212 mil-
lion consisting of reduc-
tions in property carrying
values, a provision for
disposal and a write-off of
the allocated excess of cost
over net assets acquired.
The company utilized
a major portion of the
cash proceeds from asset
sales to extinguish $305
million of long-term debt
prior to scheduled maturi-
ties. A net after-tax premi-
um of $16 million on early
extinguishment was in-
curred and has been clas-
sified as an extraordinary
item in the Consolidated
Statement of Operations.

ENGINEERING AND
CONSTRUCTION

Contract awards for engi-
neering and construction

were at their highest level
in four years. New awards
increased in 1985 to $4.5
billion from $4.2 billion
and $1.2 billion in 1984 and
1983, respectively. Backlog
at October 31, 1985 was
$5.1 billion compared to
$4.2 billion and $5.6 billion
at October 31, 1984 and
1983, respectively.

Engineering and con-
struction experienced an
operating loss of $85 mil-
lion in 1985 compared to
operating profits of $95
million and $211 million in
1984 and 1983, respectively.
These operating results
reflect higher relative in-
direct costs and lower
margins due to continued
severe industry-wide
competitive pressures.
Manpower was 11% lower
in 1985 compared to 1984
and 14% lower in 1984
compared to 1983, reflect-
ing continuing efforts to
reduce indirect costs
while diversifying into
new markets.
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NATURAL RESOURCES
Metals operations in-
curred an operating loss
of $204 million on rev-
enues of $393 million in
1985, compared to an op-
erating loss of $4 million
on revenues of $434 mil-
lion in 1984 and an oper-
ating profit of $33 million
on revenues of $429 mil-
lion in 1983. The operat-
ing loss in 1985 includes a
nonrecurring charge of
$138 million to write off
the excess of cost over net
assets acquired allocated
to lead as discussed above
and certain other write-
offs, primarily relating to
equipment no longer used
in operations. Excluding
these nonrecurring
charges, the operating
loss in 1985 was primarily
the result of lower real-
ized prices and volumes
for most commodities
sold, partially offset by
lower operating costs
compared to 1984.

FesiS N

Revenues and operating
loss from coal operations
in 1985 were $475 million
and $223 million, respec-
tively, compared to $490 -
million and an operating
profit of $15 million in
1984. Revenues and oper-
ating loss in 1983 were
$438 million and $7 mil-
lion, respectively. The op-
erating loss for 1985
includes a nonrecurring
charge of $212 million re-
lated to the reduction in
the carrying values of cer-
tain of the company’s coal
properties as discussed
above. Excluding the non-
recurring charge, coal op-
erations were adversely
affected by the prolonged
labor disruption at certain
of the company’s mines
and a decreased demand
for metallurgical coal.

DRILLING SERVICES AND
OTHER OPERATIONS

Drilling Services revenues
increased to $71 million
in 1985 from $62 million
in 1984 due to increased
utilization of the drilling
fleet. Utilization increased
to 79% in 1985 from 74%

Total Assetsis i

in 1984, however, day
rates continued at de-
pressed levels throughout
1985 due to intense price
competition resulting
from the worldwide over-
supply of offshore rigs.
The operating loss for
1985 totaled $31 million,
which included write-
downs of $36 million re-
lated to the disposal of
several drillships as dis-
cussed above. Results for
1984 and 1983 were an op-
erating loss of $2 million
and an operating profit of
$4 million, respectively.
The operating loss for
the residential and com-
mercial construction oper-
ations increased to $12
million in 1985 compared
to $8 million in 1984 due
primarily to cost overruns
and the disposition of
these operations. Other
operations also include

ity Per Share,

nonrecurring charges of
$7 million related to asset
write-downs.

Increased interest ex-
pense in 1985 compared
to 1984 reflects primarily
interest accrued on taxes
pavable under a Closing
Agreement with the Inter-
nal Revenue Service and
lower capitalized interest.

The effective income tax
benefit rate on the loss
from continuing oper-
ations in 1985 was signifi-
cantly lower than in the
prior year. The difference
between the effective rate
and the statutory rate of
46 percent in 1985 is due
primarily to amortization
and write-downs of both
property, plant and equip-
ment bases differences
and the excess of cost
over net assets of acquired
companies, and accruals
and losses without tax
benefit.

DISCONTINUED OPLRATIONS
Discontinued operations

in 1985 reflect a net of tax
loss from discontinuance
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of the oil and gas segment
of $44 million including a
$51 million after-tax loss
from disposal. After-tax
earnings for the oil and
gas segment were $11 mil-
lion in 1984 and a loss of
$1 million in 1983. Includ-
ed in the results for 1983
is an after-tax loss from
discontinuance of the
company’s former Distri-
bution Group of $53 mil-
lion, including an after-tax
provision of $26 million
for losses incurred upon
disposal. Divestiture of
the Distribution Group
was completed in 1984.

FINAMCIAL POSITION AND
LiQuinity

Funds used by continuing
operations were $160 mil-
lion in 1985 as compared
to funds provided by con-
tinuing operations of $62
million and $292 million,
in 1984 and 1983, respec-
tively. This continued de-
cline reflects the reduction

in earnings experienced
over the last four years
and significant reductions
in deferred taxes due to
the completion of several
major contracts and an
agreement with the IRS
whereby certain engineer-
ing and construction sub-
sidiaries were required to
use an accrual method of
accounting for tax pur-
poses beginning with fis-
cal year 1984. The net gain
from the sale of the Irvine
facility has been excluded
from the determination of
funds used by continuing
operations.

In 1985, funds were
used for payments to in-
vestors consisting of cash
dividends on common
stock of $32 million and
interest expense, net of
tax, of $62 million. Divi-
dends were paid at the
rate of $.10 per share per
quarter for 1985.

Capital expenditures
for 1985 were $121 million
compared to $286 million
and $302 million in 1984
and 1983, respectively. In
1985, the majority of cap-

sinds

ital expenditures related
to the metals and coal seg-
ments and included
equipment replacements
and plant modifications at
these segments, and gen-
eral development work at
certain Massey Coal Com-
pany mines and at the
Mocambo tin project in
Brazil.

Funds utilized by fi-
nancing activities in 1985
amounted to $582 million
compared to funds pro-
vided from financing ac-
tivities of $127 million in
1984. The reduction in
long-term debt of $624
million was accomplished
primarily with the pro-
ceeds from sales of assets
as described above. The
long-term debt to capital-
ization ratio at October 31,
1985 was 20.0% compared
to 29.9% and 29.2% at Oc-
tober 31, 1984 and 1983,

respectively. Long-term
debt (including current
portion) consisted of 86%
tixed rate debt and 14%
variable rate debt at Octo-
ber 31, 1985.

The company has ac-
cess to sufficient sources
of funds to meet its oper-
ating needs. Short- and
long-term lines of credit
are maintained with
banks and the company
has an active commercial
paper program which
provides adequate operat-
ing liquidity. As of Octo-
ber 31, 1985, under the
terms of the Massey joint
venture agreemernt, net
assets of $451 million, in-
cluding $106 million of
working capital, are re-
stricted from distribution
without the prior approv-
al of the partners. Distri-
butions of funds to the
company as approved by
the partners amounted to
$15 million in 198s5.

For a discuscion of the
effects of inflation, see
pages 42 and 43.
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SELECTED FINANCIAL DATA

$ in millions, except per share amounts 1985 1984 1983 1982 1981 1980
mEmE OPERATING RESULTS
Revenues from continuing
operations $4,168.4 $4,301.8 $5,164.7 $ 6,514.7 $ 5,258.2  $ 4,279.5
Earnings (loss) from continuing
operations before income taxes (626.8) (18.9) 155.3 250.9 228.3 200.3
Earnings (loss) from continuing
operations (573.3) (10.4) 82.0 133.5 131.6 110.7
Net earnings (loss) (633.3) 1.0 27.7 152.8 158.9 133.6
Earnings (loss) per share
Continuing operations (7.25) (-13) 1.04 1.70 2.34 2.29
Net earnings (loss) (8.01) .01 .35 1.94 2.82 2.76
Dividends per share
Series B preferred — — — — — 75
Common $ 40 $ .60 $ 8o % 8o 3 8o $ .65
s FINANCIAL POSITION
Current assets $1,057.2 $1,025.9 $1,146.0 % 1,541.4 $ 1,4609 $ 956.2
Current liabilities 1,020.7 1,016.4 1,090.2 1,488.4 1,296.1 775.2
Working capital 36.5 9.5 55.8 53.0 164.8 181.0
Property, plant and equipment,
net 1,433.3 2,338.2 2,379.8 2,493.9 2,527.0 622.7
Total assets 2,796.4 3,891.6 4,084.9 4,701.0 4,491.3 1,726.6
Capitalization
Long-term debt 259.1 724.8 720.0 1,009.9 1,104.8 79.3
Shareholders’ equity 1,033.9 1,696.4 1,747.2 1,776.4 1,683.2 567.5
Total capitalization $1,293.0 $2,421.2 $2,467.2  $ 2,786.3 $2,788.0 $ 646.8
Percent of total capitalization
Long-term debt 20.0 29.9 29.2 36.2 39.6 12.3
Shareholders’ equity 8o0.0 70.1 70.8 63.8 60.4 87.7
Shareholders’ equity per common
share $ 13.06 $ 21.49 $ 2219 $ 2268 $ 2155 $ 11.89
Common shares outstanding 79,138,897 78,945,585 78,746,717 78,327,685 78,092,814 47,718,300
msmm OTHER DATA
New orders received during year $4,485.3 $4,189.2 $1,280.1 $ 209168 $ 72477  $9,317.3
Backlog at end of year 5,114.7 4,224.2 5,669.7 10,825.9 16,385.7 16,094.3
Capital expenditures 121.2 285.5 301.8 525.9 448.1 225.3
Depreciation, depletion and
amortization for continuing
operations 162.9 149.5 149.7 131.7 65.4 32.4
Funds provided from (used by) .
continuing operations $ (160.1) $ 620 $ 2016 $ 3356 $ 3342 $ 2225
Number of employees 26,958 32,153 34,123 43,111 44,170 27,304

20

Prior periods have been restated to exclude from continuing operations the oil and gas segment, which was sold in 1985. St. Joe Minerals
Corporation is included on an equity basis for the period May 1, 1981, through August 2, 1981, and on a consolidated basis thereafter.

