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All tonnages in this annual report are expressed in short tons. All ounces are troy ounces.
Dollar amounts are expressed in U.S. dollars unless otherwise indicated. “Asarco”or “the

Company” includes Asarco and its consolidated subsidiaries.

Asarco is one of the world's leading
producers of nonferrous metals, principally
copper, lead, zinc, silver and gold. Asarco
also produces specialty chemicals, minerals
and other industrial products and provides
environmental services. Asarco has
substantial interests in three mining com-
panies: a 17.4% stake in MIM. Holdings
Limited (MIM) in Australia, a 52.3% inter-
est in Southern Peru Copper Corporation
(SPCC), and a 283% holding in Mexico
Desarrollo Industrial Minero, SA.de C.V.
(MEDIMSA).

Asarco or its associated companies
operate mines in the United States,
Australia, Mexico and Peru. Asarco and its
associated companies together in 1992
accounted for about 13% of western world
mine production of copper, 12% of silver,
14% of lead and 9% of zinc.

Cover: Asarco achieved its strategic objec-
tive in 1992 of integrating its nonferrous
metals business, having once been princi-
pally a custom smelter and refiner of ores
and concentrates. Pictured on the cover are
elements that represent the raw materials
and finished products of an integrated min-
ing company. These elements include a
geologic map for exploration, the metal-
bearing ores mined from the earth and
refined copper, lead, silver and gold. Shown
in the lower right-hand comner is a one-

ounce coin struck from Asarco silver.
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FINANCIAL HIGHLIGHTS

BN MRLLIONS, EXCEPT PER SMARE, EMPLOYEE AND STOCKNOLDER AMOUNTS)

FOR THE YEAR ENDED 1992 ° 1991
Sales $1,908.5 $1911.8
Operating income (loss) $ (41.8) $ 611
Net earnings (loss) $ (831 $ 460
Net earnings (loss) per common share $ (.01 $ 112
Dividends per common share $ 080 $ 160

AT YEAR-END

Assets $2,945.9 $2,953.8
Total debt $ 868.8 $ 801.6
Common stockholders’ equity ' $1,357.5 $1,474.8
Common shares outstanding 415 412
Book value per common share $ 3274 $ 3575
Common stockholders 11,000 12,300
Employees 8,900 9,100

“Results for the year include an after-tax provision of $122.1 million, which comprises $56.0
million in costs for the adoption of Statement of Financial Accounting Standards 106
“Employers’ Accounting for Postretirement Benefits Other Than Pensions”, a $44.0 million
charge for environmental costs, and a $21.1 million charge for the reduction in carrying value
of certain facilities.




In 1992, Asarco recorded a substan-
tial charge to earnings to adopt a
new accounting standard for
postretirement benefits, to add to
the Company’s reserve for envi-
ronmental costs and to write off
certain facilities which will not be
used following installation of new
technology.

Prior to giving effect to this spe-
cial provision, the Company’s
earnings declined about 15% from
1991 levels. This difference is
accounted for by the decline in
price of several of the Company’s
principal metals: copper, silver,
and gold. There were, of course,
other differences between the two
years that reflect the changes we
are making in the business and the
problems we have sometimes
encountered in that process.

The most significant of these
changes has involved the strategy
begun seven years ago of restruc-
turing Asarco from a custom
smelter and refiner into an inte-
grated copper and lead mining
company. By the end of 1992, we
had nearly completed that process.
In doing so we have invested $1.3
billion in the acquisition and
development of ore reserves and
operating properties.

The Company’s copper ore
reserves have been expanded eight
fold during this period and its cop-
per mining production capacity
quadrupled. In 1992, with the com-
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pletion of the expansion projects at
the Mission and Ray mines in
Arizona, the Company became self
sufficient in the supply of copper
concentrates to its smelters. As
recently as 1985, the Company
supplied only 25% of its copper
concentrate requirements from
internal sources.

Similarly in lead, the Company’s
ore reserve position has doubled in
the last seven years and it now
supplies 80% of the lead concen-
trates for its Glover, Missouri,
smelter from its own mines.

The major remaining step in this
strategic development program is
completion of the modernization
and expansion of the El Paso,
Texas, copper smelter. This project
is scheduled for commissioning in
the first quarter of 1993.

Expansion projects at the
Mission mine have more than dou-
bled production capacity since
1985 and at Ray the production
capacity has been increased by
two-thirds since it was acquired in
late 1986. The start-up of the most
recent and most significant phases
of these expansions occurred in
1992. They were not trouble free.

