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HIGHLIGHTS Fluor Corporation

]

$in thousands, except pershare amounts/
Year ended October 31,

1986 1985 1984

FISCALYEAR
Revenues from continuing operations
loss from continuing operations
Net earnings (loss)
Earnings (loss) per share
Continuing operations
Net earnings (loss}

Funds provided from {used by) continuing operations

Capital expenditures
Cash dividends per cammon share

$4,660,261 $4,097,218 $4,239,863

{28,026) (553,672 (6,758)
(60,443) (633,324 1,008
(.35) {7.00) (.09)
(.76) {8.01) .01
53,619 (152,100) 47,913
91,619 121,216 285,514

40 $ 40 $ .60

AT YEAREND

Total assets

Capitalization
Long-term debt
Shareholders’ equity

Total capitalization

Percent of total capitalization
Long-term debt
Shareholders’ equity

Shareholders’ equity per common share

Number of employees

$2,565,393 $2,796,364 $3,891,618

519,439 253,064 124,771
950,240 1,033,904 1,696,363
$1,469,679 $1,292,968 $2,421,140
35.3 20.0 29.9

64.7 80.0 70.1

11.99 $ 13.06 $ 2149
22,309 26,958 32,153
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COMPANYDESCRIPTION
Fluor Corporation is engaged in
two core businesses: engineer-
ing and construction (E&C)
services, and natural resources
management. The company
provides E&C services which
include feasibility studies, con-
cept design, project manage-
ment, engineering, construction,
procurement, and maintenance.
These services are focused

on five global business sectors:
process, power, industrial,
hydrocarbon, and government.
The company also manages the
exploration, development, pro-
duction and marketing of natural
resources—oprincipally coal,
gold, silver, lead, zinc, copper,
tin, and iron ore.
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CHAIRMAN'S LETTER

Dear Fellow Shareholder:

A year ago we reported on a
major restructuring program
undertaken to meet the chal-
lenge of a dramatically changed
business environment. Our
objective was to streamiine the
company, reduce costs and
refocus our twe core businesses
to succeed in the prevailing
economic climate. ‘

it

Restructuring actions completed
in 1986 offer beth short- and
leng-term benefits:

* Fluor Engineers and Daniel
International, the company’s two
main engineering and construc-
tion units, were biended into a
single, more market-responsive,
worldwide organization.

» Fluor's gold properties were
consclidated into St. Joe Gold
Corporation with 10 percent of
the shares sold to the public for
$39 million in gross proceeds.

* The sale of Fluar's irvine
compiex was concluded with
receipt of a final payment of $35
million. The facility was sold
for a total price of $340 million
in 1985.

« Fluor’'s offshore drilling serv-
ices and real estate operations
were sold for $39 million,
essentially compieting the dis-
position of the company’s
non-core businesses.

» Effective November 1986, the
company's domestic {ead opera-
tions were combined with those
of Homestake Mining Company
in a jeint venture owned 57.5
percent by Fluor.

o

These actions, coupied with
those taken last year, generated
substantially improved results.
The company repoerted a net
loss of $60 miilicn, or 76 cents
per share for 1986, compared
with a net loss of $633 million,
or $8.01 per share for 1985.
Restructuring actions included
in 1986 results amounted to net
gains of approximately $50 mii-
lion, compared with net charges
of approximately $406 million
in 1985. Importantly, excluding
the one-time financial effects of
these restructurings, our two
core businesses showed sig-
nificant improvement.

While we are pleased that our
restructuring program is deliv-
ering bottom-line improve-
ments, we are disappointed
that Fluor did not return to prof-
itability this past year. The
pace of our recovery was con-
strained because several key
engineering and construction
(E&C) markets continued to
deteriorate and prices for most
commoadities sold by Fluor
either declined or showed no
improvement until late in the
year. With new tax legisiation
now in place, oil prices stabiliz-
ing, most relevant commodity
prices moving upward, and
with the expectation of contin-
ued economic growth, we are
looking forward to improved
business conditions in 1987 and
enhanced profit potential for
Fluor.

STRATEGIC DIRECTION
AND OBJECTIVES

Despite continuing challenges
in our markets, we are confi-
dent that the strategy of nar-
rowing the company's focus on

its two core businesses will
lead to superior results and
return to shareholiders.

Although cyclical, hoth the

E&C and natural resources
industries offer excellent long-
term growth and profit potential.
In E&C we are a leading, world-
class service organization with
superior marketing capability.
The industries we serve are
broadly diversified and our
record of outstanding project
management and execution on
complex assignments, beth
large and small, is unsurpassed.
=

The basic strengths, track
record and potential of Fluor's
Natural Resources Manage-
ment Group are equalily impres-
sive. Excellent management,
exploration and development
skills, backed by outstanding
ore hodies and low production
costs, continue to be halimarks
of the operation. Qur leadership
position in the marketplace is
also enhanced by product and
geographic diversification.

|

Management's ongoing restruc-
turing program is dedicated to
restoring hoth operations to
superior levels of growth and
profitability.

ENGINEERING AND
CONSTRUCTION

The most significant accom-
plishment of the E&C group in
1986 was the blending of Fluor
Engineers, Inc. and Daniel
International into a single,
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worldwide organization—Fluor
Daniel. The new group con-
centrates on five key business
sectors—process, power,
industrial, hydrocarbon and
government.

This action, reflective of
changes in the marketplace,
signals a new philosophy for
the company. it enables us to
offer clients the fully integrated
services of our E&C organiza-
tion from each of our 54 offices
located around the world as
opposed to limiting certain
offices to specific industries
and markets.

We introduced the Fluor Daniel
concept in the international
marketplace in 1985. The move
was weil received by our cli-
ents and has allowed the com-
pany to secure contracts
overseas which were not
previously attainable.

T

Early indications are that the
concept will be equally suc-
cessful in the U.S. Our goal is
to increase penetration of
existing markets, move more
rapidly into new markets,
reduce costs, and increase flexi-
hility so that we can adjust
quickly to the changing needs
of our clients.

W

Fluor's Engineering and Con-
struction Group as a whole cut
its losses in 1986 despite the
performance of Fluor Construc-
tors, the company’s union
construction arm. This unit,
which is organized and operates
independently of Fluor Daniel,
experienced sizeable overruns
this past year on contracts
awarded under extremely com-
petitive market conditions. The

unit underwent a change in
leadership and direction, and
overruns are not expected to
continue in 1987,

E&C hookings for the year to-
tailed $3 billion compared with
$4.5 billion in 1985. Backlog at
year-end 1986 stood at $4.3 bil-
lion compared with $5.1 billion
the prior year. Three of the five
E&C business sectors experi-
enced an improvement in
backlog: power, process and
government. These gains were
offset hy a continued down-
ward trend in the Hydrocarbon
Sector and a decline in the
Industrial Sector which had
achieved dramatic growth
since 1983.

NATURAL RESOURCES

o

The MNatural Resources Man-
agement Group reported an
imprevement of more than $80
million in operating resuits in
1986, compared with the prior
year. This imprevement ex-
cludes lead and coal write-offs
taken in 1985. Coal operations
achieved record operating prof-
its and production despite a 10
percent decline in average
prices; geld operations posted
improved operating profits due
largely to higher prices; and
base metals operations showed
a sizeable reduction in losses
in the fourth quarter. These
gains were also achieved as a
result of gur success in further
reducing costs and improving
productivity.

We also made progress against
fwo important strategic goals in
the natural resources area.

First, the establishment of St.
Joe Goid Corporation and the
sale of 10 percent of its stock.
This represents a meaningful
step toward reducing the com-
pany’s investment in certain
assets to generate cash and
improve returns. Second, the
combining of our domestic lead
operation with that of Home-
stake Mining Company offers
two important benefits. As the
major owner of the new enter-
prise—The Doe Run Com-
pany—we have leveraged the
unique talents of our base met-
als management team. Also, the
combination of our fow-cost
production with Homestake's
high-grade producing proper-
ties creates a more flexible,
cost-efficient operation. This
combination can be competitive
in today's lead market.

FINANCIAL STRENGTH

E

Maintaining the company's
financial strength and flexibility
was a key objective in 1986.
2.

During July and August we
compieted approximately $250
million in demestic and foreign
medium-term financings at
effective interest rates ranging
from 9.3 to 9.7 percent. The for-
eign issues were hedged to
protect against currency fluctu-
ations. Proceeds from these
borrowings were used prima-
rily to pay prior years’ federal
income tax obligations and
associated interest.

Because we, in effect, repaid
one interest hearing obligation
with another, total interest
bearing obligations of the com-
pany remained essentially
unchanged. However, our long-
term debt-to-total capitalization
ratio was 35 percent at the end
of 1986, versus 20 percent a
year ago.
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The company underwent its
annuai review with the major
credit agencies and retained its
investment quality rating.

Cash dividends paid to share-
holders in 1986 were 10 cents
per quarter or 40 cents per
share for the year, the same as
in 1985.

Capital expenditures totalied
$92 million. In 1985, capital
expenditures were $121 million.
Investment levels of less than
$100 million have proven ample
to maintain high-quality, cost-
effective facilities in the
current husiness environment,
so no change is planred {for the
coming year.

SOUTH AFRICAN
OPERATIONS

In December, Fluor announced
the divestment of its Seuth
African operations, seiling 100
percent of the assets to an
independent trust. Under the
trust's ownership, operations

will be directed by local man-
agement, enabling continued
employment for the racially
integrated work force.

n a December letter to share-
holders, we pointed out that
Fluor stiil believes sanctions
and withdrawal of U.S. firms
from South Africa are counter-
productive to achieving a
peaceful solution to the prob-
lems of racial inequality. But
as uncertainties of continued
operation in South Africa esca-
late, we felt that an orderly
transfer of ownership at this
time woulid be in the best
interests of all concerned. We
have retained a repurchase
option on the assets sold and
look forward to the day when
we can return to that country
as an equity owner and partici-
pate in its economic growth.

MANAGEMENT CHANGES
Fluor's board of directors lost
three members and long-term,
valued employees last year
with the retirements of Vice
Chairman Charles N. Cannon
and Group Vice President and

SHARE
) PER S8l
EARN'NG ! GOPEHAﬂgaN 1986
ROMCO o83 1984 ’9‘0) (35
g 1982 U 009 79
1

Chief Financial Officer George
W. Mefferd, and the resignation
of Executive Vice President
Bean K. Allen.

In January 1987, Robert L. Guyett,
formerly Vice President and
Treasurer of The LTV Corpora-
tion, was appointed Senior Vice
President and Chief Financial
Officer of Fluor Corporation

and was elected to the Execu-
tive Committee and hoard of
directors. In addition, Allen E.
Puckett, Chairman and CEOQ

of Hughes Aircraft Company
joined the board, and Joseph

V. McKee, Jr. retired.

Fluor Corporation’s hoard now
includes 15 members, with nine
outside and six inside directors.

Also in fiscal 1987, John A.
Wright, President and Chief
Operating Officer of Fluor Cor-
poration and Chairman of St.
Joe Minerals Corporation, a
Fluor subsidiary, assumed the
additional responsibilities of
CED for St. Joe Minerals and
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Chairman and CEOQ of St. Joe
Gold Corporation, which is

90 percant owned by Fluor.

In both positions, he replaces
Peter J. Neff who resigned.
e

During fiscai 1986, Fluor Direc-
tor Leslie G. McCraw assumed
new responsibilities as Presi-
dent and Chief Executive Officer
of Fluer Daniel. Mr. McCraw,
who has been President and
Chief Executive Officer of
Daniei international, joined
Fluor’s board in 1984 and is

a member of the Executive
Committee.

Reporting to Mr. McCraw are
Filuor Birector Hugh K. Coble,
Group President, International
Operations; Geraid H. Glenn,
Group President, Marketing and
Sales; and Vince L. Kontny,
Group President, U.S.
Operations.

OuUTLOOK

=

This has been a challenging
year for Fluor, but we've made
great strides in completing
necessary restructuring actions
and improving operating results

of our two core businesses.
Much remains to be done.

We intend to focus on the
foilowing objectives in 1987:

« Realize full benefits from the
new Fluor Daniel organization's
intensified giobal marketing
efforts;

- Capitalize on the encouraging
upward trend in commaodity
prices;

» Continue our corporate-wide
cost containment efforts;

« Muster the superior talent of
Fluor people in every part of the
srganization, )

e |

Throughout its 75-year history,
Fluor has faced cyelical down-
turns and emerged each time
stronger and more successful.
The current slowdswn, though
prolonged, is no different.

The company’s nucleus of skiils
remains intact. Thanks to the
hard werk and dedication of
our employees, Fluor enjoys the
reputation of an industry leader
and retains all the ingredients
necessary for success:

- We're in the right business,
serving industries that are an
integral part of the global econ-
omy with an infinite diversity of
markets.

« As a company, we have accu-
mulated over the years a wealth
of technological expertise
unmatched by any competitor.

« We have demonstrated the
determination and flexibility to
change course dramatically in
response to new opportunities.
k|

Fiuor expanded rapidly in a
period of explosive economic
growth, and restructuring such
a large organization to meet
today’s market challenges has
not been easy.

But the most difficult tasks are
behind us. Now we are ready
to achieve our goal for 1987:
success on the bottom line.

January 15, 1987

A.X.VWW« I,

David S. Tappan, Jr.
Chairman of the Board and
Chief Executive Officer
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OPERATIONS REPORT
"ENGINEERING AND

CONSTRUCTION GVERVIEW

During 1986, Fluor Corporation
subsidiaries, Fluor Engineers,
Inc. and Daniel International
Corporation, completed a major
reorganization which combined
the two entities into a single
worldwide operating unit—
Fluor Baniei. This reorgani-
zation, metivated by changing
conditions in the marketplace,
dramatically increases the
group’'s flexibility. Fluor Daniel
can now offer clients its fully
integrated services from each
of its 54 offices located around
the worid. These services
include feasibility studies, con-
cept design, project manage-
ment, engineering, construction,
procurement, and maintenance.