See Management’s Discussion and Analysis on pages 22 to 25;

Consolidated Statement of Operations on page 27,

and Notes to Consoli-

dated Financial Statements; Long-Term Debt on page 33; Income Taxes on pages 34 and 35; Sale of Assets and Provision for Losses on Revalu-
ation of Lead and Coal Operations on page 37; and Quarterly Financial Data on page 47 for information relating to significant items affecting

1985 results of operations.
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Fluor Corporation

In thousands, except per share amounts/Years ended October 31, 1985 1984 1983
mEE REVEMUES
Engineering and construction services $3,179,308 $3,205,987 $4,104,454
Natural resources 867,797 923,375 866,455
Drilling and other 121,339 172,415 193,758
Total revenues 4,168,444 4,301,777 5,164,667
mEm COST OF AEVEMUES
Engineering and construction services 3,267,177 3,103,202 3,890,531
Natural resources 949,506 912,803 836,968
Drilling and other 184,261 197,501 171,594
Total cost of revenues 4,400,944 4,213,506 4,899,093
mEEA OTHER IMCOME AND ZXPENSE
Corporate administrative and general expense 34,652 46,361 47,200
Gain on sale of Irvine facility (78,834) — —
Write-down of investment in certain coal mines 211,578 — —
Write-off of excess of cost over net assets of acquired companies
allocated to lead operations 137,989 — —
Interest expense (net of capitalized interest of $2,645, $12,822, and
$16,800, respectively) 115,714 96,665 96,653
Interest income (26,816) (35,873) (33,608)
Total costs and expenses 4,795,227 4,320,659 5,009,338
g EARNINGS (LOSS) FROM CONTINUING OPERATIONS BEFORE INCOME TAXES (626,783) (18,882) 155,329
R INCOME TAX BENEFIT (EXPENSE) 53,500 8,522 (73,327)
mE SARNINGS (LOSS) FROM CONTINUING OPERATIONS (573,283) {10,360) 82,002
mEEE DISCONTINUED OPERATIONS
Earnings (loss) from operations (net of income tax expense of
$11,750 and $19,959 in 1985 and 1984 and an income tax benefit
of $5,179 in 1983) 7,187 11,368 (28,302)
Loss on disposal of discontinued operations (net of income tax
benefit of $27,050 in 1985 and $15,538 in 1983) (50,867) — (26,000)
R CARMIMGS (LOSS) FROM DISCONTINUED OPERATIONS (43,680) 11,368 (54,302)
mEEE CARNINGS (LOSS) BEFORE EXTRACRDINARY ITEM (616,963) 1,008 27,700
Extraordinary item— premium on early extinguishment of debt
(net of income tax benefit of $14,508) (16,361) — —
mEmm NET TARMINGS (LOSS) $ (633,324) $ 1,008 $ 27,700
R ZARNINGS (LOSS) PER SHARE
Continuing operations $ (7.25) $ (.13) $ 1.04
Discontinued operations (-55) .14 (.69)
Extraordinary item (.21) — —
Net earnings (loss) $  (8.01) $ .01 $ .35
WA SHARES USED TD SALCULATE IARNIMGS (LOSS] PER SHARE 79,054 79,057 78,956

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEET ’

$ in thousands/at October 31, 1985 1984
e ASSETS
mmem CURRENT ASSETS
Cash and short-term investments $ 50,702 $ 94,642
Notes receivable 151,246 86,653
Accounts receivable 350,906 352,231
Contract work in progress 268,788 211,840
Inventories 173,436 193,061
Net assets held for sale 37,101 40,143
Other current assets 25,058 47,310
Total current assets 1,057,237 1,025,880

PROPERTY, PLANT AND EQUIPMENT —AT COST

Land 53,187 68,776
Buildings and improvements 219,432 490,273
Machinery and equipment 794,803 853,809
Drilling and marine equipment 138,706 225,839
Mining properties and mineral rights 744,366 817,594
Oil and gas properties — 544,406
Construction in progress 15,774 20,482

1,966,268 3,021,179
Less accumulated depreciation, depletion and amortization 532,946 682,933
Net property, plant and equipment 1,433,322 2,338,246

OTHER ASSETS
Excess of cost over net assets of acquired companies, net of

accumulated amortization of $42,031 and $49,901, respectively 237,757 423,085
Other 68,048 104,407
Total other assets 305,805 527,492

$2,796,364 $3,891,618

DR 2801083




Fluor Corporation

1985 1984
S LIABILITIES AND SHAREHOLDERS’ EQUITY
EEEE CURRENT LIABILITIES
Accounts and notes payable $ 367,962 $ 263,922
Advance billings on contracts 78,521 77,553
Accrued salaries, wages and benefit plan liabilities 97,482 103,922
Other accrued liabilities 228,640 164,231
Current portion of long-term debt 39,698 95,767
Commercial paper to be retired with proceeds from asset sales 66,567 42,500
Income taxes currently payable 111,054 135,374
Deferred income taxes 30,774 133,121
Total current liabilities 1,020,698 1,016,390
BN LONG-TERM DEBT DUE AFTER ONE YEAR 259,064 724,777
EEEE OTHER MONCURRENT LIABILITIES
Deferred income taxes 121,237 196,906
Deferred income 157,485 28,573
Other 203,976 228,609
Total other noncurrent liabilities 482,698 454,088
WS CONTINGENCIES AND COMMITMENTS
EEEE SHAREHOLDERS' EQUITY
Capital Stock
Preferred —authorized 20,000,000 shares without par value, none issued
Common-—authorized 150,000,000 shares of $.62V2 par value; issued and
outstanding in 1985-—79,138,897 shares and in 1984—78,945,585 shares 49,462 49,341
Additional capital 1,069,624 1,067,549
Retained earnings (deficit) (67,878) 597,007
Unamortized executive stock plan expense (9,429) (10,310)
Cumulative translation adjustments (7.875) (7,224)
Total shareholders’ equity 1,033,904 1,696,363
$2,796,364 $3,891,618

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

$ in thousands/Years ended October 31, 1985 1984 1983
EESE FUNDS PROVIDED FROM OPERATIONS
Earnings (loss) from continuing operations $(573,283) $ (10,360) $ 82,002
Depreciation, depletion and amortization 162,900 149,486 149,714
Interest expense, net of tax 62,486 52,199 52,193
Deferred income taxes (109,588) (125,048) (2,829)
Gain on sale of Irvine facility, net of tax {55,720) —_ —
Write-down of investment in certain coal mines 211,578 — —
Write-off of excess of cost over net assets of acquired companies 137,989 — —
Other items, net 3,570 (4,317) 10,477
Funds provided from (used by) continuing operations (160,068) 61,960 291,557
Earnings (loss) from discontinued operations {43,680) 11,368 (54,302)
Depreciation, depletion and amortization 37,336 45,757 89,676
Deterred income taxes (32,195) 4,598 11,084
Funds provided from (used by) discontinued operations (38,539) 61,723 46,458
Funds provided from (used by) operations . (198,607) 123,683 338,015
Net decrease (increase) in operating working capital 72,909 (149,301) 207,678
Net funds available from (used by) operations (125,698) (25,618) 545,693
WS PAYMENTS TO INVESTCRS
Cash dividends paid (31,561) (47,281) (62,868)
Interest expense, net of tax (62,486) (52,199) (52,193)
Total payments to investors (94,047) (99,480) (115,061)
B |NVESTMENT ACTIVITIES :
Additions to property, plant and equipmen (121,216) (285,514) (301,835)
Net book value of property, plant and equipment sold or retired
(excluding Irvine facility) 630,455 131,179 181,595
Proceeds from sale of Irvine facility, net of tax 227,460 e —
Decrease in net assets held for sale 3,042 86,960 40,797
Decrease in noncurrent notes receivable — 21,500 47,527
Sale of investment in Peabody Holding Company — — 44,787
Other, net 17,731 (7,576) 59,739
Net funds provided (utilized) by investment activities 757,472 (53,451) 72,610
WEEE FINANCING ACTIVITIES
Issuance of long-term debt 158,600 317,755 82,167
Reduction of long-term debt (624,313) (312,985) (372,910)
Net increase (decrease) in borrowings due currently (44,593) 67,708 (147,718)
Proceeds from (retirement of) nonrecourse oil and gas financing (55,000) 55,000 —
Extraordinary item, net of tax (16,361) — -
Net funds provided (utilized) by financing activities (581,667) 127,478 (438,461)
Increase (decrease) in cash and short-term investments (43,940) (51,071) 64,781
Cash and short-term investments at beginning of period 04,642 145,713 80,932
Cash and short-term investments at end of period $ 50,702 $ 94,642 $ 145,713

See Notes to Consolidated Financial Statements.
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" COMSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY - Fluor Corporation

$ in thousands, except per share amounts/Years ended October 31, 1983, 1684 and 1985

Unamortized

Retained Executive Cumulative
Common Additional Earnings Stock Plan Translation
Stock Capital (Deficit) Expense Adjustments Total
EEER BALANCES AT NOVEMBER 1, 1982 $48,955  $1,059,480 $ 680,285 $(12,301) $ — 81,776,419
Net earnings 27,700 27,700
Cash dividends ($.80 per share) (62,868) (62,868)
Exercise of stock options—net 173 2,980 3,153
Amortization of executive stock plan
expense 3,021 3,021
Issuance of restricted stock—net 89 2,971 (3,236) (176)
SN DALANCES AT OCTOBER 31, 1983 49,217 1,065,431 645,117 (12,516) 1,747,249
Net earnings 1,008 1,008
Cash dividends ($.60 per share) (47,281) (47,281)
Exercise of stock options—net 88 1,343 1,431
Amortization of executive stock plan
expense 3,290 3,290
Issuance of restricted stock—net 36 775 (1,084) (273)
Cumulative translation and related
deferred tax adjustments as of
November 1, 1983 (1,837) (3,285) (5,122)
Translation adjustment for the period (3,939) (3,939)
mEEE BALANCES AT OCTOBER 31, 1984 49,341 1,067,549 597,007 (10,310) (7,224) 1,696,363
Net loss (633,324) (633,324)
Cash dividends ($.40 per share) (31,561) (31,561)
Exercise of stock options—net 81 1,182 1,263
Amortization of executive stock plan
expense 1,838 1,838
Issuance of restricted stock—net 40 893 (957) (24)
Translation adjustment for the period (651) (651)
BEEN SALANCES AT OCTOBER 31, 1985 $49,462  $1,069,624 $ (67,878)  $ (9,429) $(7,875) $1,033,904

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

MAJOR ACCOUNTING POLICIES

Principles of Consolidation
The financial statements include the accounts of
the company and its subsidiaries. The equity
method of accounting is used for investments
where ownership ranges from 20 percent to 50
percent and for corporate joint ventures. The
company consolidates its 50 percent proportionate
share of the accounts of Massey Coal Company.
All significant intercompany transactions are
eliminated.