At Mission, we began mining in
an area where the ore is hard and
the grade low. It was not until mid-
year that we developed new tech-
niques to treat the hard ore and the
mining plan had progressed to
where higher grades were avail-

able. We lost about 28 million
pounds of copper production dur-
ing this period.

In a similar way equipment
start-up problems and severe
weather at the Ray mine caused a
12-million-pound shortfall in cop-
per production.

These production shortfalls off-
set most of the benefit in 1992 of
the increased production volume
which became available from the
expansion projects. In the future,
as we resolve these problems, the
Company’s earnings should bene-

- fit in a significant way from the

increased production capacity now
available.

Some of the weather-related
problems which affected the Ray
mine in 1992 continued into the
early part of the new year. Normal
rainfall at Ray is about 17 1/2 inch-
es a year. In 1992, 36 inches fell at
the property, eight inches in
December alone. In the early part
of January 1993, another 14 inches
were recorded at the mine. Asa
consequence, mining operations at
Ray and milling operations at the
Hayden, Arizona, concentrator
were disrupted.

The learning process for new
projects and the effects of nature
on existing ones are part of the
mining business. They make it
interesting, but they also make it
unpredictable.
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From left to right, front to back, at the site of the new furnace at the El Paso, Texas, copper smelter.
George W. Anderson, Francis R. McAllister, Augustus B. Kinsolving,

Richard de ]. Osbome, Robert M. Novotny, John R. Corbett, James . Kerr,

Robert . Muth, Robert j. Kupsch, Kevin R. Morano*, Robert |. Bothwell, Jr.

"Kevin R. Morano becomes vice president, finance and chief financial officer and will Jjoin the
management committee on May 1, 1993.




The other big variable in the
mining business is the market.
While strong growth in worldwide
copper consumption has provided
good support for the copper price,
the prices of lead and silver have
not been as favorable. The low
price of silver, particularly, led to
our decision to shut down current
mining operations at the Galena
silver mine in Idaho. It is being
held on a care-and-maintenance
basis as is the nearby Coeur mine
which was shut in 1991.In
February 1993, we decided that we
should also shut down temporari-
ly, the Troy, Montana, silver-copper
mine. Low prices for lead and sil-
ver also affected operations at our
East Helena, Montana, lead
smelter and our Omaha, Nebraska,
refinery. These are the only smelt-
ing and refining plants left in the
Asarco system which rely on ores
and concentrates produced by oth-
ers for their feed stock. The closure
of a number of lead, zinc and silver
mines in the United States, Mexico
and Peru is limiting the availability
of such material for these plants.

We have also been seeking
ways to increase the cash return
from some of our major invest-
ments outside of the United States.
We made good progress in 1992
with Southern Peru Copper Corp-
oration (SPCC), a company 52.3%
owned by Asarco.

Following the resolution in late

1991 of a long standing dispute
between SPCC and the Govern-
ment of Peru, discriminatory
tariffs, exchange rates, taxes and
other practices were ended and a
program of regular cash distribu-
tions to SPCC shareholders began.
In December 1991, $60 million was
distributed to shareholders, $31
million of that amount to Asarco.
Three quarterly dividends, aggre-
gating $15 million were paid in
1992, $8 million to Asarco. SPCC
operations were normal in 1992
and cash moved freely in and out
of the country. SPCC also began its
$300 million, 5-year investment
program committed as part of the
1991 agreement with the govern-
ment. Loan commitments for $70
million have so far been received
to support these investment proj-
ects. SPCC is seeking a total of
$150 million of finance. This level
of financing should assure that a
share of earnings can continue to
be paid out to the shareholders as
dividends. :

M.LM. Holdings Limited, "
Asarco’s 17.4% owned associated
company in Australia, made good
progress in its program to reduce
costs and improve productivity.
M.IM.’s earnings improved in fis-
cal 1992, ended June 30, and it paid
out 65% of earnings as dividends.
Asarco’s share was $9 million.

We continued to work on our
program to generate cash from our

investment in Mexico Desarrollo
Industrial Minero, S.A.de C.V,, in
which we own a 28.3% interest. We
have not been successful to date in
finding a buyer for this invest-
ment, but we are still actively seek-
ing an alternative which will pro-
duce a better cash return.

I referred at the beginning of
this letter to the $122 million spe-
cial charge to earnings made in
1992. The requirement to account
for postretirement benefits (SFAS
106) on an accrued-liability basis
accounted for $56 million of the
charge.