The new group is concentrating
on five global business sectors:
process, power, industrial,
hydrocarbon and government.
Fluor Daniel is now geared to
respond immediately to client
needs in each of these sectors.

The new organization is
aggressively supported by the
Fluor Yenture Group, formed to
provide or arrange financial
backing for specific engineer-
ing and construction (E&C)
projects, as well as selected
activities of Fluor's Natural
Resources Management Group.
Aithough certain E&C markets
showed growth in 1986, the
industry continued to suffer from
the effects of a highly competi-
tive business environment. Low
economic growth, a sharp drop
in oil prices, a too-strong dollar,
and uncertainty regarding
changes in U.S. taxes, all com-
bined to slow the E&C indus-
try's recovery.

b d
FLUOR DANIEL'S
PROCESS SECTOR

f- 5

The Process Sector inciudes
pharmaceuticals, fine and
specialty chemicals, fibers, film,
textiles, plastics, bulk chemi-
cals, composites and biotech-
nology. These markets typically
undergo broad cycles caused,
in part, by fluctuating feedstock
and energy costs, changes in
currency exchange, and interest
rates.

Most of the external factors that
drive the Process Sector are
now moving in a positive direc-
tion. Opportunities within this
sector are enhanced by: auto-
mation and technology upgrades
in fiber, film and fine chemical
plants; development of new
technologies for fine and
specialty chemicals; and accel-
erated introduction of new
products in plastics, composites,
and pharmaceuticals.

Fluor Daniel has for many years
enjoyed a superior record in
providing services to the
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domestic process industry and
this reputation has spread inter-
nationally. Fluor Daniel offers a
full range of services, from
siting to design and construction,
maintenance, technical serv-
ices, and project finance. The
sector has offices throughout
the waorld, and a reputation for
understanding the technologies
used in the process industries.
in general, projects in the proc-
ess industry tend to be smaller,
and clients prefer a company
which can provide more than
one specialized service. The
emphasis today is on getting
more value for money spent.

The pharmaceutical and bio-
technology markets have not
experienced cyclical downturns
in recent years because of
growing demand for new prod-
ucts. These businesses are
expected to undergo moderate
growth with most spending allo-
cated to plant renovations,
expansions, and research and
development facilities. In addi-
tion to design and construction

experience, pharmaceutical
firms look for E&C companies
that can also provide start-up
assistance, maintenance, and
validation services to meet fed-
eral requirements. Clients in
this industry prefer companies
familiar with their specific
equipment and technologies.

Fine and specialty chemicals
should see moderate growth in
the U.S. and Western Europe,
driven by demand from industries
such as plastics, electronics
and building products. Additional
demand will come from the
increasing use of special com-
posites and engineered plastics
in the automaotive, computer,
aerospace, and construction
industries. In fine and specialty
chemicals, clients prefer an E&C
company that provides flexi-
bility, and the ability to manage
and deliver projects quickly.

e
skl Alsd

The fibers and film markets,
while very price-sensitive in

world competition, should
remain stable. Clients in these
fields prefer a contractor who
can help them save money
through productivity, automation
and debottlenecking.

The outlook for the bulk chemi-
cal industry is stable, with little
growth anticipated near-term.

Active 1986 Fluor Daniel projects
in this sector include:

= Design and construction of a
major engineered plastics proj-
ectin Alabama.

» Evergreen E&C projects in the
U.S. and Europe for a worldwide
chemical producer.

» Design, construction and
maintenance of over 20 phar-
maceutical plants in Puerto Rico.
» E&C management for a film
plant in llinais.

* Design and construction of a
special composites plant in
California.

* Design, construction and
maintenance of a major bio-
technology facility in New York.
» E&C for a lysine plant in lowa
for a joint venture of Japanese
and French companies.

Lons)
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FLUORDANIEL'S
POWER SECTOR

The Power Sector addresses
domestic projects through five
markets: new utility construc-
tion, support to existing utility
plants, resource recovery, small
hydroelectric facilities, and
cogeneration.

The U.S. power industry has
changed dramatically in recent
years. Demand for electricity is
expected to grow at an average
of two percent per year over
the next decade. No nuclear
plants have been ordered do-
mestically since 1977 and plans
for new construction of fossii-
fuel plants {oil, coal, gas) are
modest compared to a decade
age. Interest in smaller alter-
natives to traditional power
sources will grew in impor-
tance because utilities are re-
luctant to build large, base-load
facilities. E&C opportunities are
centered on retrofitting existing
plants, life extension programs,
maintenance, and other oper-
ational plant services. Clients

are interested in applying new
technologies that help improve
a facility's efficiency.

sy

£ O

Fluor Daniel’s Power Sector
concentrates on services that
add value to the clients’ oper-
ations. They offer a range of
services including: engineer-
ing, procuremesnt, construction,
maintenance, aad equity par-
ticipation. The Power Sector’s
project executian capability is
located througheut the U.S. to
serve power-generating mar-
kets. Fluor Daniel is capable of
performing any size project and
the company enjays a sound
reputation in the power industry.

The Power Secter also has
expertise in an emerging tech-
nology called integrated gasi-
fication combined cycle—

a method which can increase
a plant's capacity at low risk,
yet high efficieacy. The technol-
ogy allows a utility to bring
new capacity en-line in incre-
ments consisteat with its load-
growth instead of a large
power plant ali at once. Alsg,

¢ in billions!
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the Power Sector has experi-
ence in building atmospheric
fluidized bed combustion units,
a technology that provides a
practical method fer generating
energy from high-sulfur coals
with a minimum of noxious
emissions.

Fluor Daniel’s services to the
power industry are reflected in its
active projects in 1986, including:
« Contracted maintenance work
on lignite and gas plants in
Texas.

* A contract to provide per-
sonnel to support a nuclear
program in Tennessee.

* A total responsibility contract
for a resource recovery project
in Massachuseits, where it
also has an ownership position
throeugh Fluor’s Venture Group.
« Engineering and procurement
for a coal-fired, 550-megawatt
station in Kentucky.

- Operating plant maintenance
at three new nuclear plants—
one in Kansas, and two in
Arkansas—and renewal work
at a plant in South Carclina.
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FLUOGR DANIEL'S
INDUSTRIAL SECTOR

The industrial engineering and
construction market addressed
by Fluor Daniel is divided into
six markets: automotive and
general manufacturing; aero-
space, defense and electronics;
heavy industries such as
metals, machine tools and
transportation; pulp and paper;
foods and consumer products;
and commercial.

Intense competition and a disin-
flationary economic climate
have forced American industry
to reduce production costs and
increase productivity without
sacrificing quality. Many manu-
facturers are emphasizing the
modernization and upgrading of
their plants instead of building
new facilities.

Fluor Daniel's Industrial Sector
has extensive capabilities in
every major field of the domes-

tic industrial market, with expe-
rience going back 50 years. The
sector offers siting, environmen-
tal studies, conceptual design,
engineering, construction, main-
tenance, training, and technical
services. With the consolidation
of Fluor and Daniel, the sector
now serves industries world-
wide, with particular emphasis
on quality, scheduling, and cost
systems designed to meet the
needs of each job.

In the automotive industry, cap-
ital expenditures in 1986 were
flat, but this market wiil con-
tinue to be an active source of
new business for E&C compa-
nies. Most gutlays have been
for modernizations and other
efficiency improvements.

Ea

Structural changes among many
aerospace firms are creating a
more complex and diversified
industry. An important trend is
the increased emphasis by the
Department of Defense on cost-
cutting, improved reliability, and
maintenance.

The metals industry’s production
is expected to remain flat, pri-
marily because of severe com-
petition from third-worid nations.

In pulp and paper, expenditures
are largely for retrofits and up-
grades to make existing plants
mare cost-effective.

The foods and consumer prod-
ucts market is stable, with
capital spending aimed at in-
creasing automation and capac-
ity modernization to decrease
operating costs.

P RS ]

As a result of the new tax bill,
spending in the domestic com-
mercial construction market is
expected to fall, with office

and hotel building experiencing
the steepest decline. However,
projects to build prisons are
active with over 40 states under
court order to improve or expand
their correctional facilities.




§ 48]

Federal deficit concerns have
reduced aid to transportation
programs, but local and private

investment funds are increasing.

b 4%

Examples of the Industrial
Sector’s 1986 active projects
include:

* A contract to provide design
and construction services,
training and automation support
to an automobile plant in
Georgia.

« Three construction manage-
ment jobs for an aerospace
company in California. The work
includes an anechoic test
chamber, metals processing
building, and a radio frequency-
shielded building.

« Construction of a maximum
security prison in Texas.

« Design and construction of a
large pulp and paper plant in
Georgia.

* Project management services
for a Michigan steel company.

« A series of construction man-
agement and equipment instal-
lation jobs in seven states for a
food company.

» Design and construction of a
food plant in North Carolina.

« Construction management for
a hotel in South Carolina.

« Commercial maintenance for a
naval base in South Carolina.

« A joint venture with The Allen
Group of New York aimed at the
factory automation systems
market, with two projects
underway.

« Design and construction sup-
port for automotive facilities

in Chio.

+ A project to design facilities
and equipment for an auto-
mobile electronics test facility
in Michigan.

«» Design and build responsibil-
ities for an electronics plant in
Malaysia.

« Construction management for
a university and an airport in
Saudi Arabia.

FLUORDANIEL'S
HYDROCARBON SECTOR

The Hydrocarbon Sector in-
cludes oil and gas production,
petroleum refining, petrochemi-
cals, pipelines, gas process-
ing, synfuels, and mining. This
industry is sluggish because oil
prices collapsed from $26 per
barrel to a low of $8. Although
prices have been firming, un-
certainty prevailed in 1986.

0il and gas development activ-
ity in the U.S. has been hard

hit by the drop in crude prices;
in addition, oil companies are
plagued with over-capacity in
refining. in Canada, many
projects have been delayed.
Asia remains a primary explo-
ratien target, with key areas
being indonesia, Malaysia and
The Peoples’ Republic of China.
45

In the U.S. and Europe, invest-
ment will be centered in three
areas: refinery up-grades to
process heavy ail; lead phase-
down or gasoline octane
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enhancement; and more cogen-
eration projects, advanced
controls, and other efficiency
improvements to increase profit
margins.

b 48]

Lower prices for oil—the feed-
stock for petrochemical plants
—should impact that industry
worldwide by stimuiating in-
creased capital expenditures in
the near term. Retrofits of older
facilities should be a growing
segment of total petrochemical
construction.

In pipelines, there is increased
activity outside the U.S. for the
first time in five years.

Low crude oil prices have kept
the development of synthetic
fuels at a {fow level. And in
mining and plant construction,
activity is expected to remain
relatively flat for the short term
though the outlook is improving
for gold and coal projects.
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Fluor Daniel's reputation in the
hydrocarben field is ane of the
best known and mest respected
in the world. During 1986, the
organization was sized to
match a contracting market,
while retaining the core capa-
hilities needed to grow quickly
when the cycle turns up again.
Despite weak activity, this mar-
ket offers opportunities for E&C
companies that can offer cli-
ents: in-depth understanding of
new technoiogies to make
hydrocarbon plants more effi-
cient and productive; three-
dimensional computer-aided
design technolegy to reduce
costs; small-job expertise; and
the ability to mobilize and
manage large projects.

55§

eaming relationships can be
critical in today's competitive

worldwide E&C market envi-
ronment. Fluor Daniel recently
joined with a French firm to
engineer an 850-kilometer
natural gas pipeline in Turkey.
m

Other examples of 1986 active
projects in the Hydrocarbon
Sector include:

* A contract to study the first
phase of a 620-mile pipeline
carrying gas from the South
China Sea to Hainan Island and
Guangdong Province in The
Peoples’ Republic of China.

* Phase one of the Olympic
Dam copper, gold and uranium
metallurgical plants and copper
refinery in Australia.

* A joint venture management
contractor project for phase
two of a $650-miilion heavy oil
refinery expansion in Canada.
+ Continuing maintenance serv-
ices for a large petrochemical
complex in Saudi Arabia.

* Refinery modernization to
improve process efficiencies
and save energy for a client's




facilities in Texas, indiana and
Virginia.

» An agreement to develop a 49-
megawatt gas-fired cogenera-
tion facility threugh Fluor’'s
Venture Group. Fluor Daniel
will do engineering, construc-
tion, operatiens, and mainte-
nance of the piant.

« Engineering, procurement, and
construction en two lead phase-
down projects in California.

- Engineering and procurement
assistance on an oil and gas
production platform cffshore
Indonesia.

« Maintenance services at 20
separate locations in the U.S.

* Engineering, procurement, and
construction management on an
isomer unit in Norway.

» Compiletion of a Flexicoker in
Hoiland.

« Refinery instrumentation mod-
ernization work in Australia,
Saudi Arabia, and Africa.

FLUOR DANIEL'S
GOVERNMWMENT SECTOR

- 5

The Government Sector ad-
dresses a mature and intensely
competitive market by provid-
ing a full range of services to
federal, state, and local govern-
ments. U.S. federal government
entities cusrently served by Fluor
Daniel include: Department of
Energy (DOE), Department of
Defense (BOD), Department of
Commerce {DOC), and Depart-
ment of Transportation (DOT),
including numerous branches
within those departments.

The sector has strong capabili-
ties in chemical processing,
hazardous waste treatment,
nuclear fuel cycle work, engi-
neering, comstruction, operation,
and maintenance services for
technologically advanced facili-
ties and systems integration in
telecommunications.

The environmental services
market has been expanding to
meet government regulations
that seek to comply with grow-

ing public concern. Political
resolve to find a solution to the
growing toxic waste problem in
the U.S. is gaining momentum
on federal, state, and local
levels. Projects in environmental
services will be funded by
government and private monies.