Certain 1984 and 1983 amounts have been re-
classified to conform with the 1985 presentation.

Engineering and Construction Contracts

The company recognizes revenues on engineering
and construction contracts on the percentage-of-
completion method, primarily based on contract
costs incurred to date compared with total esti-
mated contract costs, and on manhours incurred
to date compared with total estimated manhours
for the construction of certain power plants. Con-
tracts are segmented between engineering and
construction efforts and, accordingly, gross margin
related to each activity is recognized as those sep-
arate services are rendered. Changes to total esti-
mated contract costs or manhours and losses, if
any, are recognized in the period they are deter-
mined. Revenues recognized in excess of amounts
billed are classified as current assets under con-
tract work in progress. It is anticipated that the
incurred costs associated with contract work in
progress at October 31, 1985, will be billed and
collected in 1986. Amounts received from clients
in excess of revenues recognized to date are clas-
sified as current liabilities under advance billings
on contracts.

ts

Exploration and Development

Metals— Costs incurred for exploration of
minerals are generally expensed as incurred.
Development expenditures to bring new mineral
properties into production, comprising substan-
tially all surface mine development and initial
underground installations, are capitalized in min-
ing properties and charged to expense on the
straight-line method over periods approximating
the life of the mine. Subsequent maintenance and
underground development expenditures are
charged to expense.

Coal—Development costs of specific coal proper-
ties, when expected to be significant, are capital-
ized in mining properties and depleted on the
unit-of-production method.

Depreciation and Amortization

Depreciation on assets other than mining proper-
ties and mineral rights is provided using princi-
pally the straight-line method to amortize the cost
of the assets over their estimated useful lives.
Leasehold improvements are amortized over the
lives of the respective leases. The excess of cost
over net assets of acquired companies is being
amortized on the straight-line method, primarily
over 40 years.

Income Taxes
Deferred income taxes are provided for items
taken into account in different periods for financial
and tax reporting purposes. Such timing differ-
ences include the use of the completed-contract
method of accounting for certain contracts, cap-
italized interest, accelerated depreciation, various
accruals and deferred gains on property sales.
Investment and other tax credits are applied as
a reduction of the provision for federal income
taxes under the flow-through method of
accounting,.

Earnings Per Share

Earnings per share are based on the weighted
average number of common and common equiv-
alent shares outstanding in each period. Common
equivalent shares include the potential dilution
from the exercise of stock options when the effect
of such options is dilutive.

Foreign Currency Translation
The effects of translating foreign subsidiaries’
financial statements are recorded as a separate
component of shareholders” equity. Net foreign
currency exchange gains resulting from foreign
currency transactions included in the determina-
tion of operating results were immaterial in 1985,
and approximated $1,000,000 in 1984 and
$24,000,000 in 1983.

Changes in cumulative translation adjustments
for fiscal years 1985 and 1984 were as follows:

$ in thousands/at October 31, 1985 1984

Balance at beginning of year 5(7,224) $(3,285)
Translation adjustments (1,421) (7,294)
Deferred income taxes on translation

adjustments 770 3.355

Balance at end of year 5(7,875) $(7,224)
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Fluor Corporation

EEEEE CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL

POSITION
The company utilizes a cash flow format to
present its consolidated statement of changes in
financial position. Funds provided or used by
operations include the effects of current and non-
current deferred income taxes and exclude inter-
est expense, net of tax. Short-term borrowings
have been reflected as part of financing activities
and interest expense, net of tax, has been reflect-
ed as funds used for payments to investors.
Changes in operating working capital as shown
in the Consolidated Statement of Changes in
Financial Position comprise the following:

$ in thousands/
Years ended October 31, 1985 1984 1983

(Increase) decrease in:
Notes and accounts
receivable $(63,268) § (17,242) $162,372
Contract work in
progress and
inventory (37.323) (7,413) 243,546
Other current assets 22,252 6,747 13,463
Increase (decrease) in:
Accounts payable and

accrued liabilities 174,600 (99.487) (124,305)
Advance billings on

contracts 968 (65,896)  (82,458)
Income taxes

currently payable (24,320) 33,990 (4,940)

Net (increase) decrease in
operating working capital $ 72,909  $(149,301) $207,678

INVENTORIES
Inventories comprise the following:

$ in thousands/at October 31, 1985 1984
Coal, metals and processed minerats $102,428  $102,366
Supplies and other 71,008 90,695

$173,436  $193,061

Inventories are stated at the lower of cost (using
the last in, first out [LIFO] method, except for
inventories of supplies and other which are on
the average cost method) or net realizable value.

At October 31, 1985 the current replacement
cost of LIFO inventories did not exceed the re-
lated LIFO value. The current replacement cost of
LIFO inventories at October 31, 1984 exceeded the
related LIFO value by $4,766,000.

BEEE LOMNG-TERM DEBT

Long-term debt consisted of the following:

$ in thousands/at October 31, 1985 1984

Pollution control and industrial rev-

enue bonds, 6% to 8.9%, due in vary-

ing amounts from 1988 through 2013

(net of unamortized discount of $7,788

and $8,194, respectively) $113,791  $113,385
Notes, effective interest rate 12%4%,

due in installments from 198y through

1998 (net of unamortized discount of

$9,631 and $10,504, respectively) 50,369 49,496
Serial zero coupon notes, effective in-

terest rate 14.3%, due in installments

through 1989 (net of unamortized

discount of $10,515 and $31,443,

respectively) 29,480 53,557
Eurodollar zero coupon debentures,

effective interest rate 14%, due in 1990

(net of unamortized discount of

$23,101 and $76,229, respectively) 28,358 70,748
Term loans, 9.3%, due in installments
through 2000 26,800 28,500

Secured credit agreement, 1%%
above LIBOR, due in installments

through 1986 21,250 42,500
Promissory note, effective interest rate

15.6% -— 100,000
Eurodollar notes, 14% coupon rate,

effective interest rate 13.5% — 100,000
Commercial paper and promissory

notes, average interest rate 9.6% — 88,376
Term loan, effective interest rate 11.7% — 50,000
Term loans, average interest rate

of 11.2% — 19,269
Notes, 2% to 1%% above LIBOR — 15,562
Export credit agreement, 10%% — 12,521
Other notes and mortgages 28,714 76,630

298,762 820,544
Less: Current portion 39,608 95,767

$259,064  $724,777

Maturities relating to long-term debt are as
follows for the years ending October 31: 1987,
$12,417,000; 1988, $16,373,000; 1989, $19,948,000;
and 1990, $39,378,000.

The company utilized a major portion of the
cash proceeds from asset sales to extinguish long-
term debt prior to scheduled maturities. At Octo-
ber 31, 1985, a total of $304,788,000 of long-term
debt had been extinguished prior to scheduled
maturities at a net after-tax premium of
$16,361,000. This premium has been classified as
an extraordinary item in the Consolidated State-
ment of Operations.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

In October 1985, the company completed an
“in-substance defeasance” on $63,090,000 of 14%
Eurodollar notes then outstanding by placing in
an irrevocable trust $72,870,000 of U.S. govern-
ment securities to be used solely for satisfying
scheduled payments of both interest and principal
on the notes, which will be called in September
1986. The notes and U.S. government securities
have been excluded from the Consolidated Bal-
ance Sheet at October 31, 1985. The premium on
early extinguishment of the notes is included in
the extraordinary item discussed above.

Pollution control bonds of $37,616,000 are sub-
ject to sinking fund installments commencing in
1989. $73,075,000 of the industrial revenue bonds
represent the company’s portion of such bonds
issued for facilities of Massey Coal Company.

All of the industrial revenue bonds are subject to
mandatory redemption if certain tax exemption
features of the bonds are disallowed.

The company has committed long-term lines of
credit with banks from which it may borrow up to
a maximum of $315,000,000 under revolving lines
of credit which convert to four-year term loans.
The company may use these lines of credit to sup-
port commercial paper borrowings and unsecured
promissory notes. Commitment fees are paid on
unused portions of the company’s long-term lines
of credit. At October 31, 1985, no amounts were
outstanding under these lines.

At October 31, 1985, the company had
$86,000,000 in unused short-term uncommitted
lines of credit.

Borrowings under lines of credit and revolving
credit agreements bear interest at prime, rates
based on the London Interbank Offered Rate
(LIBOR), domestic certificates of deposit, or other
rates which are mutually acceptable to the banks
and the company. Long-term debt (including
current portion) consisted of 86% fixed rate debt
and 14% variable rate debt at October 31, 1985.

The net book value of assets securing long-term
debt of $51,227,000 was approximately $23,281,000
at October 31, 1985.