With the completion of the
expansion and modernization proj-
ect at El Paso, now planned for
early 1993, we considered it appro-
priate to reduce the carrying value
of certain assets which will not be
used following completion of this
project. Of the charge, $21 million
relates to the write-down of these
and certain other facilities.

I have made note each year in
this letter of the legacies whicha
ninety-three-year-old company,
like Asarco, carries with it. These
legacies are derived from an era
when environmental perceptions,
regulations and laws were differ-
ent and available control technolo-
gies were less effective than they
are today. The remaining $44 mil-
lion of the special earnings provi-
sion was to add to the Company’s
reserve to meet its future environ-




mental obligations. As a result of
developments during 1992, the
Company is now able to estimate
with the requisite accounting cer-
tainty, a substantial portion of the
anticipated cost at the sites in
which it is now involved. At year
end 1992, the Company had a pre-
tax reserve balance of $141 million
on its books for future environ-
mental obligations.

Having restructured Asarco into
an integrated mining, smelting
and refining company in copper
and lead, we will now turn our
attention to reorganizing manage-
ment to better reflect the new oper-
ating structure and to improving
the day-to-day operations. Capita!
spending, which has totaled more
than $850 million in the last five
years, will be reduced in 1993 to
about $120 million and the process
of reducing our level of debt
towards our long-term objective of
25% of total capitalization will
begin.

We have changed the culture at
Asarco in a very fundamental way
in recent years. Additional steps
aimed at integrating our mining,
smelting and refining operations
will be completed in the second
quarter of 1993. At that time, we
will combine the operating man-
agement of our metals businesses
under two senior executives, one
responsible for copper operations
and the other for lead, zinc, silver

and mineral operations. These
changes will complete the process
begun two years ago of pushing
the day-to-day operating responsi-
bilities down a level in our already
quite flat organization.

In this environment of change

and continuous improvement, our

people at all levels are adapting
well and performing superbly.
The Board of Directors joins me
in thanking you, our shareholders,
for your support during this peri-
od of rapid change and restructur-
ing. We believe our strategy has
been sound, that our properties are
good and that the payoff for share-
holders will become increasingly
evident in the years ahead.

For the Board of Directors,

(Lt e

Richard de J. Osborne
Chairman of the Board
February 19, 1993




YEAR

IN REVIEW AND OUTLOOK

TMETALE: FCOPPER -

Asarco’s mine production of cop-
per rose 24% in 1992, compared
with 1991. The higher production
reflected the completion of the
expansion projects at the Arizona
mines. The projects were complet-
ed at Mission in late 1991 and Ray
in early 1992 Smelter production
rose 9%, reflecting the second con-
secutive year of record production
at the Hayden smelter in Arizona
and higher production at El Paso.
In 1992, the Company became self
sufficient in the supply of copper
concentrates from its mines to its
smelters. Asarco realized an aver-
age price for copper of $1.04 per
pound in 1992, 3% below the $1.07
a pound it realized in 1991.
Results of the copper operations
were adversely affected in 1992 by
a decline in prices and lower-than-
planned throughput at the mines,
which resulted from start-up diffi-
culties with the expansion projects
and weather-related problems.
New techniques were developed
in mid-1992 to address the harder
ores encountered at the Mission
mine during the year. In 1992, the
Ray mine implemented programs
to address the effects of the heavy
rains. Construction of the new
CONTORP furnace at the El Paso,
Texas, copper smelter began in
May 1992 following receipt of a
final permit. Start up of the furnace
is expected in early 1993. In late
1992, the Company announced
that effective in May 1993, all cop-
per operations will be organized
under a single manager with head-
quarters in Tucson, Arizona.

Western world consumption of
copper grew 1.3% to 10.0 million
tons in 1992, the seventh con-
secutive year of record growth.
Consumption grew 7.7% in the
United States, 1.8% in Europe
and declined 11.5% in Japan.

Western world output of refined
copper grew 4.7% to 9.8 million
tons. The growth reflected a 1.7%
increase in mine production from
Chile, Indonesia and the United
States and the conversion of previ-
ous accumulations of copper con-
centrates into refined form.

Net east-west trade added
310,000 tons of refined copper to
western world supply. Exports to
the west of 325,000 tons from the
Commonwealth of Independent
States and 285,000 tons from
Poland were partially offset by
Chinese imports of 300,000 tons,
resulting in a surplus in supply of
137,000 tons in 1992.