To best penetrate the hazardous
waste market, Fluor Daniel is
pursuing teaming relationships
with well-established waste
management firms. Fluor Daniel
offices are strategically located
in proximity to states that pro-
duce more than 40 percent of
the nation’s hazardous waste,
an important factor in the com-
petition for government-funded
projects.

ma

In telecommunications, techno-
logical developments and the
breakup of AT&T continue to
drive the market. A major part
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of this growing sector is in E&C
projects to replace thousands of
miles of copper wiring with fiber
optic cables waorldwide.

Fluor Daniel has routinely pro-
vided voice and data communi-
cations services for many
projects over the years. In the
spring of 1983, Fluor Daniel
established its teiecommuni-
cations services division to
capitalize on this expertise. Fluor
Daniel is an objective provider
of a full range of telecommuni-
cations services for voice and
data communications pro-
jects, as well as ongoing opera-
tions. These services include:
project management and con-
sulting, engineering, procure-
ment, installation, systems
integration, operations, and
maintenance.

p-cal

Nuclear fuel cycle contracts for
DOE make up the largest seg-
ment of Fluor Daniel’s Govern-
ment Sector work. Markets
include: uranium enrichment,

fuel fabrication, spent fuel
storage, fuel reprocessing, and
nuclear waste processing,
disposal and storage.

The Government Sector’s ad-
vanced technelogy division has
become a preeminent contrac-
tor in the engineering of DOE
nuclear fuel cycie facilities. The
company is also aggressively
pursuing work with the DOD
and is rapidly establishing its
credentials with other govern-
ment entities.

Fluor Daniel’s 1986 active gov-
ernment projects include:

» Contracts for the DOD, includ-
ing engineering services at Van-
denburg Air Force Base, two
U.S. Marine Corps Air Stations
in California, and other Air
Force and defense agency units.
« Support on & ground-hzsod
laser concept defmitior:

technology identification, an

important classified program
being pursued by the Strategic
Defense Initiative organization.
« Program management and
inspection services for nearly
200 facilities for the National
Weather Service.

* Project management oversight
services for five projects in
New York for the Urban Mass
Transit Administration.

¢ Project management oversight
for the Detroit People Mover.

* The first phase of architect-
engineering services for con-
ceptual design on the Hanford
Waste Vitrification Plant in
Washington.

« Architectural engineering for
conceptual design for a nuclear
waste salt repository.

* Recently completed design of
a cellular radio system for the
Gulf of Mexico.

» Management support services
for a 23,000-mile nationwide
fiber optic system.

» Work on portions of the U.S.
Information | s modern-
ization u the Voice of
America.
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NATURALRESOURCES
QVERVIEW

'

Fluor's Natural Resources
Management Group, which is
operated through St. Joe Miner-
als Corporation, retumed to
profitability in fiscal 1986 de-
spite depressed econemic con-
ditions in the industry. Losses
in base metais were reduced
dramatically due to extensive
cost cutting and impraving
prices; record operating profits
were achieved in coai through
productivity gains and higher
volumes, despite lower prices;
and earnings from gold were
ahead of last year as a result of
better prices.

Natural resources preduced by
the group are principally coal,
gold, silver, lead, zine, copper,
tin, and iron ore. Prices for
these minerais have been gen-
erally depressed over the last
five years.

Ten years ago, minerals prices
spiraied upward on expecta-
tions of robust economic growth
and prolenged shortages.
However, as new capacity
was coming on-line, the world
economy went into a recession
and inflation was replaced

by disinflation. Demand and
prices receded and minerals
producers were left with over-

capacity and excess inventories.

da

Lower commodity prices re-
duced the ability of developing
nations to repay foreign debt
and pay for imports. Many
countries reacted by increasing
commodity exports already in
aversupply, further weakening
prices. In addition, the strong
dollar made U.S. minerals

less competitive at home and
abroad. In response to the
growing glut of minerals, indus-
trial nations cut back capacity
and clesed or sold inefficient
operations.

Consumption patterns of base
metais changed as growth in
advanced industrialized nations
increasingly shifted their
economies into high technology
and services industries. Tech-
nological innovations and new
environmental laws also con-
tributed to the displacement of
some metals. In addition, low
industrial growth rates and
high real interest rates provided
a powerful incentive to reduce
costs by carrying less inventory.
The natural resources indus-
tries responded to these condi-
tions by improving productivity
and becoming more competi-
tive. During 1986, inventory and
capacity levels in the natural
resources industries served by
the group have been reduced
sharply and consumption in
industrialized economies has
steadied.
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Despite low prices, Fluor's 50
percent owned Massey Coal
Company (the remaining 50 per-
cent owned by Shell) reported
record earnings and production
in fiscal 1986.

Skyrocketing oil prices during
the 1970s set off intense devel-
opment of coal production
capacity as a cheaper alternative
to oil. U.S. production increased
to 824 million tons in 1980, up

27 percent over 1975. That year,
electric utilities accounted for
72 percent of coal consumption
in the U.S. In order to offset
spiraling oil prices, utilities in-
creased their consumption of
coal to 82 percent by 1980. How-
ever, as oil prices softened and
the world economy slowed in
the 1980s, the coal industry was
left with excess capacity and
weakening prices.

Declining oil prices in 1986 have
encouraged some substitution of
oil forcoal, but it has been minor
thus far. Downward pressure

on coal prices has motivated the
industry to become more effi-
cient by improving productivity.

——
i

Massey produces mostly low-
sulphur steam coal that meets
the environmental standards of
the 1977 Clean Air Act. Massey's
mines are located in the eastern
U.S., near transportation, and
most of its coai is sold largely
under long-term contracts to
the power industry. The com-
pany also brokers coal.

In 1986, the Massey partnership
sold a record 23 million tons of
coal {excluding brokered coal),
up four million tans from 1985.
Operating cosis were signifi-
cantly cut through the closure
of high-cost metallurgical mines,
productivity gains, and the
absence of 1985 strike.

Despite a 10 percent drop in the
average price per ton of coal,
1986 was one of Massey's best
years. Some lang-term contracts
were renegotiated to accom-
modate declining prices, but
increased tonnage or longer
term contracts were received

in exchange.

B

£ Oe]

GOLD

BT

A combination of economic and
political factors increased
world gold prices during fiscal
1986. St. Joe Golid Corporation’s
average realized gold price for
1986 was $355 per ounce, up

11 percent from 1985's $320, the
lowest price since 1979.

In early fiscal 1986, St. Joe
Minerals Corporation combined
its gold properties in the United
States, Canada and Chile into
one company, St. Joe Gold
Corporation. In January 1986,
St. Joe Gold sold three miilion
shares at $13 per share, gener-
ating gross proceeds of $39 mil-
lion. A total of 31 million shares
are outstanding, 90 percent
owned by Fluor.

i}

St. Joe Gold hoids an 83 percent
interest in the El Indio gold
mine in Chile, one of the five
largest produe
the Wesiern Hemisphere, and
a two-thirds interest in the

aines in
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Yuba Placer Gold Company, a
jeint venture in Califernia. The
company also has interests

in 28 active gold and piatinum
exploration sites in the U.S,,
Canada, and Chile.

St. Joe Gold pians to allocate
$10 to $12 million per year for
exploration over the next three
to five years. Exploration ex-
penditures in fiscal 1986 were
$12 million, compared to $10
million for the previous year.
In March 1986, St. Joe Golid
announced a discovery on its
Golden Patricia property in
northern Ontario, Canada. Fea-
sibility studies, underground
work, and additional drilling
are underway and results are
encouraging. Richmond Hill in
the Carbonate District of South
Dakota, also in the feasibility
stage, shows promise for fur-
ther deveiopment in 1987.

oid at the El Indis mine con-
sists of three ore types: direct
smelting ore (DS8}; milling ore;
and heap-leach ore. DSO is a
high grade ore that does not
require mill processing prior to
shipping to smeiters.

Ei Indio, representing about 95
percent of St. Joe’s goid pro-
duction, produced 280,700
ounces in fiscal 1986, compared
with 224,300 ounces in fiscal
1985. The decline was due pri-
marily to fewer toas mined of
DS0, which was partially offset
by an increase in miiling ore
production.

w3

St. Joe Gold's net cash produc-
tion cost in fiscal 1986 at El
Indio was $147 per sunce—
compared with $138 iast year—
among the lowest for Western
Hemisphere mines.

In fiscal 1986, D&B averaged
4.97 ounces of geid per ton.
DSO reserves are expected to
last through fiscal 1989, though
in declining grade. Milling ore

is processed prior to shipment
to smeiters. The average grade
of miiling ore processed in 1986
was .29 ounces per ton. The
mill has a capacity of 1,930 tons
per day and will be expanded
to 2,650 tons in fiscal 1987. Sil-
ver and copper by-products are
also produced at El Indio.
Low-grade ore is processed by
a low-cost recovery technique
called heap leaching. Heap-
leach processing facilities
were constructed in 1986 at
Tambao, five miles from El Indio.
Tambe is expected to produce
10,000 ounces of goid in 1987
and 20,000 ounces in future
years.

St. Joe Gold's California pro-
duction was down from 15,100
ounces in 1985 to 12,800 ounces
in 1986, primarily due to flood-
ing from abnormally heavy rains.
Work to improve efficiency and
reduce costs is in progress.
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DOMESTIC METALS

t. Joe Domestic Metals’ oper-
ations produce lead, zinc, and
silver as a by-product. In the
last 10 years these industries
have changed considerably. A
shift to a disinflationary econo-
my and fundamental changes in
consumption patterns for lead
and zinc have resulted in a ma-
jor restructuring of these indus-
tries. Production cutbacks,
capacity closures, and labor
settlements have improved pro-
ductivity and enhanced the abil-
ity of U.S. producers to compete
against imports. St. Joe Domes-
tic Metals also produces iron
ore pellets.

In 1986, St. Joe significantly
reduced operating losses in its
domestic metals operations in
the fourth quarter through cost
cutting, productivity improve-
ments, and higher prices toward
the end of the year. Operating
losses in 1986 were concentrat-
ed in the first three quarters.
The impact of improving lead

and zinc prices began flowing
to the bottom line in the fourth
guarter, bringing operating
results to almost breakeven for
that period.

1004

Measured in inflation-adjusted
doliars, zinc prices during 1986
were at their lowest since 1932.
Similarly, the average price for
lead during the first half of
fiscal 1986 was the lowest in
the 20th century.

The battery market accounts for
about 70 percent of total lead
consumption in the U.S. Lead in
automobile hatteries declined
over the last 10 years, but has
been increasing in industrial
batteries. Lead as a gasoline
additive was reduced from a
peak of over 20 percent of the
market in 1970 to less than three
percent in 1986.

102

Total lead consumption in the
U.S. is estimated to have de-
clined by about one percent in
calendar 1986 to approximately
1.2 million tons. About 11 per-
cent was imported.

b 104 ]

St. Joe sold 194,000 tons of lead
in 1986, up nine percent over
1985. The average price for lead
for the year was 19 cents per
pound, about flat compared with
1985.

Effective November 1, 1986, St.
Joe and Homestake Mining
Company formed a joint venture
combining their domestic lead
operations into a partnership,
The Doe Run Company, 57.5 per-
cent owned by St. Joe and 42.5
percent by Homestake. St. Joe
contributed its Herculaneum
smelter, five mines, and three
mills. Homestake contributed
its Buick lead mine, mill, and
smelter. All operations are in
southeast Missouri.

Doe Run will achieve improved
efficiencies by combining the
high-grade ore reserves of
the Buick mine with the high-
capacity Herculaneum smelter.
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Weight reduction programs in
the automobile industry in the
1970s replaced zinc diecastings
with plastics and other mate-
rials. In 1985, the average car
contained about 20 pounds of
zinc compared to 45 pounds in
1976. However, in recent years,
zinc consumption has been
increasing for electrogaivanized
steel for automobiles and galva-
nized steei in construction.

108

Zinc consumption in 1986 is esti-
mated to be 940,000 tons in the
U.S., up two percent from 1985.
The U.S. imports 70 percent of
the zinc metal it consumes.

In 1986, St. Joe sold 144,000 tons
of zinc metal, up 32 percent.
The average fiscal year price for
zinc, however, was 34 cents per
pound, over 17 percent below
fiscal 1985. In addition, St. Joe
sold abeut 35,000 tors of zinc
metal equivalent.

E 110

Cost reduction was the main
emphasis in 1986. Despite a
year-long strike at the Balmat,

12S

y Ba(t(}"

New York, zinc mine, the facility
operated at about 80 percent
capacity and has begun to
produce zinc concentrates at
world-competitive grices.

St. Joe also producss iron ore
pellets at its Pea Ridge mine

in Missouri, primarily for the
steel industry. Sales of pellets
declined 43 percent in 1986 due
to plant closures by a major cus-
tomer who will be replaced in
1987, or operations will be re-
structured to produce alternate
products and limited tonnage of
iron ore pellets.

F 113/

During 1986, development con-
tinued on St. Jog's flame reactor
technology for the treatment

of electric arc furnace dust, a
hazardous waste by-product of
the steel industry. The process
produces a non-hazardous slag
and recovers lead and zinc.

919
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INTERNATIONAL
MINERALS

116

St. Joe international’s operation
produces lead and zinc concen-
trates and by-product silver in
Argentina; and tin in Brazil.
k17

The Argentine lead and zinc
industries have been plagued
by price controls and increasing
wages. These conditions should
be improved in 1987 hecause
of new legislation.

Lead and zinc concentrates are
produced at St. Joe's Aguilar
mine in Argentina. In 1986, St.
Joe International sold 29,000
tons of lead concentrates and
33,000 tons of zinc concentrates.
Costs were cut and recoveries
improved.