INCOME TAXES
The income tax benefit (expense) on earnings
(loss) from continuing operations in the Consoli-
dated Statement of Operations is composed of:

$ in thousands/

Years ended October 31, 1985 1984 1983
Current
Federal $(64,950) $ (87,417) $ (4,014)
Foreign (20,945) (14,420) (55.177)
State and local (11,304) (13,288) (5,046)
Total current (97,199) (115,125) (64.,237)
Deferred
Federal 154,453 138,853 6,358
Foreign (8,636) (19,371) (14,152)
State and local 4,882 4,165 (1,296)
Total deferred 150,699 123,647 (9,090)
$ 53500 $ 8522 $(73.327)

A reconciliation of statutory federal income tax
to the income tax benefit (expense) on earnings
(loss) from continuing operations follows:

$ in thousands/

Years ended October 31, 1985 1984 1983
Statutory federal

income tax benefit

(expense) at 46% $288,320 $ 8,685 $(71,451)

Reductions (increases)
in taxes resulting

from:

Losses without tax

benefit (85,541) (1,400) (8,399)

Amortization and

write-off of excess

of cost over net

assets of acquired

companies (84,231) (5,167) (6,651)

Amortization and

write-down of

property, plant and

equipment bases

differences (47,092) (8,798) (6,893)

Capital gain benefit 17,440 589 1,036

Accruals without

tax effect (14,486) 1,947 163

Effect of foreign tax

rates (12,437) (698) —

State income taxes (4,093) (3,019) (4,116)

Investment and

other tax credits 2,643 4,504 10,771

Depletion 506 6,363 —

Indefinitely rein-

vested foreign

earnings —_ 5,267 9,469

Safe harbor tax

leases — 1,260 2,663

Other (7,529) (1,011) 81
$ 53,500 $ 8,522 $(73,327)

DR 2801089




Fluor Corporation

The difference between the statutory federal
income tax rate and the actual tax rates applicable
to discontinued operations is primarily attribut-
able to the effect of foreign tax rates and losses
without tax benefit. The rate difference applicable
to the disposal of discontinued operations is pri-
marily attributable to capital gain rates.

Deferred income tax benefit (expense) has been
provided for timing differences from continuing
operations as follows:

$ in thousands/
Years ended October 31, 1985 1984 1983

Use of different methods
of accounting for con-

struction contracts $ 91,664  $152,321 $22,517
Accruals not currently re-

portable for tax purposes 31,166 1,973 1,344
Deferred gains on

property sales 16,745 (1,514) 3,697
Accelerated depreciation 15,364 (11,729) (8,104)
Capitalized interest 10,980 (3,513) (8,195)

Residual tax on

undistributed foreign

earnings (4.677) (3,635) -
Depreciation, depletion

and amortization of natu-

ral resource properties (2,976) (11,894) (15,698)
Deferred gains and

losses from metal sales

contracts — — 5,253

Other—net (7,567) 1,638 (9,904)

$150,6099  $123,647 $ (9,090)

United States and foreign earnings (losses) from
continuing operations before income taxes are as
follows:

$ in thousands/

Years ended October 31, 1985 1984 1983
United States $(610,796)  $(80,970) $(21,700)
Foreign (15,987) 62,088 177,029

$(626,783)  $(18,882) $155,329

Residual income taxes have not been provided on
approximately $57,450,000 of undistributed earn-
ings of certain foreign subsidiaries at October 31,
1985 because the company intends to reinvest
these earnings indefinitely.

In December 1984, the company and the Inter-
nal Revenue Service (IRS) entered into a Closing
Agreement which requires certain, but not all, en-
gineering and construction subsidiaries to change
from the completed-contract method of account-
ing to an accrual method for tax purposes begin-
ning with fiscal year 1984.

The IRS has recently completed its examination
of the company’s federal income tax returns for
the fiscal years 1977, 1978 and 1979 and those of
St. Joe Minerals Corporation through August 3,
1981, the date of acquisition by the company. The
company is contesting issues raised by the IRS.
Examinations of fiscal years 1980 through 1983
have commenced and no issues have yet been
raised by the IRS. Management believes that the
resolution of all tax issues will not have a material
adverse effect on the company’s consolidated
financial position or results of operations.

LEASE OBLIGATIONS

Total rental expense amounted to $81,596,000 in
1985, $61,135,000 in 1984 and $66,518,000 in 1983.
The company’s lease obligations relate primarily
to office and warehouse space, engineering facili-
ties, data processing equipment, equipment used
in connection with long-term construction con-
tracts and other personal property.

As more fully described in the Note titled “Sale
of Assets,” the company completed sale and lease-
back transactions during 1985 for its Sugar Land,
Texas engineering facility and Irvine, California
corporate headquarters and engineering center
facility. The leaseback agreements provide for
minimum lease terms of 20 and 10 years, respec-
tively, with certain provisions for renewal op-
tions. The leaseback agreement for the Irvine
facility also provides that the company may at its
option annually release to the lessor ten percent
of the space originally leased back.

The company was obligated under noncancela-
ble leases for minimum rentals as follows:

Present
$ in thousands/at October 31, 1985 Gross Value*
1986 $ 84,151 $ 84,151
1987 79,586 71,059
1988 73,588 58,664
1989 68,465 48,732
1950 63,701 40,483
Thereafter 567,019 168,685

$936,510  $472,074

*The present value of lease obligations is presented as supple-
mentary information to reflect the impact on future lease com-
mitments of the time-value of money, using a discount rate of
twelve percent.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

3b

STOCK PLANS

The company has five executive stock plans, the
1971 Fluor Stock Option Plan, the 1977 and 1981
Fluor Executive Stock Plans, the 1982 Fluor Incen-
tive Stock Option Plan, and the St. Joe 1972 Non-
Qualified Stock Option Plan, assumed on the

date of the acquisition of St. Joe. These plans pro-
vide for grants of nonqualified or incentive op-
tions at prices equal to the fair market value of the
company’s common stock at date of grant.

The 1977 and 1981 Plans also provide for rights
to acquire shares under restricted stock agree-
ments at $.33% per share under the 1977 Plan and
at no charge under the 1981 Plan. Upon termina-
tion other than for reason of retirement, death or
permanent disability of the recipient, the stock
must be returned to the company for the amount
originally paid, if any. At October 31, 1985, a total
of 1,364,458 restricted shares had been awarded
and a total of 44,077 shares were available for
award as restricted stock.

In addition, the company has the 1979 and 1980
Fluor Stock Appreciation Rights Plans. On exer-
cise, the holder of the rights receives the excess of
market value of the rights on exercise date over
the market value of the rights on grant date. Such
market values are equal to the market value of the
company’s common stock. Changes in market
value are accounted for currently as compensation
expense.

Options and stock appreciation rights granted
are generally exercisable one year after the date of
grant or in installments of twenty-five percent per
year commencing one year from date of grant. All
options expire ten years after date of grant.

With respect to grants under the 1972 Plan,
the optionee can elect to receive, in lieu of any or
all shares, any combination of cash and shares
having an aggregate value equal to the excess of
market value of the underlying shares over the
option price thereof.

The following table summarizes stock option
and stock appreciation rights ("SAR”") activity for
the two years ended October 31, 1985:

Price Value

Shares  Per Share SAR  Per Right
October 31, 1983
Outstanding 2,203,342 $ 6-37 474,677  S$18-37
Granted 319,036 17-21 21,895 17
Expired or
cancelied (98,316) 17-37  (41,448) 18-37
Exercised (170,171) 6—22 (6,205) 18
October 31, 1984
Qutstanding 2,343,891 6-37 448,919 17-34
Granted 1,074,717 16—-17 420,826 16-18
Expired or
cancelled (94,812) 17-34  (20,932) 17134
Exercised (246,141) 6-18 (1,825) 18
October 31, 1985
Outstanding 3,077,655 $11-37 846,988 $16-34
Exercisable at:
October 31, 1984 1,791,212 $ 6-37 188,451 $18--34
October 31, 1985 1,835,557 $11-37 286,116 $17-34
Available for
grant at:
October 31, 1984 1,602,861 585,555
October 11, 1985 622,956 185,661

RETIREMENT PLANS

The company and certain of its subsidiaries have
contributory and noncontributory profit-sharing
and pension plans covering substantially all of
their employees. Expense for these plans approxi-
mated $50,000,000 in 1985, $55,000,000 in 1984
and $79,000,000 in 1983.

As of the dates indicated below, accumulated
plan benefits and plan net assets for the defined
benefit retirement plans of certain subsidiaries
and the proportionate share of a corporate joint
venture are as follows:

$ in thousands/at November 1, 1984 1983

Actuarial present value of accumulated
plan benefits

Vested $128,633  $119,535
Nonvested 10,387 12,014
$139,020  $131,549

Net assets available for benefits $159,073  $152,528

The actuarial present value of accumulated plan
benefits was determined using assumed rates of
return ranging from 5 to 9 percent.

In addition to providing pension benefits, the
company and certain of its subsidiaries provide
health care and life insurance benefits for retired
employees. The cost of retiree health care and life
insurance benefits is recognized as expense when
paid. For fiscal year 1985 these costs were
approximately $3,000,000.

DR 2801091




Fluor Corporation

EEEE COMNTINGENCIES, COMMITMENTS AND RESTRICTIONS

The company is contingently liable for commit-
ments and performance guarantees arising in the
ordinary course of business. Claims arising from
engineering and construction contracts have been
made against the company by clients, and the
company has made certain claims against clients
for costs incurred in excess of contract coverage.
In the opinion of management, finalization of
these matters will not have a material adverse
effect on the company’s consolidated financial
position or results of operations.

At October 31, 1985, $460,000,000 of net assets
of subsidiaries, including $106,000,000 of working
capital, have restrictions which affect the ability to
transfer them to the parent company in the form
of loans, advances, or dividends. A substantial
portion of these restricted net assets relate to the
requirement of the Massey Coal Company joint
venture agreement to obtain approval of both par-
ties prior to the transfer of joint venture assets.

SALE OF ASSETS :

During 1985, the company completed sale and
leaseback transactions for its Irvine, California
headquarters and engineering center facility for
$305,000,000, its Sugar Land, Texas engineering
center for $161,000,000, its Daniel Centre engi-
neering facility in Greenville, South Carolina for
$42,500,000 and its Melbourne, Australia office
building for $11,000,000. The sale of the Irvine
facility resulted in a pre-tax gain of $202,000,000,
of which $79,000,000 has been included in the re-
sults of operations for the year ended October 31,
1985. The remaining gain of $123,000,000 will be
recognized over the leaseback period. The com-
pany will receive an additional $35,000,000 on the
sale of the Irvine facility after July 31, 1986, if cer-
tain development approvals are obtained.