Total copper in the hands of pro-
ducers, consumers and terminal
markets rose to a five and a half-
week supply at the end of 1992,
compared with five weeks in 1991.
Total stocks remained low by his-
torical standards.

Consumption of copper is
expected to increase by 2.5% in
1993 to 10.25 million tons as west-
ern world economies continue to
recover from their recessionary
lows. Production is expected to rise
1.5% in 1993 to 9.9 million tons.

COPFER OPERATIONS

Asasrco

interest
%)

MINE
Misston 100.0
Ray 100.0
Continental 49.9
Others
Total
Asarco Share
SMELTER
El Paso 100.0
Hayden 100.0
Yotal
REFINERY
Amarillo 100.0

Ray (SXEW)1 100.0

Total

Production

(Contained Metai in 000s tons)
1992 i) 1990
103.2 885 798
165.1 1173 1218
524 504 40.9
17.7 237 239
3384 2799 2664
3084 2494 2405
107.9 1059 1038
2084 1847 1815
3163 2906 2853
4672 4502 AaS
422 426 409
5094 4928 4824

COPPER RESERVES

Minera! Reserves

MINE
Mission
Ray

Continental

Grade

a112/31/92

(tons in muons! %!
565 0.67
1.120 063
356 0.30



Jimmy L. Bales, general
“anager of the Eastern Mining
~Jepartment, oversees the
operations of four underground
zinc mines near Knoxville,

Tennessee.

Safety is a way of life in the mining business. It is also a team effort. We spend a great deal of
time and attention at Asarco on employee safety. We emphasize the importance of safety at
regularly scheduled classes and drills. We have » company-wide program that recognizes the
safest operations. Our peopie appreciate that good safety is good business. At Asarco safety is
a company-wide commitment that begins at the top.

Jimmy L. Bales




CUSTOMER SERVICE

Curtis F. Bates (center),

general manager of the
Southwestern Copper Division,
oversees the El Paso, Texas,
smelter and the Amarillo,
Texas, refinery. Mr. Bates and
Micheal D. Owsley (right),

Amarillo plant manager, are

shoum at the copper rod line

operation.

When we ask our customers what they think good service is, they answer that they want a
quality product, delivered on time, at a fair price. Our goal is to make sure this happens. At the
Asarco copper refinery in Amarillo, Texas, we produce more than 460,000 tons of copper
annually in the form of cathode, rod, cake and billet. Every order of copper is different in terms
of shapes, sizes and quantity. The way in which we respond to the customer, however, is the
same. We listen carefully and provide what the customer wants promptly. Our employees
share 8 common goal of providing the highest quality products and support to our customers.
To me, that is what good service is all about.

Curtis F. Bates




METALS: LEAD

Asarco’s mine production of lead
rose 2% in 1992, compared with
1991. Asarco began development
of the south ore body at the
Sweetwater mine in 1992. The
Company’s Missouri Lead busi-
ness increased the supply of con-
centrates from its own mines to its
smelter to 80% in 1992. The Glover
smelter/refinery had record pro-
duction in 1992. The Company’s
custom smelting and refining cir-
cuit in East Helena, Montana, and
Omaha, Nebraska, was adversely
affected in 1992 by the closure of a
number of polymetallic lead-zinc-
silver mines in the United States,
Mexico and Peru, which limited
the availability of high-value lead
concentrates. Asarco realized an
average price of 26 cents for lead in
1992, the same as in 1991.

In late 1992, the Company also
announced that effective in May
1993, all of its lead, zinc, silver and
mineral operations will be orga-
nized under a single manager, with
headquarters in New York.

Western world consumption of
lead declined .3% to 4.95 million
tons in 1992. Consumption de-
clined .5% in the United States,
3.5% in Europe and 3.4% in Japan.
In 1992, 84% of U.S. consumption
of lead and 63% of western world
consumption was in automobile
batteries.

Western world supply of refined
lead increased .2% to 4.9 million
tons in 1992, compared with 1991.
Production in the U.S. declined by
3% to 1.3 million tons, reflecting
lower mine output. Net exports of
90,000 tons from the former Socialist
Bloc to the west caused a supply
surplus of 15,000 tons in 1992.

Refined lead in the hands of
western world producers, con-
sumers and the terminal markets
at the end of 1992 rose to the equiv-
alent of about seven weeks of sup-
ply, compared with five weeks in
1991.