WY

The tin market was disappoint-
ing in 1986. Artificially sup-
ported prices collapsed in
October 1985 and, though they
were firming in late 1986, world-
wide inventories were still fairly
high. Production from St. Joe's
Mocambo tin mining complex
in Brazil will begin in 1987
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OPERATING STATISTICS

ENGINEERING AND CONSTRUCTION
$inthousands/

Year ended October 31, 1986 1985 1984 1983 1982 1981
Work Performed $3,817,200 $3,438,327 $4,458,238 36,335,741 $ 7,526,128 $ 7,295,853
Revenues 3,688,315 3,179,308 3,205,987 4,104,454 5,384,723 4,812,191
Operating Profit {Loss) {75,607} (84,883) 94,604 210,676 228,587 227,980
New GOrders 2,992,200 4,485,300 4,151,261 1,244,553 2,908,822 7,100,552
Backieg $4,291,400 $5,114,700 $4,194,247 $5,610,687 $10,711,815 $16,166,292
Manpower 12,068 14,530 16,353 18,998 24,498 25,858
BACKLOG BY INDUSTRY AND LOCATION

$in millions $1986 % $1985 %  $1984 % $1983 % $1982 % §1981 %
Process 610 142 536 105 324 17 120 2.1 157 1.5 224 1.4
Power 1,032 240 762 148 42 9.9 1643 294 2197 205 3,097 192
Industrial 1,865 435 2,453 480 1690 403 506 8.9 1,051 9.8 1,145 7.0
Hydrocarbon 690 161 1,288 252 1,700 405 3293 588 1212 679 11,616 719
Government 94 22 75 14 68 16 43 8 35 3 84 5
Total Backlog 4,231 1000 5115 1000 4,194 100.0 5611 1000 10,712 100.0 16,166 100.0
United States 3,587 836 4072 796 2838 677 2520 449 4,581 427 6,855 424
Outside U.S. 704 164 1,043 204 1,356 323 3,091 551 6,131 573 9311 576
Total Backlog 4,291 1000 5115 1000 4,194 100.0 5611 1000 10,712 100.0 16,166 100.0

Backlegincludes owners'
cost of approximately 1% 1% 8% 34% 35% 33%

Fluor earns a fee on this portion of backiog which will not ultimately be recorded as revenues.

COAL

$in thousands/
in thousands of shart tons/

Year ended October 31, 1986 1985 1984 1983 1982 1981*
Revenues 3516,943 $ 475,051 $489,634 $437,455 $446,883 $130,974
Operating Profit {Loss) $ 49,310 $(223,038) $ 14,800 $ (6,824) $ 2624 $ 9,155
Manpower 3,307 3,571 4,709 5,145 5,959 5,432
Steam Coal Produced 9,342 7,795 7,998 7,102 6,873 5,269
Metallurgical Coal Produced 2,175 1,730 2,168 2,084 2,155 1,787
Produced Coal Sold 11,620 9,528 9,982 9,192 8,837 7,054
Purchased Coal Sold 2,522 2,174 1,931 1,461 1,741 3,869

Represents 50% of Massey’s operations for all periods, except manpower which is 100%.

*Financial data for St. Joe Minerals Corporation is included from the date of acquisition, August 3, 1981. Other information for St. Joe for
the fuli fiscal year 1981 is shown for comparative purposes only.
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OPERATING STATISTICS

METALS

$in thousands/Year ended October 31, 1986 1985 1984 1983 1982 1981*
Revenues $409,450 $392,746 $433,741 $429,000 $440,019 $108,839
Operating Profit (Loss} $(25,389) $(203,800) $ (3,894) $ 32,664 $ 46,203 $ 19,716
Manpower 8,775 7,743 9,236 8,000 8,232 8,045

INTERNATIONAL MINERALS
(in shorttons except as noted)

Lead Content of Concentrates Sold 28,997 29,678 28,725 35,576 40,184 32,933
Zinc Content of Concentrates Sold 33,218 36,576 49,875 52,140 62,819 52,554
Silver Content of Products Seld {Troy Ounces) 1,580,443 1,434,099 1,419,435 1,806,250 2,140,964 1,819,314

DOMESTIC METALS
(in shorttons except as noted)

Lead Content of Concentrates Produced 186,975 172,781 137,618 215,984 207,776 168,317
Lead Metal Sold 193,849 177,172 169,080 220,823 205,573 170,638
Zinc Content of Concentrates Produced 56,434 71,602 76,862 87,315 77,947 59,592
Zinc Metal Equivalent Sold 179,081 146,732 113,738 100,459 75,207 46,212
Iron Pellets Sold {Grass Tons}) 585,270 1,021,174 1,283,262 672,341 786,354 970,682
Silver Content of Praducts Sold (Troy OQunces) 390,768 716,178 657,766 609,658 702,359 751,459
GOLD**

(in troy ounces except as noted)

Gold Content of Products Seld 292,614 290,248 303,937 368,787 368,081 171,023
Silver Content of Products Sold 1,092,379 1,007,865 1,042,689 926,381 536,093 —
Copper Content of Products Sold (Shart Tons) 21,223 20,055 19,915 16,186 8,350 —

*Financial data for St. Joe Minerals Corporation is included from the date of acquisition, August 3, 1981. Other information for St. Joe for the
full fiscal year 1981 is shown for comparative purposes only.

**Reflects 100% of St. Joe Gold Corporation’s operations without deduction for minority interest.

OTHER*

$in thousands/Year ended October 31, 1986 ‘ 1985 1984 1983 1982 1981
\

Revenues $ 45553 $ 50,113 $110,501 $108,076 $115,611 $ 97,007

Operating Profit {Loss) S 963 $ (28,899) $(16,136) $ 17,422 $ 20,788 $ 1903

Manpower 159 665 1,305 1,399 1,559 1,777

*Includes all intercompany eliminations.
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AND ANALYSIS

RESULTS OF OPERATIONS

The loss from continuing opera-
tions was $28 million in 1986
compared with losses of $554
million in 1985 and $7 million in
1984. The related loss per share
was $.35 for 1986 compared
with $7.00 in 1985 and $.09 for
1984. Revenues from continuing
operations increased 14% in
1986 following a 3% decline in
1985.

During 1986, the company con-
tinued to implement its restruc-
turing plan. In the first quarter
approximately 10 percent of the
common stock of St. Joe Gold
Corporation was sold in a public
offering, resulting in net pro-
ceeds of $36 million and a non-
taxable gain of $24 million. Final

settlement of the Irvine facility =
sale transaction occurred in the
third quarter and resulted in a
pretax gain of $38 million.

{DRC), to DRC's management for
- $21 million, resulting in a pretax

he fourth quarter, th
any sold its real estate su
ry, Daniel Realty Corporation-

gain of $2 million. In addition,
during the fourth quarter the
company reached an agreement
to dispose of its drilling services
operations for $18 million, $8
million in cash with the balance
in notes. The sale resulted in a
pretax loss from disposal of $45
million.

ENGINEERING AND
CONSTRUCTION

Engineering and Construction
experienced an operating loss
of $76 million in 1986 compared
with $85 million in 1985 and an
operating profit of $35 million in
1984. Operating results in 1986
reflect higher facility costs on
buildings sold and leased back

~ late in the third quarter of 1985,

lower margins due to continued
severe industry-wide competi-

“tive pressures, and losses in-
- .- curred on several fixed price
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construction projects bid under
extremely competitive condi-
tions. Manpower was reduced
17% in 1986 and 11% in 1985,
resulting in continuing reduc-
tions in indirect costs.

Contract awards for engineering
and construction decreased in
1986 due to continued depressed
business conditions and intense
competition due to over-capacity
in the industry. New awards
decreased in 1986 to $3.0 billion
from $4.5 billion in 1985 and $4.2
billion in 1984. Backlog at Octo-
ber 31, 1986 was $4.3 billion
compared with $5.1 billion and
$4.2 billion at October 31, 1985
and 1984, respectively. During
the second quarter of 1986,
backlog was increased by $554
million to include the estimated
value of up to 36 months of

work to be performed under cer-
tain maintenance contracts.
This adjustment was not included
in new awards.

- Late in 1986, an internal ma
. “agement restructuring was
_ completed that combined Fluor
- Engineers and Daniel Inter- -~
national into a single operating

organization. The new organiza-
tion should facilitate increased
market penetration and operat-
ing efficiency. Fluor Constructors
continues to be organized and
operated independently within
the Engineering and Construc-
tion segment.

NATURAL RESOURCES

Metals operations incurred an
operating loss of $25 million on
revenues of $409 million in 1986,
compared with an operating
loss of $204 million on revenues
of $393 million in 1985 and an
operating loss of $4 million on
revenues of $434 million in 1984.
The 1985 operating loss includes
a nonrecurring charge of $138
million to write off goodwill -
associated with the domestic
lead operations. Operations in
1986 showed substantial improve-
ment due to higher gold prices,

higher volume and content of

gold in products sold, and lower ‘

costs in lead, zinc and Argen-
tine operations. These improve-
ments were partially offset by
lower realized prices for domes-
tic lead and zinc for the first
three gquarters of the year.

Revenues and operating profit
from coal operations in 1986
were $517 million and $49 mil-
lion, respectively, compared
with revenues of $475 million

~and an operating loss of $223

million in 1985. Revenues and
operating profit in 1984 were
$490 million and $15 million,
respectively. The operating loss
for 1985 includes a nonrecurring
charge of $212 million related to
the reduction to net realizable
value of certain of the com-

pany's coal properties held for = -

disposal. Operations in 1986

were improved due to settle- |
ment, in the first quarter, of
a labor dispute that existed -
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vhich combined to offset lower

- $17 million from reversals of
- reserves no longer required.

"OTHER
B
Reduced interest expense re-
flects the significantly reduced
average level of debt outstand-
ing during 1986 and lower
~ interest rates on outstanding
~ borrowings compared with 1985
_and 1984.
B
The effective income tax benefit
- rate on the loss from continuing
operations varies from 46% pri-
marily due to the recognition of
a nontaxable gain on the sale
of St. Joe Gold common stack,
capital gain rates applied to the
gain from final settlement of the
Irvine facility sale, partially off-
set by nondeductible amortiza-
tion of property, plant and
. equipment bases dlﬁerences
i and goodwnll

24

“dowas of both property, plant
~ and equipment bases differ-
“ences and goodwill, and accru-

eallzed prices expenenced dur-
ng the year. Also, 1986 mc!udes_ 4

tatutory rate of 46% is primarily

ue to amortization and write-

als and losses with no tax
benefit.

FINANCIAL POSITION
AND LIQUIDITY

g

Funds provided by continuing
operations were $54 million in
1986 compared with funds used
of $152 million in 1985. in 1984,
funds provided from continuing
operations were $48 million.
These amounts exclude the
impact of the sales of the irvine
facility and the St. Joe Gold
common stock, the proceeds of
which are included in invest-
ment activities.

Pt )

in 1986, funds were used for

payments to investors consist-
ing of cash dividends on com- .

mon stock of $32 million and
interest, net of tax, of $40 mii-
lion. Dividends were paid at the

~ Capital expenditures for 1986

rate of $.10 per share per qua

were $92 million compared with
$121 million in 1985 and $286
million in 1984. In 1986, the
majority of capital expenditures
related to the metals and coal
segments and included acquisi-
tions of new mining properties,
general mine development work,
equipment replacements, and
plant modifications.

fod

In the fourth quarter of 1986 the
company issued approximately
$250 million of medium-term
notes in the U.S., Switzerland,
and Germany. Both of the
foreign issues have been
hedged through currency
exchange agreements that fix
the obligations in U.S. dollars at
effective interest rates of 3.5%

. for the German borrowing and
779.3% for the Swiss borrowing.
“‘Proceeds from these

borrowings were used primarily

~to fund payment of
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&pproximately $138 million of
federal income tax obligations
(including associated interest)
which were accelerated as a
result of the company’s Closing
Agreement of December 1984
with the Internal Revenue Serv-
ice. The balance of the pro-
ceeds from the debt offerings
are being utilized to repay other
interest bearing obligations, to
fund capital expenditures, and
for general corporate purposes.

Since the net proceeds of the
borrowings were used primarily
to pay interest-bearing tax obli-
gations, total interest-bearing
obligations did not change sig-
nificantly. Working capital was
$265 million at October 31, 1986
compared with $37 million at
October 31, 1985. This increase
of $228 million is primarily due
to the borrowings discussed
above and a federal income tax
refund of approximately $100
million. The tax refund results
from the carryback of the 1986
tax loss and is expected to be
received during the second
quarter of fiscal 1987.

The long-term debt to capital-
ization ratio at October 31, 1986
was 35% compared with 20%
and 30% at October 31, 1985 and
1984, respectively. At October 31,
1986, alf long-term debt bears
interest at fixed rates.