PROVISION FOR LOSSES OMN REVALUATION OF LEAD AND
COAL OPERATIONS

During 1985, the company reviewed the long-
term business prospects of the lead business.
Based on the deterioration in lead sales and oper-
ating profits since the acquisition of St. Joe in 1981
and the prospects for continued depressed condi-
tions in the domestic lead business, the excess of
cost over net assets acquired allocated to lead
operations of $138,000,000 was written off in the
fourth quarter.

In October 1985, the company wrote down its
investment in certain Massey Coal Company
mines to net realizable value and is pursuing dis-
position of certain of these properties. This write-
down resulted in a charge to operations during
the fourth quarter of $212,000,000 consisting of re-
ductions in property carrying values, a provision
for disposal and a write-off of the allocated excess
of cost over net assets acquired.

OPERATIONS BY BUSINESS SEGMENT AND
GEOGRAPNHIC AREA

The engineering and construction business
segment includes the subsidiaries engaged in the
design, engineering, procurement, construction
and maintenance of complex facilities for petro-
leum, industrial, utility, commercial and institu-
tional clients. The metals business segment
includes the subsidiaries engaged in the mining
and processing of lead, zinc, gold and other
metals. Grouped in other are those business
segments that comprise less than 10% of the
revenues, operating profits and identifiable
assets of all business segments combined.

Intersegment and interarea revenues are
accounted for on a cost-plus-fee basis.

Identifiable assets are those tangible and intan-
gible assets used in operations in each of the
business segments and geographic areas. Corpo-
rate assets are principally cash, short-term invest-
ments and property, plant and equipment.

Sales to customers in foreign countries from
domestic operations comprise less than 10% of
total revenues in each of the last three years.

Contracts with a major customer accounted for
$668,140,000 of 1983 engineering and construction
revenues. During 1985 and 1984 no single cus-
tomer accounted for more than 10 percent of
revenues.

The oil and gas business segment, which was
sold in 1985, included the subsidiaries engaged in
the exploration, development and production of
oil and gas. Revenues, operating profit and de-
preciation, depletion and amortization have been
restated to exclude the amounts related to the oil
and gas business segment.

DR 2801092

B




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

OPERATIONS BY BUSINESS SEGMENT Revenues Operating Profit (Loss)
$ in millions 1985 1984 1983 1985 1984 1983
Engineering and Construction $3,179.3 $3,206.0 $4,104.5 $ (84.9) $94.6 $210.7
Coal 475.1 489.6 4375 (223.0) 14.8 (6.8)
Metals 392.7 433.7 429.0 (203.8) (3.9) 32.6
Drilling Services 71.2 61.9 85.7 (31.3) (1.7) 4.1
Other 50.1 110.5 108.0 (28.9) (16.1) 17.4
Continuing Operations $4,168.4 $4,301.7 $5,164.7 $(571.9) $87.7 $258.0
Depreciation, Depletion
Identifiable Assets Capital Expenditures and Amortization
$ in millions 1985 1984 1983 1985 1984 1983 1985 1984 1983
Engineering and
Construction $ 679.6 $ 949.0 $ 894.4 $ 14.1 $ 84.4 $ 97.1 $ 27.1 $ 30.4 $ 28.2
Coal 803.5 999.7 991.6 27.4 83.6 41.5 48.0 42.8 42.3
Metals 989.3 1,208.5 1,195.8 36.6 56.2 32.3 66.3 63.1 55.4
Drilling Services 108.6 174.6 181.5 2.6 10.9 5.3 12.2 9.7 12.9
Corporate and Other 98.5 168.8 185.0 7.8 5.5 12.9 9.3 3.4 10.9
Continuing
Operations 2,679.5 3,500.6 3,448.3 88.5 240.6 189.1 162.9 149.4 149.7
Discontinued
Operations 116.9 391.0 636.6 32.7 44.9 112.7 37.3 45.8 89.7
$2,796.4 $3,891.6 $4,084.9 $121.2 $285.5 $301.8 $200.2 $195.2 $239.4
OPERATIONS BY GEOGRAPHIC AREA Revenues Operating Profit (Loss) ldentifiable Assets
$ in millions 1985 1984 1983 1985 1984 1983 1985 1984 1983
United States $3,426.3 $3,287.6 $3,423.3 5(533.3) $ 47.5 $ g0.1 $2,284.9 $3,141.4 $3,183.3
Middle East 106.5 293.1 721.5 1.2 8.7 26.9 54.0 98.9 112.3
South America 125.7 155.3 250.7 10.7 36.3 100.8 272.7 304.4 375.4
Africa 112.7 119.1 192.0 (28.2) 11.3 18.9 42.5 61.6 57.2
Europe 269.3 234.0 113.3 (17.9) (.9) 1.3 93.9 141.4 239.4
Other 127.9 212.6 463.9 (4-4) (15.2) 20.0 48.4 143.9 117.3
$4,168.4 $4,301.7 $5,164.7 3(571.9) $ 877 $258.0 $2,796.4 $3,891.6 $4,084.9

Identifiable assets of discontinued operations by geographic area are included in the United States.

The following table reconciles operating profit
(loss) with earnings (loss) from continuing oper-

ations before income tax:

$ in millions/

Years ended October 31, 1985 1984 1983
Operating profit (loss) from

continuing operations $(s571.9) $87.7 $258.0
Minority interests (2.8) (7.1)  (17.0)
Interest—net (88.9)  (60.8)  (63.0)
Equity in earnings and gain

on sale of Peabody Holding

Company — — 18.0
Gain on sale of Irvine facility 78.8 — —
Corporate administrative and

general expense (34.7) (46.4) (47.2)
Other items, net (7.3) 7.7 6.5
Earnings (loss) from continuing

operations before income tax $(626.8) $(18.9) $155.3

mmmE DISCONTINUED OPERATIONS—DISTRIBUTION GROUP
During 1983, the company adopted a plan to

dispose of the Distribution Group through sale
or liquidation. The company completed the dis-
position of the Distribution Group during 1984.
Included in discontinued operations in the
Consolidated Statement of Operations in 1983 is
an after-tax loss from disposal of the Distribution
Group of $26,000,000 and a loss from operations
of $27,000,000, net of an income tax benefit of
$23,000,000.
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Emem DISCONTINUED OPERATIONS—OIL AND GAS

During the fourth quarter of 1985, the company
adopted a plan to dispose of its oil and gas oper-
ations. The total sales price for the operation was
approximately $190,000,000 of which $60,000,000
had been received at October 31, 1985. The re-
maining balance of $130,000,000 was received

Revenues from discontinued oil and gas oper-
ations were $84,877,000, $99,400,000 and
$135,800,000 for 1985, 1984 and 1983, respectively.

Oil and gas operations were accounted for
under the full cost method of accounting. Depre-
ciation, depletion and amortization were provided
on the unit-of-production method based upon

during the first quarter of 1986.

In March 1985, the company sold, at no gain or
loss, its interests in eighteen oil and gas proper-
ties in the Gulf of Mexico for $80,000,000.

proved reserves.

Oil and gas financial and statistical information
is presented to provide a historical perspective
of these operations.

United United Other
$ in millions, except per equivalent barrel amounts Total States Kingdom Argentina Greece Foreign
1985
Property acquisition costs(®) $ 6 $ 5 — 3 — $ — $ a1
Exploration costs(@ 6.4 6.2 — — - 2
Development costs® 10.0 4.0 —_ .7 2.7 $ 2.6
Depletion, depreciation and amortization per
equivalent barrel of oil produced® $ 7.89 $ 9.42 — $ 3.06 $13.66 N/A
1984
Capitalized costs at October 31

Proved properties $ 523.5 $341.5 $ — $ 45.0 $ 92.9 $ 44.1

Unproved properties 20.9 — — — — 20.9
Accumulated depletion, depreciation and
amortization at October 31 (185.1) (71.7) —_ (20.4) (30.1) (62.9)
Property acquisition costs(@) 7 .7 — — — —
Exploration costs®) 18.4 11.1 1 — 3 6.9
Development costs(® 9.3 3.8 2 1.1 —_— $ 4.2
Depletion, depreciation and amortization per
equivalent barrel of oil produced® $ 7.29 $ 7.72 $11.33 $3.76 $11.06 N/A
1983
Capitalized costs at October 31

Proved properties $ 600.6 $326.2 $ 67.7 $ 44.3 $ 93.4 $ 69.0

Unproved properties 14.9 — — — — 14.9
Accumulated depletion, depreciation and

amortization at October 31 (183.5) (64.6) (26.4) (14.5) (16.5) (61.5)
Property acquisition costs(@ 52.5 51.3 1 — — 1.1
Exploration costs(@ 40.4 19.3 1.0 —_— 1.4 18.7
Development costs(@ 16.9 6.8 1.0 4 2.6 $ 6.1
Depletion, depreciation and amortization per equivalent

barrel of oil produced(®) $ 7.78 $ 6.34 $15.89 $ 3.01 $10.14 © N/A

(a) Capitalized.
(b) Includes the production of oil and natural gas. Natural gas is converted to equivalent barrels of oil at a rate of six thousand cubic feet of gas
to one barrel of oil.
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NOTES TO CONSOLIDATED FINAMCIAL STATEMENTS continued ® he
ESTIMATED PROVED RESERVES OF OIL AND GAS unaudited serves, which included condensate and natural gas
The following tables present the company’s esti- liquids, are stated in millions of barrels and gas
mates of its proved oil and gas reserves. Oil re- reserves are stated in billions of cubic feet.
United United Other
Total States Kingdom Argentina Greece Foreign
Oil Gas Oil Gas Qil Oil Gas Oil Gas Ol Gas