Western world consumption of
lead in 1993 is expected to remain
at the same 5.0 million-ton level as
in 1992. Production of lead, how-
ever, is expected to decline by
170,000 tons because of lower mine
and secondary production, and
despite a continued flow of metal
from the Commonwealth of
Independent States, inventories are
expected to decline in 1993.

LEAD OPERATIONS

Assrco
Interest Production
(%) (Contaned Metal n 000s tons!
1992 1991 1990
MINE
Leadville 52.5 6.1 64 54

Sweetwater 100.0 50.9 499 345
WestFork 1000 $6.2 545 56.5

Others 4.1 56 58
Total 117.3 116.4 102.2
Asarco Share 1136 1117 98.1
SMELTER

East Helena 100.0 716 722 68.7
Glover 1000 130.1 129.% 1226

Total 2017 2022 1913
REFINERY

Glover 1000 1301 1295 1231
Omaha 100.0 750 785 66.9
Total 2051 2080 1900

LEAD RESERVES

Mineral Reserves Grade

a112/31/92
{tons i mullons) (%)
MINE B
Leadvilie 0.7 378
Sweetwater 208 493
West Fork 73 565




Asarco’s mine production of zinc
rose 1% in 1992. Results of the zinc
operations improved in 1992 due
to the higher price. The average
price of a pound of zinc on the
LME increased 10% to 56 cents,
compared with 51 cents per pound
in 1991. The Company placed the
zinc mines in Tennessee on a
seven-day schedule from five days
in the first quarter of 1992. The
schedule and the purchase of new
mine equipment for the mines are
expected to increase production
and improve productivity in 1993.
Western world zinc consump-
- tion declined .5% in 1992 to 5.9
million tons. Consumption in the
United States rose 12% and de-
clined 3.1% in Europe and 8.2% in
Japan. Recovering automotive and
construction markets in the U.S.
were the major factors in higher
US. consumption.

10

On the supply side, western
world production of slab zinc was'
5.9 million tons in 1992, the same
as in 1991. Production and con-
sumption of zinc were in balance
in 1992. Because of exports by the
Commonwealth of Independent
States, the zinc market experienced
a supply surplus of 225,000 tons.
Reported stocks in 1992 increased
to the equivalent of a nine-week
supply, from six weeks in 1991.

Western world zinc consump-
tion is expected to rise 3% in 1993.
Western world supply of slab zinc
is expected to decline about 1% in
1993 because of production cut-
backs in 1992.

ZINC OPERATIONS

Assrco
%) (Contained Mewal in 000s tons)
12 m 1990

MINE
Leadville 52.5 163 148 14.2

Missouri
mines 100.0 153 18.7 19.2

Tennessee 100.0 749 738 69.5

Quiruvilca-

Peru 80.0 136 150 169
Total 1201 1194 1198
Asarco Share 1096 1030 1093

ZINC RESEAVES

Mineral Resarves Grade

o12/31/92
{tons m mihons) (%)
MINE
Leadville 0.7 8.10
Missouri mines 28.2 0.83
Tennessee 55 3.22
Quiruwilca-Peru 54 424

- - - .-
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Robert M. Novotny (left), vice
president, operations, is shoun
above with W. Hoyl Gill,

president of Asarco’s American

We believe that all operations and activities of Asarco should be conducted responsibly and in
a manner designed to protect the heaith and safety of employees, customers, the public and

Limestone Company the environment. Our objective is not only to comply with existing laws, but to support other
subsidiary, at the Forks of activities that contribute to environmentai protection, responsible resource management and
the River Quarry outside of the safety and weli-being of our employees, customers and local communities. We have a8

Knoxville, Tennessee. formal Environmental, Safety and Health Policy, which we take seriously. We are committed to

responsible management of the natural resources entrusted to our care.
Robert M. Novotny



TEMPLOYEE INVOLVEMENT

Terry E. Erskine, general
manager of the Missouri Lead
Division, heads the Company's
integrated lead business,
including two lead mines and

a smelterrefinery complex.

Continuously improving our business requires everyone's involvement. At the Asarco Missouri
Lead Division the employees make a difference by contributing their knowledge and experience
to the process of making lead. Employees work in teams at the Glover smelter/refinery and
the Sweetwater and West Fork mines to identify problems and come up with solutions that result
in measurable improvements. The collective commitment and teamwork of our people is
represented in Asarco’s quality statement, which was formulated by our employees and adopted
in early 1992. The essential principles of the Asarco quality statement include commitment to
continuous improvement, enployee involvement, safety, environmental concern and customer
satisfaction. The principles, together, add up to empowering people to get the job done and
done well.