The company has access t0
sufficient sources of funds to
meet its operating needs. Short

and long-term lines of credit are

maintained with banks and the
company has access to a com-
mercial paper program which
provides adequate operating
liquidity. As of October 31, 1986,
under the terms of the Massey
joint venture agreement, net
assets of $470 million, including
$72 million of working capital,
are restricted from distribution
without the approval of the part-
ners. During 1986 the company
received cash distributions of
$32 million from Massey.

s

As of November 1, 1986, the
company contributed all of the

assets of its domestic lead busi- -
ness to a joint venture. The -
company's net asset investment
of approximately $414 million,
including $25 million of working
capital, which represents a 575
percent interest in the joint
venture, will be restricted from
distribution without the consent
of the partners.

e

The company is affected by in-
flation but certain factors serve
to mitigate its impact. The com-
pany's position is generally pro-
tected within its engineering
and construction operations due
to its ability to recover cost
increases as a result of price
escalation provisions in many of
its contracts. Most of the com-
pany's natural resources prod-
ucts are internationally traded
commaodities and prices for
those products are established
by factors which are beyond the
control of management. How-
ever, management believes the
company's substantial position
in natural resources provides a
significant hedge against any
adverse long-term effects of
inflation.
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SELECTED " FuorCorporation =

FINANCIAL DATA

- 1985

1984

1981

$in millions, except per share amounts 1986 1983 1982
OPERATING RESULTS
Revenues from continuing

operations $4,660.3  $4097.2  $4,2399 $5,0790  $6,387.3 $5,149.0
Earnings (less) from continuing

operations before income taxes {69.7) {591.5) {12.1) 157.0 198.8 192.9
Earnings {loss} from continuing

operations (28.0) (553.7) (6.8) 82.7 99.6 Mma
Net earnings {loss) (60.4) {633.3) 10 2.7 152.8 158.9
Earnings (loss) per share

Continuing operations (.35) {7.00) {.09) 1.05 1.27 1.98

Net earnings {loss) {.76) (8.01) 01 35 1.94 2.82
Dividends per share $ 40 $ 40 $ 60 $ 80 $ 80 $ .80
FINANCIALPOSITION
Current assets $ 9221 $1,057.2 $1,0259 $1,146.0 $1,541.4 $1,460.9
Current liabilities 656.8 1,020.7 1,016.4 1,090.2 1,488.4 1,296.1
Working capital 265.3 36.5 95 55.8 53.0 164.8
Property, plant and equipment, net 1,301.8 1,4333 2,338.2 2,379.8 24939 2,52710
Total assets 2,565.4 2,796.4 3,891.6 4,084.9 4,701.0 44913
Capitalization :

Long-term debt 519.4 259.1 7248 720.0 1,009.9 1,104.8

Shareholders’ equity 950.2 1,033.9 1,696.4 1,747.2 1,776.4 1,683.2
Total capitalization $1,469.6 $1,293.0 $2,421.2 $2,467.2  $2,786.3 $2,788.0
Percent of total capitalization

Long-term debt 353 20.0 29.9 292 36.2 396

Shareholders’ equity 64.7 80.0 70.1 70.8 63.8 60.4
Shareholders’ equity per

common share $ 11.99 $ 13.06 $ 2149 $ 2219 $ 22.68 $ 2155
Common shares outstanding 79,271,954 79,138,897 78,945,585 78,746,717 78,327,685 78,092,814
OTHER DATA
New orders received during year $2,992.2 $4,485.3 $4,1513 $1,244.6 $2,908.8 $7,100.6
Backlog at end of year 4,291.4 51147 4,194.2 5,610.7 10,711.8 16,166.3
Capital expenditures 91.6 121.2 285.5 301.8 525.9 4481
Depreciation, depletion.and

amortization for continuing

operations 1234 150.8 139.7 136.8 1221 56.9
Funds provided from {used by)

continuing operations $ 536 $(1521) $ 419 $ 276.1 $ 2722 $- 3005
Number of empioyees 22,309 26,958 32,153 34,123 43111 44,170

Prior periods have been restated to exclude from continuing operations the drilling services segment, which was discontinued in 1986. St. Joe
Minerals Corporation is included on an equity basis for 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 Consolidated
Financial Statements and Quarterly Financial Data for information relating to significant items affecting the results of operations.
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ONSOLIDATED STATEMENT  Fuor Corporation
F OPERATIONS

Inthousands, except per share amounts/

1984

.= Year ended October 31, - 1986 1985
" REVENUES
 Engineering and construction services $3,688,315 $3,179,308 $3,205,987
Natural resources 926,393 867,797 923,375
Other 45,553 50,113 110,501
Total revenues 4,660,261 4,097,218 4,239,863
COSTOF REVENUES
Engineering and construction services 3,758,612 3,267,171 3,103,202
Natural resources 906,672 949,506 912,803
Wiite-down of investment in certain coal mines — 211,578 —
Write-off of excess of cost over net assets of acquired’ :
businesses allocated to lead operations — 137,989 —
Other 44,141 81,666 133,882
Total cost of revenues 4,711,025 4,647,916 4,149,887
OTHERINCOME AND EXPENSE
Corporate administrative and general expense 32,532 34,652 46,361
Gain on sale of common stock of St. Joe Gold Corporation (24,102) — —
Gain on sale of Irvine facility {37,779 {78,834) —_
Interest expense (net of capitalized interest of $2,364, $2,645 and :
$12,822, respectively) ' 72,552 11,777 91,561
Interestincome (24,241) (26,814) (35,872)
Total costs and expenses 4,729,987 4,688,697 4,251,937
LOSS FROM CONTINUING OPERATIONS BEFORE
INCOME TAXES {69,726) {591,479) (12,074)
INCOME TAX BENEFIT 41,700 37,807 5316
LOSS FROM CONTINUING OPERATIONS (28,026) (553,672) (6,758)
DISCONTINUED OPERATIONS
Earnings (loss) from operations (net of income tax benefit
(expense) of $11,160, $3,943 and $(16,753), respectively) (8,070) (12,424) 7,766
Loss on disposal of discontinued operations (net of income tax
benefit of $20,650 and $27,050, respectively) (24,347) (50,867) —
EARNINGS (LOSS) FROM DISCONTINUED OPERATIONS (32,417) (63,291} 7,766
EARNINGS (LOSS) BEFORE EXTRAORDINARY ITEM (60,443) {616,963} 1,008
Extraordinary item— premium on early extinguishment of debt
(net of income tax benefit of $14,508) — (16,361) —
NET EARNINGS (LOSS) $ (60,443)  $(633324) $ 1,008
EARNINGS (LOSS) PER SHARE
Continuing operations 8 (.35) $  {7.00) $ {.09)
Discontinued operations (.41) (.80) 10
Extraordinary item — (.21) —
Net earnings (loss) $ (.76) $  (8.01) $ 01
SHARES USED TO CALCULATE EARNINGS
(LOSS) PER SHARE 79,248 79,054 79,057

See Notes to Consolidated Financial Statements.

a3
o}

DR 2801132



CONSOLIDATED
. BALANCE SHEET

$in thousands/at October 31,

ASSETS

CURRENTASSETS

Cash and short-term investments $ 96,331 $ 50,702
Notes receivable 13,528 151,246
Accounts receivable 340,368 - 350,906
Income taxes receivable 102,000 —
Contract work in progress 185,739 268,788
Net assets held for sale 12,830 37,101
Inventories 148,106 173,436
Other current assets 23,236 25,058
Total current assets 922,138 1,057,237
PROPERTY, PLANT AND EQUIPMENT —AT COST
Land 52,989 53,187
Buildings and improvements 228,022 219,432
Machinery and equipment 814,333 794,803
Mining properties and mineral rights 760,436 744,366
Drilling and marine equipment — 138,706
Construction in progress 19,069 15,774
1,874,849 1,966,268
Less accumulated depreciation, depletion and amortization 573,028 532,946
Net property, plant and equipment 1,301,821 1,433,322
OTHER ASSETS
Excess of cost over net assets of acquired businesses, net of accumulated ,
amortization of $47,610 and $43,446, respectively 230,632 231,751
Other 110,802 68,048
Total other assets 341,434 305,805
$2,565,393

$2,796,364

G
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A s

*Fiuor Corporation

i~
(o)

o : 1986 1985
LIABILITIES AND SHAREHOLDERS  EQUITY
CURRENT LIABILITIES
- Accounts and notes payable $ 261610 $ 367,962
Advance billings on contracts 62,261 78,521
Accrued salaries, wages and benefit plan liabilities 83,030 97,482
Other accrued liabilities 206,130 228,640
Current portion of long-term debt 14,667 39,698
Commercial paper to be retired with proceeds from asset sales — 66,567
Income taxes currently payable 25,486 111,054
Deferred income taxes 3613 30,774
Total current liabilities 656,797 1,020,698
LONG-TERM DEBT DUE AFTER ONE YEAR 519,439 259,064
OTHER NONCURRENT LIABILITIES
Deferred income taxes 93,334 121,237
Deferred income 133,888 157,485
Other 211,695 203,976
Total other noncurrent liabilities 438,917 482,698
CONTINGENCIES ANDCOMMITMENTS
SHAREHOLDERS EQUITY
Capital Stock
Preferred—authorized 20,000,000 shares without par value, none issued
Common—authorized 150,000,000 shares of $.62V par value; issued and
outstanding in 1986—79,271,954 shares and in 1985—79,138,897 shares 49,545 49,462
Additional capital 1,070,845 1,069,624
Deficit (160,022) (67,878)
Unamortized executive stock plan expense (6,736) (9,429)
Cumulative transiation adjustments {3,392) -(7,875)
Total shareholders’ equity 950,240 1,033,904
$2,565,393 $2,796,364
See Notes to Consolidated Financial Statements.
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: "$in ﬂmusands/Year ended Octuber 3,

'cou'souuA'ren TAT‘EMENTf Fluor Corporation
OF CHANGES IN » e i

FINANCIAL POSITION f

1986

T 988

FUNDS PHOVI”DED FROM OPERATIONS

$ (6,758)

Loss from continuing operations $ 128,026) $(553,672)
Depreciation, depletion and amortization 123,386 150,786 139,747
Interest expense, net of tax 39,178 60,360 43,443
Deferred income taxes {7,763) (99,169) (129,202)
Gain on sale of Irvine facility, net of tax {27,079) {55,720) —_
Gain on sale of common stock of St. Joe Gold Corporation {24,102) — —
Amortization of deferred gain on asset sales {23,597) {7,822) (1,000)
Write-down of investment in certain coal mines — 211,578 —
Write-off of excess of cost over net assets of acquired businesses — 137,989 —
Other items, net 1,622 3,570 {4,317)
Funds provided from (used by) continuing operations 53,619 (152,100) 47,913
Earnings (loss) from discontinued operations {32,417) {63,291) 1,766
Depreciation, depletion and amortization 5,864 49,450 55,365
Deferred income taxes {47,301) (42,614) 8,752
Interest expense, net of tax 1,213 2,126 2,887
Funds provided from (used by) discontinued operations {72,641) {54,329) 74,770
Funds provided from (used by} operations {19,022) {206,429) 122,683
Net decrease {increase) in operating working capital (85,305) 72,909 (149,301)
Net funds used by operations {104,327 {133,520) (26,618)
PAYMENTS TO INVESTORS
Cash dividends paid {31,701) (31,561) (47,281)
Interest expense, net of tax (40,391) (62,486) (52,330)
Total payments to investors {72,092) (94,047) {99,611)
INVESTMENT ACTIVITIES
Additions to property, plant and equipment {91,619) {121,216) (285,514)
Net book value of property, plant and equipment sold or retired

{excluding Irvine facility) 104,296 630,455 131,179
Proceeds from sale of Irvine facility, net of tax 27,079 227,460 —_
Proceeds from sale of common stock of St. Joe Gold Corporation 35,700 — —
Decrease in net assets held for sale 24,211 3,042 86,960
Decrease (increase) in noncurrent notes receivable {50,281) {71) 16,326
Other, net 7,205 25,624 (1,211) -
Net funds provided (utilized) by investment activities 56,651 765,294 (52,320)
FINANCING ACTIVITIES
Issuance of long-term debt 264,983 158,600 317,755
Reduction of long-térm debt {4,608) {624,313) (312,985)
Netincrease {decrease} in borrowings due currently {94,978) {44,593) 67,708
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 165,397 {581,667) 127,478
Increase (decrease) in cash and short-term investments 45,629 (43,940} {51,071)
Cash and short-term investments at beginning of period 50,702 94,642 145,713
Cash and short-term investments at end of period $ 96,331 $ 50,702 $ 94,642

See Notes to Consolidated Financial Statements.

DR 2801135



CONSOLIDATED STATEMENT Fluor Corporation
OF SHAREHOLDERS  EQUITY
L

° Unamortized
Retained Executive Cumulative

$in thousands, except per share amounts/ Common Additional Earnings Stock Plan Translation
Year ended October 31, 1984, 1985 and 1986 Stock Capital (Deficit) Expense  Adjustments Total
BALANCES AT
NOVEMBER 1, 1983 $49,217  $1,065431 §$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) o (3,285) {5,122)
Translation adjustmentfor the period (3,939) (3,939)
BALANCES AT
OCTOBER 31, 1984 49,341 1,067,549 597,007 {10,310) (7,224) 1,696,363
Netloss (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)
BALANCES AT
OCTOBER 31, 1985 49,462 1,069,624 (67,878) {9,429) (7,875) 1,033,904
Net loss (60,443) _ (60,443)
Cash dividends ($.40 per share) (31,701 {31,701)
Exercise of stock options—net 67 991 1,058
Amortization of executive stock plan

expense 3,003 3,003
Issuance of restricted stock—net 16 230 (310) (64)
Translation adjustment for the period 4,483 4,483
BALANCES AT
OCTOBER 31, 1986 $49,545  $1,070,845 $(160,022)  $ (6,736) $(3,392) $ 950,240

See Notes to Consolidated Financial Statements.
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 NOTES TO CONSOLIDATED _ FluorCorporation.
" FINANCIAL STATEMENTS -

MAJOR ACCOUNTING PRINCIPLES OF CONSOLIDATION
POLICIES 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
jointventures. The company consolidates its 50 percent proportionate
share of the accounts of Massey Coal Company. All significant intercom-
pany transactions are eliminated.

Certain 1985 and 1984 amounts have been reclassified to conform with
the 1986 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 estimated contract
costs, and on manhours incurred to date compared with total estimated
manhours for the construction of certain power plants. Contracts are
segmented between engineering and construction efforts and, accord-
ingly, gross margin related to each activity is recognized as those sepa-
rate services are rendered. Changes to total estimated 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 contract work in progress. Itis anticipated that the
incurred costs associated with contract work in progress at October 31,
1986, will be billed and collected in 1987. Amounts received from clients in
excess of revenues recognized to date are classified as current liabilities
under advance billings on contracts.

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 substantially all surface mine
development and initial underground installations, are capitalized in
mining properties and charged to expense over periods approximating
the life of the mine, on the straight-line method for base metals and on the
unit-of-production method for precious metals. Subsequent maintenance
and underground development expenditures are charged to expense as
incurred.