Balance, November 1, 1982 30.7 163.9 8.4 80.8 5.5 6.8 66.5 8.0 2.3 2.0 14.3
Revisions of previous
estimates (1.1) 13.7 .6 2.2 (-1) (1.6) 10.0 (.3) 1.2 3 .3
Extensions, discoveries
and other additions 2.3 4.3 .2 3.6 — — — — —_— 2.1 7
Sale of reserves-in-place (.6) (11.8) (.6) (11.8) — — — — —_— — —
Production (4.3) (12.0) (.9) (7.0) (1.3) (-5) (4.9) (1.0) (.1) (.6) —
Balance, October 31, 1983 27.0 158.1 7.7 67.8 4.1 4.7 71.6 6.7 3.4 3.8 15.3
Revisions of previous
estimates .2 (1.5) 1 (1.0) — — — (-4) (.9) .5 4
Extensions, discoveries
and other additions .5 8.2 4 8.2 — — — —_ — .1 —
Sale of reserves-in-place (6.0) (12.0) — — (4.0) — — — — (2.0) (12.0)
Production G4) (0.9 8 58 (1) & (49 (13)  (2) ) R
Balance, October 31, 1984 18.3 141.9 7.4 69.2 — 3.9 66.7 5.0 2.3 2.0 3.7
Revisions of previous
estimates .6 6.3) .1 (3.7) — —_ — —_ — .5 (2.6)
Extensions, discoveries
and other additions 2.8 111.2 .1 4.9 — 2.7 105.1 — f— — 1.2
Sale of reserves-in-place (18.7)  (236.3) (6.8) (64.6) — (5.8) (167.2) (4.1) (2.2) (2.0) (2.3)
Production (3.0 (10.5) (.8) (5.8) — (-8) (4.6) (.9) (.1) (.5) —

Balance, October 31, 1985* — — — — — — — — — — —

NET PROVED DEVELOPED OIL AND
GAS RESERVES

Balance, October 31, 1982 28.8 135.1 7.9 64.8 4.2 6.8 66.5 8.0 2.3 1.9 1.5
Balance, October 31, 1983 22.5 138.0 7.3 58.9 2.3 4.4 61.5 6.7 3.4 1.8 14.2
Balance, October 31, 1984 17.7 123.0 7.3 60.3 — 3.4 56.7 5.0 2.3 2.0 3.7

Balance, October 31, 1985* — — — — - — — — — — —

*All oil and gas reserves were sold as of October 31, 1985.
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B RESULTS OF OPERATIONS FOR OIL AND GAS PRODUCING ACTIVITIES
The following summarizes the operating results of oil and gas producing activities:

Linited United Other
$ in millions/Years ended October 31, Total States Kingdom Argentina Greece Foreign
1985
Revenues from the sale of oil, gas and natural gas liquids S 84.9 $37.2 — $ 8.2 $ 26.5 $ 13.0
Less: Production (lifting) costs (19.2) (7.6) — (2.7) (4.5) (4.4)

Depletion, depreciation and amortization
and valuation provisions (37.3) (17.0) — (4.7) (13.0) (2.6)
28.4 12.6 — .8 9.0 6.0
Income taxes (11.5) (4.8) — — (3.1) (3.6)
Results of operations from oil and gas producing activities,
excluding corporate overhead and interest costs S 16.9 $ 7.8 —_ $ .8 $ 5.9 $ 2.4
1984
Revenues from the sale of oil, gas and natural gas liquids S 99.4 $34.2 $ 4.3 $11.2 $ 35.8 $ 13.9
Less: Production (lifting) costs (21.7) (8.4) (1.0) (2.2) (5.5) (4.6)
Depletion, depreciation and amortization
and valuation provisions (45.2) (13.9) (1.7) (5.9) (13.6) (10.1)
32.5 11.9 1.6 3.1 16.7 (.8)
Income taxes (8.6) (3.7) (.7) — (4.1) (.1)
Results of operations from oil and gas producing activities,
excluding corporate overhead and interest costs S 23.9 $ 8.2 $ 9 $ 3.1 $ 12.6 $ (.9
1983
Revenues from the sale of oil, gas and natural gas liquids 5135.8 $ 43.8 $37.8 $ 6.2 $ 30.7 $17.3
Less: Production (lifting) costs (33.7) (12.1) (7.2) (1.9) (6.9) (5.6)
Depletion, depreciation and amortization
and valuation provisions (82.2) (11.8) (20.9) (4.0) (10.8) (34.7)
19.9 19.9 9.7 .3 13.0 (23.0)
Income taxes (12.2) (7.3) (3.9) —_ (3.8) 2.8
Results of operations from oil and gas producing activities,
excluding corporate overhead and interest costs S 7.7 $12.6 $ 5.8 $ 3 $ 9.2 $(20.2)
=Rl STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET future production of proved oil and gas reserves

CASH FLOWS RELATING TO PROVED RESERVES nnaudited as of October 31, 1984 and 1983, less estimated
The following standardized measure of discounted future expenditures (based on current costs) to be

future net cash flows and changes therein are incurred in developing and producing the proved
presented in compliance with Statement of Finan- reserves, and assuming continuation of then ex-
cial Accounting Standards No. 69. During 1985, isting economic conditions. Income taxes were
the company sold its oil and gas operations and based on year-end statutory rates adjusted for

as a result, the company no longer has oil and gas permanent differences. Amounts were discounted

reserves. ) by ten percent per annum.
The information was computed by applying

then current prices of oil and gas (with consider-
ation of price changes only to the extent provided
by contractual arrangements) to then estimated
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued A Y.

STANDARDIZED MEASURE OF DISCOUNTED FUTURE MET CASH FLOWS RELATING TO PROVED RESERVES

United United Other
$ in millions Total States Kingdom Argentina Greece Foreign
As of October 31, 1984
Future cash inflows based on year-end prices $651.7 $370.5 — $63.1 $151.6 $ 66.5
Future production and development costs
based on year-end costs 184.0 71.1 — 25.5 49.3 38.1

467.7 299.4 — 37.6 102.3 28.4
Future income tax expenses based on year-end
effective tax rates 88.7 50.2 — — 28.8 9.7
Future net cash flows 379.0 249.2 — 37.6 735 18.7
Ten percent annual discount for estimated timing
of cash flows 128.1 95.8 — 12.3 12.1 7.9
Standardized measure of discounted future net cash
flows relating to proved reserves $250.9 $153.4 — $25.3 $ 61.4 $ 10.8
As of October 31, 1983
Future cash inflows based on year-end prices $998.5 $400.2 $108.7 $73.7 $236.2 $179.7
Future production and development costs
based on year-end costs 273.6 80.8 40.6 22.4 66.9 62.9
724.9 319.4 68.1 51.3 169.3 116.8
Future income tax expenses based on year-end
effective tax rates 194.5 68.5 19.8 8.5 48.5 49.2
Future net cash flows 530.4 250.9 48.3 42.8 120.8 67.6
Ten percent annual discount for estimated timing
of cash flows 184.9 99.0 11.4 14.7 30.3 29.5
Standardized measure of discounted future net cash
flows relating to proved reserves $345.5 $151.9 $ 36.9 $28.1 $ g0.5 $ 38.1
SUMMARY OF CHAMGES IN STANDARDIZED MEASURE QOF BEER SUPPLEMENTAL FIMAMCIAL INFORMATION ON CHANGING
DISCOUNTED FUTURE zmu. CTASH FLOWS RELATING TO PRICES unaudited
PROVED RESERVES (mudited The company’s financial statements are prepared
, in accordance with generally accepted accounting
in millions/Ye tober 31, 8 8 8 A S . .
5 ws rllions Years ended October 31 AT i S principles, which include the concept of historical
Discounted future net cash flows cost. Under this concept, inventories and prop-
at beginning of year $250.9 $345.5 $408.2

erty, plant and equipment generally are recorded

Discoveries, extensions and and reported at the amounts originally paid and

other additions, and improved

recovery, net of future produc- do not reflect subsequent changes in (1) the gen-
tion and development costs 16.1 14.0 22.3 eral purchasing power of the dollar, (2) the cur-
Sales and transfers of oil and gas rent cost of replacing the asset, or (3) the amount
produced, net of production for which the asset could be sold —its market value.
costs s5.7)  (77) (102.3) In conformity with the Statement of Financial

Net changes in prices and devel-
opment and production costs (95-2) (39.2) 1.5

Development costs incurred

Accounting Standards No. 33, the company is
presenting selected supplemental information ad-

during the period 3.3 8 5.7 justed for nrm:mwm in specific prices (current cost).
Revision of previous quantity .ﬁrm company is mmm.nm.ma by inflation but cer-
estimates ’ 13.5 (7) 12.6 tain factors serve to mitigate its impact. The com-
Changes resulting from sales of pany’s position is protected within its engineering
reserves-in-place (218.1)  (60.6)  (25.8) and construction and contract drilling operations
Increase in present value due to

passage of one year 31.0 47.2 55.8

Net change in income taxes 58.7 29.4 21.3

Other, including the effect of
changes in estimated rates of
production — (15.2)  (53.8)