Terry €. Erskine




Asarco’s mine production of silver
declined 25% in 1992, as a result
of the temporary closure of the
northemn Idaho-based Coeur mine
in 1991 and Galena mine in mid-
1992. In mid-February 1993, the
Company announced the tempo-
rary closure of its Troy silver-cop-
per mine near Libby, Montana, in
mid-April 1993. Results of the sil-
ver operations in 1992 were also
affected by the low price. Asarco’s
average realized price for silver
declined 3.6% to $3.97 per ounce,
compared with $4.12 in 1991.
Western world industrial silver
consumption increased 1.3% to
550 million ounces in 1992. It was
the seventh consecutive year
of growth and the third consecu-
tive year that industrial silver
consumption exceeded supply.
Consumption in the United States
grew 1.9% to 121 million ounces.
The photographic industry
accounted for about 54% of indus-
trial consumption in the U.S. and
40% in the western world.

On the supply side, western
world output of newly mined and
recycled refined silver in 1992
increased .1% to 495 million
ounces. Visible refined stocks of
silver at year-end 1992 were 275
million ounces, equal to a 26-week
supply, compared with a 30-week
supply in 1991.

The price of silver often reflects
speculative interest as well as
market fundamentals. Because
of the very substantial buildup in
stocks of silver in the 1980's,a
recovery may take several more
years of inventory reductions
before investor interest returns to
the market. If current trends in
industrial consumption of silver
continue and the substantial num-
ber of mines that have closed in
the last two years remain closed,
the cumulative supply built up
over the last 10 years is expected to
be consumed before the end of the
decade.

SILVER OPERATIONS

Asarco Production
interest (Contamned Metal n
{%) 000s troy ounces!}
1992 1991 19%

MINE
Coeur 50.0 - 381 2.113
Galena 375 1573 3279 3066
Mission 1000 1,661 1366 1324
Troy 750 3044 3950 3,793
Quiruvilca-
Peru 800 1814 2454 2400
Others 1636 215 1,961
Total 9,728 13,586 14,657
Asarco Share 7.013 9298 97
REFINERY

Amarillo 1000 39805 32,107 36,272

SILVER RESERVES

Mineral Reserves Grade
at12/31/92
(tons in mihonsi  (ouncesiont

MINE

Coeur 04 17.32
Galena 1.0 15.07
Mission 565.0 0.14
Troy 120 1.42

Quiruwica-Peru 54 5.62

13 -




METALS: GOLD

Asarco’s mine production of gold
declined 1% in 1992. Asarco’s aver-
age realized price for gold declined
9.4% to $360.53 per ounce in 1992,
compared with $397.85 in 1991.

Results of Asarco Australia
Limited, the Company’s 60%-
owned subsidiary in Western
Australia, were affected in 1992 by
the lower gold price, heavy rains
and low-grade ores from diminish-
ing oxide ore reserves at the
Wiluna mine. In 1992, Asarco
Australia began construction of a
bacterial oxidation plant to treat
sulfide gold ore at its Wiluna mine.
The new processing plant, which
will start up in early 1993, is
designed to treat 400,000 metric
tons of sulfide ore annually. In

4

early 1993, Asarco Australia
announced that it discovered an
extension to the sulfide mineral-
ization at Wiluna as a result of

a drilling program began in late
1992.

Western world gold con-
sumption in 1992 was 81.3 million
ounces, about the same as in
1991. The use of gold for jewelry
accounted for 80% of western
world consumption.

Western world supply of newly
mined and recycled refined gold in
1992 increased 7% to 86.7 million
ounces. Western world mine pro-
duction of gold was 57.3 million
ounces in 1992, about the same as
in 1991.

GOLD OPERATIONS

Asarco Production
interest (Contamed Metal n
(%) QQ0s troy ounces)
19852 1991 1990

MINE
Leadville 525 137 133 10.0

Wiluna-
Australia 600 744 98.7 13786

Jundee-

Australia 600 360 128 -
Others 0.7 1.2 19.4
Total 1248 1260 1670
Asarco Share 74.0 746 55.1
REFINERY

Amarillo 1000 2254 1952 2954

GOLD RESERVES

Mineral Reserves Grade
at12/31/92
{tons m millons}  (ounceshon)

MINE
Leadville 0.7 0.07
Wiluna-Australia 34 0.13

Jundee-Australia 0.6 0.08




ANVESTOR VALUATION

Richard de |. Osborne (right),
Asarco chairman of the board,
and Thomas |. Findley, Jr.,
treasurer, are shown in front of

@ drill at the Mission copper

mine in Arizona during the
recent tour of analysts.