Coal—Development costs of specific coal properties, when expected
to be significant, are capitalized in mining properties and charged to
expense on the unit-of-production method. ’

DEPRECIATION AND AMORTIZATION

Depreciation of assets other than mining properties and mineral rights
is provided using principally 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
costover net assets of acquired businesses is being amortized on the
straight-line method, primarily over 40 years.
E
INCOME TAXES
Deferred income taxes are provided for items recognized in different
periods for financial and tax reporting purposes. Such timing differences
include the use of the completed-contract method of accounting for cer-
tain contracts, capitalized interest, accelerated depreciation, various
accruals and deferred gains on property sales.

Investment and other tax credits are applied as a reduction of the

DR 28011 37 provision for federal income taxes under the flow-through method of y
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EARNINGS (LOSS) PER SHARE

Earnings (loss) per share are based on the weighted average number of
common and common equivalent shares outstanding in each period.
Common equivalent shares include the potential dilution from the exer-
cise 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. Changes in
the cumulative transiation adjustments were as follows:

$in thousands/Year ended October 31, 1986 1985 1984
Balance at beginning of year $(7,875)  $(7,224) $(3,285)
Translation adjustments 8,301  (1,421)  (7,294)
Deferred income taxes on transiation adjustments {3,818) 770 3,355
» Balance at end of year $(3,392) $(7,875) $(7,224)

o

CONSOLIDATED STATEMENT  The company utilizes a cash flow format to present its Consolidated

OF CHANGES IN Statement of Changes in Financial Position. Funds provided or used by

FINANCIALPOSITION operations include the effects of current and noncurrent deferred in-

come taxes and exclude interest expense, net of tax. Short-term borrow-
ings have been reflected as part of financing activities and interest
expense, net of tax, has been reflected 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/Year ended October 31, 1986 1985 1984

Decrease {increase) in: - .
Notes, accounts and income taxes receivable $ 46,25  $ (63,268) $ (17,242)
Contractwork in progress and inventory 108,379 (37,323 {7,413)
Other current assets 1,822 22,252 6,747

Increase (decrease) in:
Accounts payable and accrued liabilities (139,934) 174,600 (99,487)
Advance billings on contracts (16,260) 968 (65,886)
Income taxes currently payable (85,568) (24,320 33,990

Net decrease (increase) in operating working capital  $ (85305) § 72,909  $(149,301)

T

ERR INVENTORIES Inventories comprise the following: o
. $in thousands/at October 31, 1986 1985
) } R Coal, metals and processed minerals $ 77335 $102428

S Supplies and other 70,771 71,008

é Total $148,106  $ 173,436

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.

RETIREMENT BENEFITS Certain subsidiaries of the company have noncontributory defined bene-
fit plans. Under these plans payments to retired employees are generally
based upon their length of service and a percentage of qualifying com-
pensation. These plans are generally funded at the minimum annual
amount required by applicable regulations.
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“RETIREMENT BEN
contmued Er

$in ﬁmusandsiYear ended October 31,

et periodic pensmn cost mcludes the followmg compunents. :

: ervice costs-—beneflts earned during the period $ 6,832

; Interest cost on pm;ected benefit obligation 14,462
' Netamortization and deferral 22,572
“ Less—income and gain on assets invested (33,777}
Net periodic pension cost 4,089
Early retirement program cost 2812

Pension expense $ 6901

The following assumptions were used in the determination of net periodic
pension cost:

- Discountrates 8-9 %
Rates of increase in compensation levels 5-1%%
P _Expected long-term rate of return on assets 8-9 %

The company adopted Statement of Financial Accounting Standards
No. 87 “Employers’ Accounting for Pensions” in 1986. The effect of this
" “-change was to decrease net pension expense approximately $2,900,000
for the year ended October 31, 1986. Pension expense for defined benefit
_ plans was $9,300,000, and $10,500,000 for 1385 and 1984, respectively.
- The following table sets forth the funded status of the defined benefit
lan 5 ‘ - S w . . : ~

86 198

in thousands/at October 31,
ctuanal presemvalue of benefit obhgatmns Tl I
Vested benefit obligation - - - $ 141,355 © $131,901

onvested benefit obligation 79,784 8024
ccumulated benefit obhgatmn $151,133 . $ 140,925 :
'Flan assets atfalr values (pnmarr!y hsted stocks and ‘ o e
bonds) 4 . $217,748 ~ $184,474
s Pm]ected benefit obligation 184,125 170,537
: ' Plan assets in excess of projected benefct obhgatmn 33,623 13,937
: _’Unrecognlzed net(gain) loss : (21,648) —
_ Unrecognized net asset at implementation {18,983} {20,259)
- 3 ension liability recognized in the Consolidated Balance = . L
‘ " Sheet : $ (7.008) $ 6322) _

Massey Coal Company participates in multiemployer defined benefit
pension plans for its union employees. Pension expense related to these
- plans was $1,000,000, $900,000, and $4,200,000 in 1986, 1985 and 1984,
e respectively.

The company also sponsors defined contribution retirement plans
covering eligible employees. Contributions are based on a percentage
of employees’ compensation. Expense recognized for these plans
approximated $36,400,000, $39,800,000 and $40,300,000 in 1986, 1985 and
1984, respectively.

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.
These costs were $3,500,000 and $3,000,000 for 1986 and 1985,
respectively.
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LONG-TERM DEBT

DISCONTINUED
"~ OPERATIONS

During the fourth quarter of 1986, the company adopted a plan to dispose
of its drilling services segment. During November 1986, the operation
was sold for $17500,000, $7,500,000 in cash with the balance payable in
equal installments over the three years ending in 1994. Revenues from
drilling operations were $18,400,000, $71,200,000 and $61,900,000 in 1986,
1985 and 1984, respectively. :

During 1985, the company adopted a plan to dispose of its oil and gas
segment for an aggregate sales price of $270,000,000. The company com-
pleted the disposition of this segment during 1986. Revenues from oil and
gas operations were $84,900,000 and $99,400,000 in 1985 and 1984,
respectively.

The following table summarizes the earnings (loss) from discontinued
operations:
$in thousands/Year ended October 31, 1986 1985 1984

Earnings (loss) from operations:
Oil and gas (net of income tax expense of $11,750 in

1985 and $19,353 in 1984) $§ —  § 71187 811,368
Drilling services (net of income tax benefit of $11,160,
$15,693 and $3,206, respectively} (8,070)  (19611)  (3,602)

(8,070) (12.424) 1,766

Loss on disposal:
Oit and gas {net of income tax benefit of $27050} — (50,867} —
Drilling services (net of income tax benefit of $20,650) (24,347) —_

Earnings (loss) from discontinued operations $(32417)  $(63291) $ 7,766
i ]

Long-term debt comprises:

$in thousands/at October 31, 1986 1985

Poflution control and industrial revenue bonds, 6% to 8.9%, due in

varying amounts from 1989 through 2013 {net of unamortized '

discount of $7,290 and $7,788, respectively) $114,289  $113,791
Notes, effective interest rate 9.7%, due in 1993 100,000 —
Swiss Franc financing, with a currency exchange agreement fixing

the repayments in U.S. dollars at an effective interest rate of

9.3%, due in 1993 90,964 —
Deutsche mark financing, with a currency exchange agreement

fixing the repayments in U.S. dollars at an effective interest rate

0f 9.5%, due in 1996 74,019 —
Notes, effective interest rate 124%, due in installments through

1998 (net of unamortized discount of $8,651 and $9,631,

respectively) 51,389 50,369

Eurodollar zero coupon debentures, effective interest rate 14%,

due in 1930 (net of unamortized discount of $18,988 and $23,101,

respectively 32,47 28,358
Serial zero coupon notes, effective interest rate 14.3%, due in

installments through 1983 (net of unamortized discount of

$6,815 and $10,515, respectively} 25,680 29,480
Term loans, 9.3%, due in instaliments through 2000 25,100 26,800
Secured credit agreement, 1% above LIBOR — 21,250
Other notes and mortgages 20,234 28,714

534,106 298,762
Less: Current portion 14,667 39,698
Long-term debt due after one year $519,433  $259,064

Maturities relating to long-term debt are as follows for the years ending
October 31: 1988, $17,400,000; 1989, $21,800,000; 1990, $43,500,000; and
1991, $8,100,000.
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Pollution controi bonds of $38,100,000 are subject to sinking fund install-
ments commencing in 1989. $73,100,000 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.

At October 31, 1986, the company had long-term lines of credit with
banks from which it may borrow up to a maximum of $325,000,000 under
revolving lines of credit which convert to four-year term loans. Subse-
quentto October 31, 1986 the company lowered its long-term lines of
credit to $230,000,000. The company may use these lines of credit to sup-
portcommercial paper borrowings and unsecured promissory notes.
Commitment fees are paid on unused portions of these lines. At October
31, 1986, no amounts were outstanding under these lines. At October 31,
1986, the company had $122,600,000 in unused short-term 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. All long-term debt
(including current portion} outstanding at October 31, 1986 bears interest
at fixed rates. '

The net book value of assets securing long-term debt of $50,300,000
was approximately $22,400,000 at October 31, 1986.

During 1985, the company utilized a major portion of the cash proceeds
from asset sales to extinguish long-term debt prior to scheduled maturi-
ties. A total of $304,800,000 of long-term debt was extinguished prior to
scheduled maturities at a net after-tax premium of $16,361,000. This pre-
mium is classified as an extraordinary item in the 1985 Consolidated
Statement of Operations.

During 1985, the company completed an “in-substance defeasance”
on $63,100,000 of 14% Eurodoilar notes by placing in an irrevocable trust
$72,900,000 of U.S. government securities to be used solely for satisfying
scheduled payments of both interest and principal on the notes. During
September 1986 the notes were redeemed.

The income tax benefit {expense) on loss from continuing aperations in
the Consolidated Statement of Operations is as follows:

$in thousands/Year ended October 31, 1986 1985 1984
Current .
Federal . $66,363 $ (74,610) $ (95,324)
Foreign (34,981)  (16,559) (13,873)
State and local (8,246) {11,304) (13,288)
Total current 23,136 (102,473)  {122,485)
Deferred
Federal 9,396 144,034 143,007
Foreign 5,999 (8,636) (19,371)
State and local 2,669 4,882 4,165
Total deferred 18,564 140,280 127,801
Total income tax benefit $41700 $ 37807 $ 5316



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

$in thousands/Year ended October 31, 1986 1985 1984
Statutory federal income tax benefit at 46% $32,074  $272,080 $ 5,554
Reductions (increases) in taxes resulting from:
Capital gain rate differential 13,210 18,022 589
Nontaxable gain on sale of St. Joe Gold common : )
stock 11,087 — —
Effect of foreign tax rates (9,989)  {12,386) (684)
Amortization and write-down of property,
plantand equipment bases differences (8,314} {47,092 (8,798)
Earnings (losses) without tax effect 1,187 (85,540) {1,205)
Depletion 7,088 506 6,363
Indefinitely reinvested foreign earnings (7,000) —_ 5,267
Investment and other tax credits 5312 2,461 4121
Amortization and write-off of excess of cost
over net assets of acquired businesses (3,142) (84,132) (5,069)
State income taxes (1,392) (4,093} (3,019)
Accruals without tax effect {1,003) {14,486) 1,947
Safe harbor tax leases — -— 1,260
Other—net (3,928) (7,533) (1,010)
Total $41,700  $ 37,807 $5,316

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

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

$inthousands/Year ended Octoher 31, 1986 1985 1984
Residual tax on undistributed foreign

earnings $14,652 $ (4877 $ (3,635)
Accruals not currently reportable for tax

purposes 1,776 27,202 1,094
Use of different methods of accounting

for construction contracts {4,033} 91,664 152,321
Accelerated depreciation (3,789) 9,019 {6,831}
Depreciation, depletion and amortization '

of natural resource properties 3,710 {2,976) (11,894)
Deferred gains on property sales 811 16,745 {1,514)
Capitalized interest 107 10,870 (3,378)
Other—net (670) {7,567) 1,638
Total $18,564 $140,280 $127,801

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

$in thousands/Year ended October 31, 1986 . 1985 1984
United States $(112,630) $(604,790) $(77,063)
Foreign 42,904 13,31 64,989
Total $ (69,726) $(591,479) $(12,074)

Residual income taxes have not been provided on approximately
$42,200,000 of undistributed earnings of certain foreign subsidiaries at
Octoher 31, 1986 because the company intends to reinvest these earnings
indefinitely.
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LEASE
OBLIGATIONS

PROVISION FOR LOSSES
ON REVALUATION OF
LEAD AND COAL .
OPERATIONS

“*_;ableto reducefuturefederaimcometaxes If not used, the credits will

Furesgn tax credlt carryforwards of approxxmately 535 900 000 are avail

pire as follows: 1987, $300,000; 1988, $10,200,000; 1989, $14,000,000; 1990
none; and 1391, $11,400,000.

The Internal Revenue Service {IRS) has completed its examination of
the company's federal income tax returns for the fiscal years 1977 through
1979 and those of St. Joe Minerals Corporation through August 3, 1981,
the date of acquisition by the company. The company is contesting
certainissues raised by the IRS. Examinations of fiscal years 1980 through
1983 have commenced and no material adjustments have yet been pro-
posed by the IRS. Management believes that the resolution of all tax
issues will not have a material adverse effect on the company's consoli-
dated financial position or results of operations.

Maost of the provisions of the Tax Reform Act of 1986 are not applicable
to the company until fiscal year 1988. The new tax law is not expected to
have a material effect on the consolidated financial position or resuits of
operations of the company. Further, the Proposed Statement of Financial
Accounting Standards—"Accounting for Income Taxes” would not re-
quire material adjustment to the company’s deferred income tax liabilities.