Balance at end of year $ 250.9  $ 345.5
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued *
mEEE MINERAL RESERVES AND OPERATING STATISTICS nnaudited
Information relating to mineral reserves and milling, production and realized product prices follows:
1985 1984
Short tons and troy United United
ounces in thousands States  Argentina Chile(” States  Argentina  Australia@ Chilet®
Reserves (tons)
Lead 62,573 63,188(2)
Zinc 4,147® 7,861(b)
Iron Ore 184,643 186,174
Metallurgical Coal 160,927/0) 150,952(b/)
Steam Coal 375,497®79) : 380,8977(b/)
Foreign Milling Ore 5,305 5,178®) 5,794 808(@) 4,984®
Direct Smelting Ore 42 53
Average Grade of Ore Reserves(®
Lead 5.0 5.7 5.0 6.0 2.8
Zinc 13.6 7.1 11.1 6.9 7.8
Iron Ore 55.5 55.5
Copper 4.8 2.0 5.0
Direct Smelting Ore—Silver 4.1 4.3
Direct Smelting Ore—Gold 4.5 5.9
Foreign Milling Ore—Silver 3.6 3.2 3.6 1.0 3.4
Foreign Milling Ore—Gold 0.3 0.3
Ore Milled (tons)
Lead 3,536 2,936
Zinc 586 739
Iron Ore 1,982 2,191
Foreign Milling Ore 636 666 634 334 577
Metal Content of Concentrates
Produced (tons)®
Lead 173 29 138 30 5
Zinc 72 35 77 36 18
Iron Ore 800 955
Copper 19 4 19
Direct Smelting Ore—Silver 81 57
Direct Smelting Ore—Gold 124 119
Foreign Milling Ore—Silver 1,448 914 1,422 305 936
Foreign Milling Ore—Gold 170 161
Coal Produced (tons)
Metallurgical 1,730 2,168
Steam 7:795 7,998
Average Realized Prices (per ton)
Lead Metal $377 $494
Zinc Metal 816 950
Zinc Concentrates $191 427(8) $208 $177
Iron Ore Pellets 32 33
Lead Concentrates $328(8) $570(®) 52
Copper Concentrates $132
Metallurgical Coal 39 40
Steam Coal $ 41 $ 40
Gold/Silver Bearing Copper
Concentrates $ 513 $ 589
Dearsenified Gold/Silver Bearing
Copper Concentrates 946 1,178
Doré Bullion (per kilogram) 1,943 3,795
Direct Smelting Ore $1,201 $1,660
(a) Proven. (e) Stated as % except silver and gold which are stated in troy
(b) Proven and Probable. ounces per ton.
(c) Represents proportionate share of reserves and production (f) Stated in tons except silver and gold which are stated in
of Massey Coal Company. Does not include proportionate troy ounces.
share of reserves related to the company’s 10 percent inter- (g) Price reflects silver content in concentrates.
est in Peabody Holding Company, which was sold in 1983. (h) Reflects only three months of operations.

+4

(d) Represents proportionate share of reserves of joint ven-
ture. All of the company’s Australian mining operations
were sold during the first quarter of 198s.

(i) Reflects 100% of Chilean operations without deduction of
minority interest.

DR 2801099




Fluor Corporation

due to its ability to recover cost increases as a re-
sult of price escalation provisions in many of its
contracts. Most of the company’s natural resource
products are internationally traded commodities
and prices for those products are established by
factors which are beyond the control of manage-
ment. However, management believes the com-
pany’s substantial position in natural resources
provides a significant hedge against any adverse
long-term effects of inflation. Inflation also affects
the company in other ways, particularly through
increases in the cost of property, plant and
equipment.

Current cost estimates are necessarily based
upon numerous assumptions and subjective
judgments. Although management believes that
the estimates have been developed in a reason-
able manner and are in compliance with the
requirements of Statement No. 33, it should be
recognized that the data should be viewed as
experimental and partial and may be of only lim-
ited value because of the high degree of impre-
cision inherent in the estimation process. It also
does not include all of the effects of inflation or
other economic, competitive, social or regulatory
factors that influence the decisions and operations
of a worldwide company. The current cost meth-
od assumes that existing assets can be replaced in
kind, which is not necessarily true with respect to
the company’s mining assets. Management cau-
tions against the use of this information for esti-
mating the total inflationary effect on future costs.

Current cost information reflects assets and
expenses associated with the use or sale of assets
at their current cost at the balance sheet date or
at the date of use or sale. Information on a current
cost basis was determined for each class of goods
being measured using a combination of externally
generated indices and direct pricing.

The statement of continuing operations ad-
justed for changing prices compares the results of
operations as reported in the financial statements

with the results restated on a current cost basis.
Only cost of sales and depreciation, depletion and
amortization have been adjusted. Sales and all
other operating expenses are considered to reflect
the average price levels for the year, and accord-
ingly, have not been adjusted. The income tax
benefit remains unchanged because present tax
laws do not allow deductions related to inflation
adjustments. The gain from decline in the pur-
chasing power of net amounts owed measures
the gain from holding monetary liabilities in ex-
cess of monetary assets. Since a gain in purchas-
ing power does not represent the receipt of cash,
it should not be considered as providing funds for
reinvestment or dividend distribution.

STATEMENT OF CONTINUING OPERATIONS ADJUSTED FOR
CHAMGING PRICES unn

Adjusted for

Changes in

Specific

As Reported Prices
in Primary (October 31,
Statements 1985 dollars)

$ in millions/
Year ended October 31, 1985

Revenues $4,168.4 $4,168.4

Depreciation, depletion and

amortization 162.9 168.2

Other costs of revenues, net 4,632.3 4,635.8

Loss before income taxes (626.8) (635.6)
Income tax benefit 53.5 53.5

Loss from continuing operations $ (573.3) $ (582.1)

Gain from decline in purchasing
power of net amounts owed $ 367

Inventories and property,
plant and equipment $1,878.4

Increase in general inflation
of inventories and property,
plant and equipment $ 786

Effect of increase in specific prices 22.2

Excess of increase in general inflation
over increase in specific prices $ 3564

JELECTIED 24ATA JOJUSTID FOR IFFENT OF INFLATION o ooomor
$ in millions, except per share amounts/Years ended October 31, 1985 1984 1983 1982 1981
Revenues from continuing operations $4,168.4 $4,457.7 $5,575.5 $7,268.1 $6,275.0
Amounts adjusted for changes in specific prices
Earnings (loss) from continuing operations (582.1) (58.5) 64.1 99.7 145.5
Earnings (loss) per share from continuing operations (7.36) (.74) .81 1.27 2.59
Net assets at end of year 1,319.8 2,362.7 2,388.8 2,667.3 2,581.9
Gain from decline in purchasing power of
net amounts owed 36.7 58.8 46.2 88.8 65.4
Cash dividends declared per share $ .40 $ 62 $ .86 $ .89 $ .96
Market price per share at end of year 13% 16%4 18% 23 327
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Fluor Corporation
1983 1982 1981
United United ‘ United )
States  Argentina  Australia® Chile(® States  Argentina  Australia@ Chile® States  Argentina  Australia@ Chile(¥
mN‘Cm@Amv @N\Mw#?v QA.‘O@.NA&
8,378(b) 10,063(D) 10,678(®)
187,888 196,484@) 100,182
99,083(b/0) 142,836/ 146,3210/9)
420,253/ 386,188(b/) 341,415®0
6,221 1,206®) 50480 6,494®  2,004®  4,604® 6,558 2,494® 3,433
66 69 77(0)
5.0 5.8 2.9 5.0 6.0 3.2 5.1 6.2 3.1
11.3 6.9 8.8 10.9 6.9 9.5 10.8 7.6 9.0
55.5 56.0 56.1
1.8 5.0 1.9 5.1 1.9 3.5
3.8 33 w 4
6.8 7.3 2
3.5 1.2 3.6 3.6 1.4 3.6 3.7 1.4 43
0.3 0.3 0.4
4,599 4,590 1,205
765 684 142
1,230 1,487 459
668 344 544 668 392 423 167 88
216 ww 6 208 34 8 57 8 2
88 37 22 78 37 26 16 9 6
530 643 195
4 16 4 8 1
60 mw 24
206 23 42
1,564 342 855 1,695 464 455 458 149
170 145
2,084 2,155 602
7,102 6,873 1,697
$391 @mpm $764
772 74 909
357(8) $197 $142 313@ $232 $171 366(6) $192 $195
25 32 35
$580(8) 36 $501(8) 81 $562(8) 186
$185 $184 $224
43 48 48
$ 39 $ 40 37
$1,096 $1,427
1,939 Nmmm
2,905 3
$2,930 $2,546 $3,356
DR 2801100

45




MANAGEMENT'S REPORT AND AUDITORS OPINION

MANAGEMENT’S REPORT

The accompanying consolidated balance sheet
and the related consolidated statements of oper-
ations, changes in financial position and share-
holders’ equity have been prepared in conformity
with generally accepted accounting principles,
and we believe that they present fairly the com-
panv’s financial position and results of operations.
The integrity of the information presented in the
financial statements, including estimates and
judgments relating to matters not concluded by
fiscal year end, is the responsibility of manage-
ment. To fulfill this responsibility, a system of in-
ternal controls, designed to protect the company’s
assets and properly record transactions and
events as they take place, has been developed
and maintained. This system of internal controls
is supported by an extensive program of internal
audits.

SNGLL

George W. Merterd
G /ic it
and Chiiet Fi Oficer

The Board of Directors pursues its responsibility
for financial information through its Audit
Committee, which is composed of Directors who
are not employees. Both the internal auditors and
the independent auditors have free access to the
Audit Committee and periodically the Committee
meets with them and with management in order
to monitor the accounting affairs of the company.

At the recommendation of the Audit Commit-
tee, Arthur Young and Company has been selected
by the Board of Directors, and approved by the
Shareholders, to serve as independent certified
public accountants for the company. Arthur
Young & Company provides expert advice on the
application of generally accepted accounting prin-
ciples and has the responsibility of examining and
rendering an objective, independent opinion on
management’s financial statements.

16}

AUDITORS’ CPINION

Board of Directors and Shareholders
Fluor Corporation

We have examined the accompanying consolidated
balance sheet of Fluor Corporation at October 31,
1985 and 1984, and the related consolidated state-
ments of operations, changes in financial position
and shareholders’ equity for each of the three
years in the period ended October 31, 1985.

Our examinations were made in accordance with
generally accepted auditing standards and,
accordingly, included such tests of the accounting
records and such other auditing procedures as
we considered necessary in the circumstances.
The accounts of Massey Coal Company, a 50%
owned joint venture, were examined by other in-
dependent auditors; insofar as our opinion on the
consolidated financial statements relates to such
assets and operations, which constituted 17% and
11% in 1985, 14% and 11% in 1984 and 13% and
8% in 1983 of consolidated assets and revenues,
respectively, it is based solely on their reports.