Asarco’s investor reiations program consists of frequent communications with analysts and
other members of the financial community. We meet regularly with investors individually and in
groups. We hold quarterly meetings in New York and periodically in other domestic and
international financial centers. in November 1992, Asarco hosted 90 analysts, bankers and
journalists on a two-day tour of its Arizona-based, Mission and Ray copper mines and Hayden
smelter. We know from experience that tours are one of the best ways for an analyst to
understand and value Asarco. There is no substitute for meeting the people and seeing the
properties which produce the Company’s resuits. We value the open two-way communications
which result from these frequent contacts with our sharehoiders.
- Thomas J. Findley, Jr.




TECHNICAL SERVICES . l

Vince Keller, an environmental
taboratory coordinator, is
shown at Asarco’s Technical
Services Center in Salt Lake
City, Utah.

Asarco’s Technical Services Center provides in-house engineering, development, environmental
and heaith resources to the Company’s mines and plants. Among the many facilities available

to the plants and mines, the inductively Coupled Plasma (ICP) spectrometer shown above can
simultaneously detect minute concentrations of up to 32 elements in solids and liquids. This
instrument is used to evaluate the content of soils and water. The Technical Services Center uses
a variety of technologically advanced computer-based instruments to assure high quality in the
Company's processes and in the metals produced at the mines and plants.




SPECIALTY CHEMICALS., MINERALS

SPECIALTY CHEMICALS
Asarco’s wholly owned Enthone-
OML, Inc., subsidiary, produces
specialty chemicals for surface
treatment and plating of metals. It
serves the electronics, automotive,
aerospace and jewelry industries
worldwide. |

Enthone-OMI’s earnings
improved modestly in 1992. Oper-
ations in the United States were
profitable in 1992, following a
three-year period of rationaliza-
tion. Operations in Asia were also
profitable in 1992 and have been
growing well for the last three
years. Operations in Europe were
not profitable in 1992 as markets
weakened and spedialty chemicals
sales declined by 9%. In the fourth
quarter of 1992, Enthone-OMI
reorganized European operations
and reduced costs by $4.4 million
a year. When the European econo-
mies begin to recover, Enthone-
OMI should have a growing, prof-
itable specialty chemicals business
in all regions of the world.

MINERALS
Asarco, through its subsidiary
American Limestone Company,
Inc., is a producer of agricultural
limestone, concrete and construc-
tion minerals.

American Limestone had higher
sales and earnings in 1992, com-
pared with 1991, despite a soft
regional construction market. The
improved results were due toa 9%
increase in sales of stone, concrete
and agricultural limestone and
reduced costs from operating
improvements.
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ASSOCIATED COMPANIES

Asarco has significant investments
in several leading nonferrous metal
companies throughout the world.

Mexico Desarrollo Industrial
Minero, S.A. de C.V,, (MEDIMSA),
owns companies in Mexico that
produce copper, lead, zing, silver,
gold, coal, coke, fluorspar and sul-
furic acid. MEDIMSA owns and
operates thirteen mines and nine
metallurgical plants. In 1992,
Asarco did not exercise a $40 mil-
lion option to purchase 16.7 mil-
lion shares of MEDIMSA, effective-
ly lowering its ownership interest
to 28.3%. The option was held
under a 1989 agreement witha
bank which had provided financ-
ing for a MEDIMSA capital call.

In mid 1991, the Company
announced that it was considering
alternatives for its investment in
MEDIMSA, including the sale of
its shareholdings. Asarco stopped
equity accounting for its invest-
ment in the second quarter of 1991.
While Asarco has not been success-
ful in finding a buyer for this
investment, it is actively seeking
an alternative which will produce
a better cash return.

In the year ended September 30,
1992, MEDIMSA had earnings of
$87.3 million, compared with $66.5
million in 1991. Sales were $876.6
million in 1992, compared with
$830.0 million in 1991. MEDIMSA
has not paid a dividend since 1988.