Total rental expense amounted to $33,000,000, $81,600,000 and $61,100,000
in 1986, 1985 and 1984, respectively. The company’s lease obligations
relate primarily to engineering and office facilities, data processing
equipment, equipment used in connection with long-term construction
contracts and other personal property. The company was obligated
under noncancellable leases for minimum rentals as follows:

Present
$in thousands/at October 31, 1986 Gross Value*
1987 $ 81564  $ 81,564
1988 79,921 - 72,656
1989 71,936 59,497
1990 64,356 48,802
1991 58,202 39,752
Thereafter 517,132 182,129
Total $873,71 $484,400

*The present value of lease obligations is presented as supplementary information to reflect
the impact on future lease commitments of the time-value of money, using a discount rate of
ten percent.

During 1985, the company reviewed the long-term business prospects of
the lead business. Based on the deterioration in lead sales and operating
profits since the acquisition of St. Joe in 1981 and prospects for 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 investmentin certain
Massey Coal Company mines to net realizable value, resulting in a charge
to operations of $212,000,000, consisting of reductions in property carry-
ing values, provisions for disposal and a write-off of the allocated good-
will. The company is continuing to pursue disposition of certain of these
mines. Based upon further review of mines identified in 1985 for disposal,
adecision was made in 1986 to retain certain of these mines and, accord-
ingly, provisiens for disposal of $17,000,000 were reversed and are includ-
ed in 1986 results of operations.
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"STOCK PLANS

e
SALE OF ASSETS

The company has five executive stock plans, the 1971 Fluor Stock Optm

- Plan, the 1977 and 1981 I

tive Stock Option Plan, a 7
Plan, assumed on the date of the acqursmon of St Joe These plans pro- :
vide for grants of nonqualified or incentive options at prices equal to the L
fair market value of the company’s common stock at the date of grant. .~
The 1977 and 1981 Plans also provide for rights to acquire shares under
restricted stock agreements at $.33'; per share under the 1977 Plan and
atno charge under the 1981 Plan. Upon termination 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, 1986, a total of 1,407,358 restricted shares had been awarded
and a total of 18,925 shares were available for award as restricted stock.
In addition, the company has the 1979 and 1980 Fluor Stock Apprecia-
tion Rights Plans. On exercise, the holder of the rights receives the ex-
cess 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 inmarket value are
accounted for currently as compensation expense.
Options and stock appreciation rights are generally xe crsable one e
year after the date of grant or in installments oftwenty-frve percent per
year commencing one year from the date of grant. All options expire ten
years after the date of grant. ~
With respect to grants under St.Joe’s 1972 Plan, the optionee can elect
to receive, in lieu of any or all shares, any combmatton of cashfand shares
having an aggregate value equal to the excess of market
underlying shares over the opnon price’ thereof :
The following table summanzes stock option and stock appreciation
rrghts (”SAR") actwsty -

. PerRight

" Shares - PerShare
Outstanding at October 31, 1984 2343891 0§ 6-37 ’ 448919 81734
Granted 1,074,117 16-17 420826 - 16-18
Expired or cancelled {94,812 17-34 (20,932) 17-34
Exercised (246,141) 6-18 (1,825) 18
Olltstandlng at October 31, 1985 3,077,655 11-37 -+ 846,988 16-34
Granted* 885,053 13-16 584,515 13
Expired or cancelled* (1,198,723) 11-37  {658,155) 16-34
Exercised (129,095) 1-22 (4,549) 18
Outstanding at October 31, 1986 2,634,890 $11-34 768,799 $13-34
Exercisable at:
October 31, 1985 4 1,835,557 $11-37 286,116 $17-34
October 31,1986 1,758,691 $11-34 195,208 $13-34
Available for grant at:
October 31, 1985 622,956 185,661
October 31, 1986 872,093 259,301

*Includes 882,053 shares and 584,515 SARs cancelled in 1986 at prices ranging from $16 to
$34, all of which were regranted at $13.

During 1985, the company completed sale and leaseback transactions
forits Irvine, California headquarters and engineering center facility for
$305,000,000, its Sugar Land, Texas engineering center for $161,000,000,
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SALE OF ASSETS
continued

CONTINGENCIES,
COMMITMENTS AND
RESTRICTIONS

]
SUBSEQUENT EVENT

OPERATIONS BY ..
BUSINESS SEGMENT AND
GEOGRAPHIC AREA

NOTES TO CONSOLIDATE!

- its enginéeriﬂg facility in Greenville, South Carolina for $43,000,000 andits

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
was included in the results of operations for the year ended October 31,
1985. The remainder of $123,000,000 is being recognized over the lease-
back period. In 1986 the company recognized an additional pretax gain of
$38,000,000, relating to the completion of the Irvine facility sale.

During the fourth quarter of fiscal 1986, the company sold its real
estate subsidiary, Daniel Realty Carporation {DRC), to DRC's management
for $21,000,000, resulting in a pretax gain of $2,000,000.

The company is contingently liable for commitments 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, 1986, $480,000,000 of net assets of subsidiaries, including
$72,000,000 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 all parties prior to the transfer of joint venture assets.
f i . ‘

Effective November 1, 1986, the company contributed all of the assets
of its domestic lead business to a joint venture with Homestake Mining
Company. The joint venture, named The Doe Run Company, is owned
57.5% by Fluor and 42.5% by Homestake.

Under the terms of the joint venture agreement, Fluor's net asset in-
vestment in its domestic lead business at November 1, 1986 of approxi-
mately $414,000,000, including $25,000,000 of working capital, will be
restricted from distribution without the consent of the partners.

The engineering and construction business segment includes the sub-
sidiaries engaged in the design, engineering, procurement, construction
and maintenance of complex facilities for industrial, commercial, utility,
natural resource, energy and government clients. The coal business seg-
ment consists of the company’s interest in Massey Coal Company. The
metals business segment includes the subsidiaries engaged in the min-
ing and processing of lead, zinc, gold and other metals. Grouped in other
are those businesses that comprise less than 10 percent of the revenues,
operating profits and identifiable assets of all business segments
combined.

Identifiable assets are those tangible and intangible assets used
in the operation of each of the business segments and gecgraphic areas.
Carporate assets are principally cash, short-term investments and
receivables.

Sales to customers in foreign countries from domestic operations com-
prise less than 10 percent of total revenues in each of the last three years.
Contracts with one major customer accounted for $573,800,000 or 16
percent of 1986 engineering and construction revenues. In 1985 and 1984
no single customer accounted for more than 10 percent of total revenues.
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OPERATIONS BY

Operating Profit {Loss)

BUSINESS SEGMENT Revenues

$in millions 1986 1985 1984 © 1986 1985 1984
Engineering and Construction $3,688.3 $3,1793 $3,206.0 $(75.6) $ (84.9) $946
Coal 5169 475.1 489.6 493 (223.0)t 14.8
Metals 4095 3927 433.7 (25.4) {203.8)b) (3.9
Other 456 50.1 110.6 1.0 (28.9) - (16.1)
Continuing operations $4,660.3 $4,087.2 $4,239.9 $(50.7) $(540.6) $894

Identifiable Assets Capital Expenditures

Depreciation, Depletion
and Amortization

$in millions 1986 1985 1984 1986 1985 1984 1986 1985 1984
Engineering and Construction $ 5823 $ 6796 § 9490 $256 $ 141  $ 844 $213 $271  $304
Coal 789.8 8035 999.7 269 214 83.6 313 48.0 42.8
Metals 340.9 989.3 1,2085 352 36.6 56.2 61.4 66.3 63.1
Corporate and Other 2396 98.5 168.8 34 18 5.5 3.4 9.4 34
Continuing operations 2,552.6 2,570.8 3,326.0 911 85.9 2297 1234 150.8 139.7
Discontinued operations 128 2255 565.6 5 353 55.8 59 494 55.5
$2,565.4 $2,7964  $389156 $916  $121.2  $2855 $1293  $2002  $195.2
OPERATIONS BY
GEOGRAPHIC AREA Revenues Operating Profit {Loss) Identifiable Assetslc}
$in millions 1986 1985 1984 1986 1985 1984 1986 1985 1984
United States $3,945.0 $33974  $3,256.8 $(79.4) $(528.1) $458 $2,062.2 $2,2849 33,1414
Middle East 916 1065 293.1 3 12 87 59.6 54.0 989
South America 1389 125.7 155.1 316 107 39.1 312.2 272.7 3044
Africa 579 83.0 97.1 27 {22.8) {4) — 425 61.6
Europe 304.9 269.3 2340 16 (17.9) (.9) 738 93.9 1414
Other 1220 1153 2038 (7.5) 16.3 (3.0) 57.6 484 143.9
$4,660.3 $4,097.2  $4,2399 $1(50.7) $(5406) $89.4 $2565.4 $2,7964 $3,891.6

talincludes a charge of $212,000,000 consisting of reductions in property carrying values, a
provision for disposal of certain coal properties and a write-off of the allocated goodwill.

(biincludes a charge of $138,000,000 relating to the write-off of goodwill allocated to lead

operations.

(clldentifiable assets of discontinued operations by geographic area are included in the

United States.

The following table reconciles business segment operating profit {loss)

with the loss from continuing operations before income tax:

1985 1984

$in millions/Year ended October 31, - 1986
Operating profit{loss) from continuing operations $(50.7) $(540.6) 5894
Interest—net (48.3) (85.0) (55.7)
Gain on sale of Irvine facility 378 78.8 —
Gain on sale of St. Joe Gold common stock 24.1 — —
Minority interests (3.5) (2.8) (7.1
Corporate administrative and general expense (32.5) (34.7) (46.4)
Other items, net 34 (7.2) 1.1
Loss from continuing operations before

income tax $(69.7) $(591.5) $(12.1)
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: Sharehbl‘dérs
Fluor Corporation

~ been preparedin conformrty with generally accepted accountlng prmcr /
ples, which have been applied on a consistent basis, and management T
believes that they present fairly the company’s consolidated financial
position and results of operations. The integrity of the information pre-
sented in the financial statements, including estimates and judgments -
relating to matters not concluded by fiscal year end, is the responsibility
of management. To fulfill this responsibility, an accounting system and
related systems of internal 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 and tested and
evaluated by the mdependent audttors in connectlon with their annual

audit. : .
The Board of Dlrectors pursues lts responsabmty for flnancral mforma-'
tion and review through an Audit Committee of Directors who are not "
employees. The internal auditors and the independent auditors have full
and free access to the Committee. Periodically the Committee meets with
them without management present to discuss the results of their examl-
nations, the adequacy of lntemal accounting controls and the quallty :
ofﬂnanc:a! reporting.
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We have examined the accompanying consolidated balance sheet o
Fluor Corporation at October 31, 1986 and 1985, and the related consoli-
_ dated statements of operations, changes in financial position and share-
*holders’ equity for each of the three years in the period ended October 31,
1986. 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 consid-
ered necessary in the circumstances. The accounts of Massey Coal
Company, a 50% owned joint venture, were examined by otherindepen-
dent auditors; insofar as our opinion on the consolidated financial state-
ments relates to such assets and operations, which constituted 19% and
11% in 1986, 17% and 11%in 1985 and 14% and 11% in 1984 of consolidated
assets and revenues, respectively, itis based solely on their reports.

In our opinion, based on our examinations and the reports of other in-
dependent auditors, the accompanying consolidated financial statements.
present fairly the consolidated financial position of Fluor Corporation at
i October 31, 1986 and 1985, and the consolidated results of operations and

' changes in financial position for each of the three years in the period
ended October 31, 1986, in conformity with generally accepted accounting
principles applied on a consistent basis during the period.

Orange County, California |
December 5, 1986

Fluor Corporation
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MINERAL RESERVES AND
OPERATING STATISTICS
unaudited ' ‘

Information relating to mineral reserves and miuing, production and realized product prices follows:
; : o 1986 1985

Short tons and troy United United
aunces in thousands States Argentina Chile(h States Argentina Chile(h

Reserves {tons)ti
Lead 62,302(a} 62,573la)
Zinc 3,771 4,147(b)
Iren Qre 183,468(a) 184,643(a)
Metallurgical Coal 92,749(b/c) 160,927(b/c)
Steam Coal 444,158(b/c} 375,497(b/c)
Foreign Milling Ore 5,237 6,102(b) 5,305(6) 5,1781b}
Direct Smelting Ore 51(b) 42(b)
Heap Leach Ore 3,106(b)

Average Grade of Ore Reservesle
Lead 49 5.6 5.0 5.7
Zinc 127 13 13.6 71
Iron Ore 55.5 55.5
Copper 45 48
Direct Smelting Ore— Silver 34 4.1
Direct Smelting Ore-—Gold 5.3 45
Foreign Milling Ore— Sitver 35 28 36 3.2
Fareign Milling Gre—Gold 2 0.3
Heap Leach Ore—Goid 1

Ore Milled (tans)
Lead 3,573 3,536
Zinc 283 586
Iron Ore 1,532 1,982
Foreign Milling Ore 642 708 636 666

Metal Content of Concentrates

Produced {tons)if)
Lead 187 30 173 29
Zinc 56 37 72 35
Iron Ore 666 800
Copper 20 19
Direct Smeiting Ore—Silver 57 81
Direct Smelting Ore—Gold 104 125
Foreign Milling Ore— Silver 1,608 1,006 1,448 914
Foreign Milling Ore— Gold 177 170

Coal Produced (tons}ic!
Metallurgical 2,175 i 1,730
Steam - = 9,342 : 7,795

Average Realized Prices (per ton)
Lead Metal $387 $377
Zinc Metal 675 816
Zinc Concentrates $207 $191
SRR Iron Ore Pellets 30 32
Lead Concentrates $330t9) $328(9)
Copper Concentrates
Metallurgical Coal 35 39
Steam Coal $ 37 $ a4
Gold/Silver Bearing Copper
Congentrates $ 440 $ 513
Dearsenified Gold/Silver Bearing
Copper Concentrates 859 946
Doré Bullion (per kilogram) 4,095 1,943
Direct Shipping Ore $1,500 $1,201

fal Proven.
(b} Proven and Probabie.