In our opinion, based on our examinations and
the reports of other independent auditors, the
accompanying consolidated financial statements
present fairly the consolidated financial position
of Fluor Corporation at October 31, 1985 and 1984,
and the consolidated results of operations and
changes in financial position for each of the three
years in the period ended October 31, 1985, in
conformity with generally accepted accounting
principles applied on a consistent basis during the
period.

et

i ER -
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QUARTERLY FINANCIAL DATA unaudited Fluor Corporation
The following is a summary of the quarterly results of operations:
$ in thousands, except per share amounts First Second Third Fourth
1985 Quarter : Quarter Quarter@ Quarter®
Revenues from continuing operations $ 927,478 $1,107,761 $ 975,439 $1,157,766
Gross margin (loss) (20.259) (21,332) (32,162) (158,747)
Earnings (loss) from continuing operations before income taxes (54,976) (58,681) 15,981 (529,107)
Earnings (loss) from continuing operations (34.846) (41,311) 12,952 (510,078)
Earnings (loss) from discontinued operations:
Operations 2,281 1,854 2,285 767
Disposal — — — (50,867)
Extraordinary item — — (6,642) (9,719)
Net earnings (loss) (32,565) (39,457) 8,595 (569,897)
Earnings (loss) per share:
Continuing operations (.44) (.52) .16 (6.45)
Extraordinary item — — (.08) (.13)
Net earnings (loss) $ (-41) $ (.50) $ .11 $ (7.21)
First Second Third Fourth
1984 Quarter Quarter Quarter Quarter
Revenues from continuing operations $1,112,537 $1,128,678 $1,047,846 $1,012,716
Gross margin (loss) 53,498 34,333 21,275 (20,835)
Earnings (loss) from continuing operations 13,751 959 (172) (24,898)
Earnings from discontinued operations 2,694 3,528 2,093 3,053
Net earnings (loss) 16,445 4,487 1,921 (21,845)
Earnings (loss) per share:
Continuing operations .18 — — (.31)
Net earnings (loss) $ .21 $ .05 $ .03 $ (.28)
(a) Third Quarter 1985 earnings include a pre-tax gain of $78,834,000 resulting from the company’s sale of its Irvine, California headquarters
and engineering center facility.
{(b) Fourth Quarter 1985 results include pre-tax charges of $419,057,000 relating to the company’s restructuring activities, $47,184,000 of pre-tax
nonrecurring adjustments and a lower than expected tax benefit on the loss from continuing operations.
PRINCIPAL SUBSIDIARIES AND DIVISIONS
Engineering and Construction DANIEL INTERNATIONAL [MALAYSIA) SDN. 3#D. Kuala
EEEs FLUOR ENGINEERING AND CONSTRUCTION GROUP, INC. Lumpur, Malaysia
Irvine, California FLUOR-DANIEL INTERHATIONAL LONDOM London, mzm—mﬂﬂ
! DANIEL INTERNATIONAL {SAUDI ARABIA) LTD. Jeddah,

DANIEL INTERNATIONAL CORPORATION Greenville,

. Saudi Arabia
South Carolina DAMIEL INTERNATICMAL GmbH Wiesbaden, West Germany
DAMIEL ZNGINEERING AND TECHNICAL SERVICES

h - FLUOR ARABIA LIMITED Al-Khobar, Saudi Arabia

COMPANY . FLUOR [GREAT 3RITAIN) LIMITED London, England

DANIEL /MTERNATIONAL COMPANY FLUOR GmibH Dusseldorf, West Germany
CARIBBEAM DIVISION

: o - FLUOR MEDERLAND 3. Haarlem, The Netherlands
mww_ﬂmwmﬁﬁzqnﬁbzﬂm AND INDUSTRIAL SERVICES FLUOR ENGINEERS 3.4, [PTY) Johannesburg, South Africa

DANIEL POWER COMPANY

DAMIEL U.S, OPERATIONS COMPANY
INDUSTRIAL X COMMERCIAL GROUP
PROCESS GROUP

Natural Resources Management
G ST. JOE MINERALS CORPORATION
Clayton, Missouri

) AT MASSEY COAL SOMPANY, IMC. Richmond, Virginia
PULP % PAPER GROUP 2 i ! ; VB
FLUGR SNGINEERS. /NC. [rvine, California w\.._ﬂmmﬂwwausgmwﬂn METALS CORPORATION Clayton,
FLUQR TECHNOLOGY. IMC., [rvine, California . .
’ 3 ) 1 DR S E fea
CHICAGO 21VISION Chicago, lllinois ST JOE GOLD SORPORATION Clayton, Missouri

E i) e foter i Te Y. I
HOUSTOM INGIMEERING SEMTER Sugar Land, Texas ST. JOE INTERNATIONAL CORPORATION Clayton,
NORTHERN CALIFORNIA 21V1510M Redwood City,
California

EmEm OTHER OPERATIONS

FLUOR CAMADA LTD. Calgary, Alberta, Canada MMMW.%“WWNG%@WZ% COMPANY, INC. Greenville,

FLUOR CONSTRUCTORS INTEANATIOMAL, INC. -

Irvine, California FLUOR DRILLING SERVICES, INMC. New Orleans, Louisiana
FLUOR COMSTRUCTORS, INC. [rvine, California FLUDRA REAL ZSTATE 3E3YICES, INC. Birmingham, Alabama
FLUGCR CANADA CONSTRUCTORS. iNC. Calgary, Alberta, DAMIEL REALTY CORPORATICN Birmingham, Alabama
Canada FLUOR YENTURE GROUP, INC. [rvine, California

FLUOR-DAMIEL INGIMEERS X COMSTRUCTORS, LTD.

Hong Kong
FLUOR AUSTRALIA P74 LIMITED Melbourne, Victoria,

Australia
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DIRECTORS OFFICERS
DAVID S, TAPPANM. JB. SEORGE N MEFFERD CORPORATE EXECUTIVE OTHER OFFICERS
Chairman of the Board and Group Vice President and Chief OFFICERS

Chief Executive Officer (1952)

CAROCLIME L. AHMANSON
Chairman of the Board of
Caroline Leonetti, Ltd., Director
of Walt Disney Productions
(1985)

JEAM K, ALLESD
Executive Vice President (1962)

CHARLIES M. CANNOHN

Vice Chairman of the Board
(1961)

HUGH ¥, SDBLE

Chairman and CEQ of Fluor-
Daniel International (1966)
PETER u. FLUOR

President of Texas Crude, Inc.,
oil and gas production (1984)

WILLIAM B, GRANT
Chairman of the Board of
MacKay-Shields Financial
Corporation (1982)

BCBEY R. /NMANM

President and Chief Executive
Officer of Microelectronics and
Computer Technology
Corporation, Admiral U.S. Navy
(Retired) (1985)

AHMED A. JUFFALL
General Partner and Chief
Executive of E. A. Juffali and
Bros. (1985)

SIBRAND JURRIAANS
Retired, former partner of
Pierson, Heldring & Pierson,
investment and commercial
bankers (1964)

ROBERT Y. LINDSAY

Director and President of J. P.
Morgan & Co. Incorporated and
Morgan Guaranty Trust
Company of New York-(1982)

LESLIE G. McCRAW

President and CEO of Daniel
International Corporation (1977)
SOBERH Y. MeXEE, JR.
Retired, former Chairman of the

Board of National Union Electric
(1982)

Financial Officer (1974)

IUCK MICKEL

Vice Chairman of the Board
(1977)

LOUIS H. HILSON

General, U.S. Marine Corps
(Retired) and former
Commandant of the Marine
Corps (1979)

JOHN A VRIGHT
President and Chief Operating
Officer (1981)

EXECUTIVE COMMITTEE
David S. Tappan, Jr., Chairman
Dean K. Allen

Charles N. Cannon

George W. Mefferd

Buck Mickel

John A. Wright

AUDIT COMMITTEE
William R. Grant, Chairman
Bobby R. Inman

Peter J. Fluor

Sibrand Jurriaans

Louis H. Wilson

COMPENSATION COMMITTEE
Louis H. Wilson, Chairman
William R. Grant

Sibrand Jurriaans

Robert V. Lindsay

Joseph V. McKee, Jr.

NOMINATING COMMITTEE
David S. Tappan, Jr., Chairman
Peter J. Fluor

William R. Grant

Sibrand Jurriaans

Robert V. Lindsay

Louis H. Wilson

DAVID S. TAPPAM, JA.
Chairman of the Board and
Chief Executive Officer (1952)

SJOHN A, VRIGHT

President and Chief Operating
Officer (1981)

BUCK MICKEL

Vice Chairman of the Board
(1977)

CHARLES M. CANMON

Vice Chairman of the Board
(1961)

DEAN K, ALLEN

Executive Vice President (1962)

GECRGE W. MEFFERD
Group Vice President and Chief
Financial Officer (1974)

B JUOSEPH TRIMBLE

Senior Vice President— Law and
Tax (1972)

EXECUTIVE OFFICERS
OF OPERATING SUBSIDIARIES

C. PATRICK BEDFORD
President and CEQO, Fluor
Constructors International, Inc.

(1978)
HUGH K. COBLE

Chairman and CEO, Fluor-
Daniel International (1966)

ROBERT M. DeGARMO
President and CEO, Fluor Real
Estate Services, Inc. (1977)

PETER DedMAaY
President and CEO, Fluor-Daniel
Engineers & Constructors, Ltd.

(1980)

WIMCENT L. KONTNY
President and CEO, Fluor
Engineers, Inc. (1965)

LESLIE G. McCRAW

President and CEO, Daniel
International Corporation (1977)
PETER J. NEFF

President and CEQ, St. Joe
Minerals Corporation (1981)
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CHARLES J. BRADLEY

Vice President— Human
Resources and Administration
(1958)

JAMES R. 3YBON

Vice President— Government
Relations (1963)

DAVID B, COPLEY

Vice President and Treasurer
(1975)

LAWRENCE M. FIBHER

Vice President— Corporate Law
(1974)

J. ROBERT FLUOR i1

Vice President— Corporate
Relations (1967)

GUNTHER E. HERING

Vice President— Corporate
Development and Strategic
Planning (1975)

WILLIAM M. HOFACRE

Vice President and Controller
(1984)

WILBUR J. HOLLEMAN

Vice President—Tax (1975)

RICHARD D. PAUL
Vice President— Financial and
Operational Evaluation (1968)

HAD A. PETERSON
Senior Vice President and
Secretary (1967)

JAMES O. ROLLANS
Vice President— Corporate
Communications (1982)

GERALD 8. SINYXIN
Vice President—Medical
Services (1979)

WILLIAM D. TRAMMELL
Vice President—Project Finance
(1968)
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