(c) Represents proportionate share of reserves and production of Massey Coal Company. Does notinclude proportionate share of reserves
related to the company’s 10 percent interest in Peabody Holding Company, which was sold in 1983.

(d) Represents proportionate share of reserves of joint venture. All of the company’s Australian mining operations were sold during the first
quarter of 1985.
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1984 1983 1982
United United

United

States Argentina Australiald)  Chileth) States Argentina Australialdt  Chileth) States Argentina Australialdl  Chileth)
63,188ta) 62,056} 62,294(a)
7.861() 8,378ei 10,063tb!
186,174(a) 187,888 196,484(a)
150,952(b/c) 99,083(b/c) 142,836(b/c)
380,897tb/c) 420,2531b/c) 386,188tb/c)
5,794(b} 808(a)  4,984(b) 6,2210) 1,296}  5,048(b) 6,494(b)  2,094(b)  4,694(0)
53(b) 661(b! 69tb)
5.0 6.0 28 5.0 58 29 ‘ 5.0 6.0 32
1.1 6.9 18 1.3 6.9 838 109 6.9 95
55.5 55.5 56.0
20 5.0 1.8 5.0 19 5.1
43 38 33
: 59 6.8 13
36 10 34 35 12 36 36 14 36
0.3 0.3 03
2,936 4,599 4,590
739 765 684
2,191 1,230 1,487
634 334 577 668 344 544 668 392 423
138 30 5 216 32 6 208 34 8
77 36 18 88 37 22 78 37 26
955 530 643
4 19 4 16 4 8
57 60 61
119 206 236
1,422 305 936 1,564 342 855 1,695 464 455
161 170 145
2,168 - 2,084 2,155
7,998 7,102 6,873
$494 $391 $520
950 772 746
o 4279 $208 $177 357t $197 $142 313le)  $232 $1n
: 33 R 25 32
- $570t0) 52 $580ta) 36 $501(g} 81
$132 $185 $184
40 43 48
f‘-\‘ $ 40 $ 33 $ 40
$ 589 $1,096 $1,427
1,178 1,939 2,607
3,795 2,905 3,668
$1,660 $2,930 $2,546

e P T

(e)Stated as % except silver and gold which are stated in troy ounces per ton.
(iStated in tons except silver and gold which are stated in troy ounces.
(giPrice reflects silver content in concentrates.

hReflects 100% of Chilean operations without deduction of minority interest.
(IDoes notinclude Yuba Placer Gold's 381,000 troy ounces of gold reserves or Brazilian tin reserves of approximately 10,000 tons.
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L DATA unaudited

The following is a suinmary of the quarterly results of operations:

First  Second Third

- , S . Fourth
1986 $inthousands, except per share amounts Quarter Quarter Quarter " Quarter
Revenues from continuing operations $1,181,821 $1,363,967 $1,048,693 $1,065,780
Gross margin {loss) (3,888} {535} (26,196) (20,145)
Earnings (loss) from continuing operations before income taxes 313 {18,190) {9,393) {42,456}
Earnings (loss) from continuing operations 1328 {9,518) 2,946 - {28,783}
Earnings {loss) from discontinued operations:

Operations (693) {2,102) (1,849) (3,426)
Disposai — - . (24,347)
Net earnings (loss) 6,636 {11,620} 1,097 (56,556)
Earnings (loss) per share: :
Continuing operations 09 (.12) 04 (.36}
Discontinued operations (.01) (.03) (.02) (.35)
Net earnings {loss} $ 08 $ {.15) $ 02 $ {71
First Second Third Fourth
1985 $inthousands, except per share amounts Quarter Quarter Quarterla) Quarter(d)
Revenues from continuing operations $ 908,452 $1,084,931 $ 958,017 $1,145,818
Gross margin (loss) (21,856) (26,822) (25972) - - (476,048)
Earnings (loss) from continuing operations before income taxes (55,275) (63,022} © 23,185 - {(496,367)
Earnings (loss) from continuing operations {35,037) (43,656) 16,874 (491,853)
Earnings {loss) from discentinued operations: . - ! L .
Operations o 2472 4,198 (1637) (17.458)
Disposal = — — L .
" Extraordinaryitem — = (6642) -
Net earnings {loss} {32,565} (39,457) 8595 |
Earnings {loss} per share: B )
 Continuing operations (.44) (55 21
- Discontinued operations 03 05 (o)
Extraordinaryitem © — — - (.08)

Net earnings (loss) ; $ (a4 $ (.50 LI § N | {7.21)

(aiThird Quarter 1985 earnings include a pretax gain of $78,834,000 resulting from the company’s sale of its Irvine, California headquarters and
engineering center facility. :

{bFourth Quarter 1985 results include pretax charges of $419,057,000 relating to the company's restructuring activities, $47,184,000 of pretax
nonrecurring adjustments and a lower than expected tax benefit on the loss from continuing operations.

COMMON STOCK AND DIVIDEND INFORMATION

“

The foliowing table sets forth for the periods indicated the
cash dividends paid per share of common stock and the
high and low sales prices of such common stock as reported

inthe C lidated T . R ting S Dividends M
inthe qnso idatea Iransactions eporting ystem. ) Per Share High Low
FISCAL 1986

First Quarter $.10 $16% $13%
Second Quarter 10 182 15
Third Quarter 10 19% 12
Fourth Quarter 10 15% 12

$.40

FISCAL 1985

First Quarter $.10 $19 $14%
Second Quarter 10 20 17%
Third Quarter 10 19% 16%
Fourth Quarter 10 18V4 13%

$.40
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Executxve 0fﬁcer(1965} ‘

Caroline L. Ahmanson
~ Chairman of the Board of Caroline =
Leonetti, Ltd., Directar of The Walt Drsney
Company {1985}

Hugh K. Coble
Group President, Fluor Daniet
International Operations (1984)

Peter J. Fluor
President of Texas Crude, Inc., oi and gas
production (1984)

William R. Grant
Chairman of the Board of MacKay-
Shields Financial Corporation (1982}

Robert L. Guyett
Senior Vice President and Chief Fmancxai
Officer {1987)

BobbyR. lnman s

Chairman and CEO of Westmark Systems
Inc., Admiral U.S. Navy (Retired) (1985)
Ahmed A. Juffali :

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

Sibrand Jurriaans &
Retired, former partner of P:erson
Heldring & Pierson, investme tand ;
commercial bankers (1964}

RobertV, l.mdsay

Retired, former Presrdent ufJ PMorgan
&Co., Incorporated and Morgan -

" Guaranty Trust Company of New York .~
: (1982) Eh L ;

Leslie G. McCraw
President and CEQ, Huor Dame( (\984)

Buck Mickel
Vice Chairman of the Board (1977)

Allen E. Puckett

Chairman and CEO of

Hughes Aircraft Company (1987)

Louis H. Wilson

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

John A. Wright

President and Chief Operating Officer
(1981)

Years in parentheses indicate the year
each director was elected to the Board
or the year each officer or executive
joined the company. Except as other-
wise indicated, all offices are of the
company.

47

Hugh K. Cable

Buck Mickel
John A. Wright

Audit Committee

William R. Grant, Chairman
Caroline L. Ahmanson
Peter J. Fluor

BobbyR. inman

Louis H. Wilson

Compensation Committee

Louis H. Wilson, Chairman
William R. Grant

Sibrand Jurriaans

Robert v Lmdsay

- Nommatmg Committee

*_David S. Tappan, Jr, Chairman .
““Peterd.Fluor ,

WilliamR. Grant

* . Ahmed A. Juffali

Sibrand Jurriaans

"~ Robert V. Lindsay B .

Louis H. Wilson

Robertl Guyett
- Leslie G. McCraw

- “David S. Tappan, Jr.
" Chairman of the Board and Chlef

Executive Officer (1952)

John A. Wright

President and Chief Operating Officer of
Fluor Carporation, and Chairman and CEQ
of St. Joe Minerals Corporation (1981)
Buck Mickel

Vice Chairman of the Board {1977}
Robert L. Guyett

Senior Vice President and Chief Financial
Officer (1987)

Nad A. Peterson

Senior Vice President and Secretary
(1967)

P Joseph Trimble

Senior Vice President—Law (1972}

Executive Operating Officers §
Leslie G. McCraw :
President and CEQ, Fluor Damel(1977)
Hugh K. Coble
Group President, lnternatmnal
Operations (1966) o
Geraid H. Glenn
Group President, Marketing and Saies
(e .
VincentL. Kontny
Group President, U. S Dperauons(‘t%s)
Jan P Powell

Presidentand CEOQ, Fluor Constructms
International, Inc. (1967)

Other Officers

Charles J. Bradley

Vice President—Human Resources and
Administration (1958)

James R. Byron

Vice President-Government Relations
(1963}

David R. Copley

Vice President and Treasurer (1975)
Lawrence N. Fisher

Vice President-Corporate Law (1974)
J.Robert Fluor i

Vice President-Corporate Relations
{1967} -

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)

James 0. Roilans

Vice President-Corporate
Communications (1982)

William D. Trammeil

Vice President-Project Finance {1968)
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PRINCIPAL SUBSIDIARIES

AND DIVISIONS

Engineering and Construction

[
Fluor Daniel

Daniel International Corporation
Greenville, South Carolina
Daniel Maintenance and Industrial
Services Company

Fluor Engineers, Inc. lrvine, California
Fluor Technology, Inc., Irvine,
California

Fluor Daniel International
Daniel International (Saudi Arabia)
Ltd., Jeddah, Saudi Arabia
Fluor Arabia Limited, Al-Khobar,
Saudi Arabia
Fluor Australia Pty. Limited,
Melbourne, Victoria, Australia
Fluor Canada Ltd., Calgary, Alberta,
Canada
Fluor Daniel B.V,, Haarlem,
The Netherfands
Fluor Daniel GmbH, Dusseldorf,
West Germany
Fluor (Great Britain) Limited, tondon,
England

o]
Fluor Constructors International, Inc.,
lrvine, California
Fluor Canada Constructars, Inc.,
Calgary, Alberta, Canada
Fluor Constructors, Inc., ivine, California

Natural Resources Management

St. Joe Minerals Corporation, Clayton,
Missouri

A.T. Massey Coal Company, Inc.,
Richmond, Virginia
St. Joe Domestic Metals Corperation,
Clayton, Missouri
The Doe Run Company, Clayton,
Missouri
St. Joe Gold Corporation,
Clayton, Missouri
St. Joe International Corporation,
Clayton, Missouri

Other Operations

American Equipment Company, Inc.,
Greenville, South Carolina

Fluor Venture Group, Inc., Ivine, California
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‘\,STOCKHULDERS',REFERENCE

Form 10-K B R
A copy of the Form 10-K, which is filed
with the Securities and Exchange Com-
mission, is available upon request.

Write to: Vice President and Controller,
Fluor Corporation, 3333 Michelson Drive,
Irvine, California 92730, {714) 975-2000.

Registrar and Transfer Agent

Security Pacific National Bank, Corporate
Services Division, 333 South Beaudry
Avenue, Los Angeles, California 30017, and
Security Pacific Clearing & Services
Carp. New York, 2 Recoter Street, 2nd
Fioor, New York, New York 10006. For
change of address, lost dividends, or lost
stock certificates, write or telephone:
Security Pacific National Bank,

Stock Transfer Division, Box 3546,
Terminal Annex, Los Angeles, California 90051,
Attn: Shareholder Relations (800} 423-5041

Auditors

Arthur Young & Company, 3200 Park
Center Drive, Costa Mesa, California 92626

Annual Stockholders’ Meeting

Annual report and proxy statement are
mailed about February 1. Fluor’s annual
meeting of stockholders will be held
at9:00 a.m. on March 10, 1987 atthe lrvine
Hiiton Hotel, 17900 Jamboree Boulevard,
Irvine, California 92714.

Stock Trading

Fluor's stock is traded on the New York,
Midwest, Pacific, Amsterdam, London
and Swiss Stock Exchanges. Common
stock domestic trading symboi: FLR.

‘ Automatic Dividend Reinvestment Plan

The Automatic Dividend Reinvestment
Plan offered through Security Pacific Na-
tional Bank affords any stockholder of
record of Fluor's common stock with the
opportunity to buy additional Fluor shares
automatically with cash dividends. In ad-
dition, the Plan permits stockholders to
purchase additional Fluor shares each
quarter through voluntary cash pay-
ments. A brochure describing the Plan is
available upon request.

Write to: Security Pacific National
Bank, Dividend Reinvestment Unit,
Box 3546, Terminal Annex, Los Angeles,
California 90051.

Company Contacts

Stackholders may call collect.
Stockholder information:
Lawrence N. Fisher

{714) 975-6961

Investor Relations:

Frederick J. Fajardo

(714) 975-7250

Common Stock and Dividend information

AtDecember 31, 1986 there were
79,253,212 shares outstanding and ap-

- proximately 28,200 stockholders of record

of Fluor's common stock. Dividends are
traditionally paid the first Monday follow-
ing the 15th day of January, April, July and
October.

Common Stock History Since

Going Public in 1950

08/23/57 20% Stock Dividend
12/15/61 5% Stock Dividend
03/11/63 5% Stock Dividend
03/08/64 . 5% Stock Dividend
03/08/65 5% Stock Dividend
02/14/66 5% Stock Dividend
03/24/66 2for 1 Stack Split
03/27/61 5% Stock Dividend
02/09/68 5% Stock Dividend
03/22/68 2for 1 Stock Split
05/16/69 5% Stock Dividend
03/06/70 5% Stock Dividend
03/05/11 5% Stock Dividend
03/10/72 5% Stock Dividend
03/12/73 5% Stock Dividend
03/11/74 3for 2 Stock Split
08/13/79 3for 2 Stock Split
07/18/80 2for 1 Stock Split
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