M.IM. Holdings Limited (MIM),
in Brisbane, Australia, produces
copper, lead, zing, silver, gold and
coal. It also has interests in metals
companies in Europe and North
America. Asarco owns 17.4% of
MIM and accounts for its invest-
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ment on the cost basis.

MIM made good progress in
1992, in its program to reduce cost
and improve productivity.
Earnings during MIM’s last fiscal
year were A$106, including A$46
million in asset sales. MIM paid
dividends of A$69 million, repre-
senting 65% of earnings. For the
calendar year 1992, MIM paid $9
million of dividends to Asarco.

Southern Peru Copper
Corporation (SPCC) owns and
operates two copper mines and a
smelter. It also produces silver and
molybdenum. Asarco owns 52.3%
of SPCC and accounts for its
investment on the cost method.

SPCC made good progress in
1992. In late 1991, following the end
of a long-standing dispute with the
Governunent of Peru, SPCC began a
program of regular cash distribu-
tions. In 1992, regular quarterly div-
idends aggregating $15 million for
the year were paid, $7.8 million to
Asarco. The year 1992 was SPCC'’s
first full year of operations since the
resolution of the dispute with the
government. After-tax earnings
were $45.6 million, compared with
a $0.4 million loss in 1991, despite
lower copper prices.

SPCC is in the first year of a 5-
year, $300 million investment pro-
gram, including $100 million for
environmental control, $100 mil-
lion for solvent-extraction/elec-
trowinning projects and $100 mil-
lion for equipment modernization.
SPCC is seeking a total finance
package of $150 million and $70
million of loan commitments have
been received to date. This level of
financing should assure a continu-
ing stream of dividends.

ASSOCIATED COMPANIES

Mine Production
(Contamned Meta! in 000s tons.
Suver and Gold ,n 000s troy ounces)

1992 1991 1990
MM

Intorert: 17.4%

Copper 1586 1796 1848
Lead 2155 1823 18976
Zinc 251.8 263.3 2298
Silver 18,3750 15629.0 16479.0
Gold 15926 8145 68.6
sPcc

Imvorest: §2.3%

Copper 2679 2746 2071
Silver 26750 27940 20190
MEDIMSA

Imteront: 28.3%

Copper 260.3 287.2 2246
Lead 39.4 439 46.1
Zinc 1749 179.0 168.4
Siiver 13,0730 14,8900 143100
Gold 246 247 140




ASARCG INGORFVRALEW AND CUNSOLIDATED SUBSIDIAMES

MANAGEMENT S DISCUSSION AND ANALYSIS OF
OPERATIONS AND FINANCIAL CONDITION

Eamnings: The Company reported a net loss for the year
ended December 31, 1992 of $83.1 million, or $2.01 per
share. The loss includes an after-tax charge of $122.1
million consisting principally of $56 million in costs for
the adoption of Statement of Financial Accounting
Standards (SFAS) 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pensions”, a $44
million charge for environmental costs, and a $21.1 mil-
lion charge for the reduction in carrying value of certain
facilities. The Company also adopted SFAS 109
“Accounting for Income Taxes” in 1992, which resuited
in a reduction and restatement of prior-year earnings in
the amount of $20 million ($13 million for 1990 and $7
million for 1989).

Earnings for 1992 would have been $39.0 million, or
$.95 per share, without the $122.1 million charge, com-
pared with net earnings of $46.0 million, or $1.12 per
share, in 1991 and restated net earnings of $135.8 mil-
lion, or $3.28 per share, in 1990. Lower metal prices for
copper, silver, and gold, reduced earnings in 1992, com-
‘pared with 1991. Expansions at the Company’s Mission
and Ray mines resulted in increased copper mine pro-
duction in 1992. Because of heavy rains at Ray and
harder ores and lower ore grades at Mission, copper
mine production fell below expectations, reducing
earnings. The Company realized after-tax dividend
income of $7.3 million from Southern Peru Copper
Corporation (SPCC) in 1992, compared with no SPCC
dividend income in 1991 and 1990.

Lower prices for copper, lead, silver, gold and zinc
reduced earnings in 1991, compared with 1990.
Earnings for 1991 were also reduced by a charge of $6.6
million after-tax, to establish a reserve for a receivable
from a copper customer which filed for bankruptcy pro-
tection. Earnings for 1991 benefited from an after-tax
profit of $5.4 million from the sale of the Company’s
direct interest in Highlands Gold Limited. In the second
quarter of 1991, the Company discontinued equity
accounting for its investment in Mexico Desarrollo
Industrial Minero, S.A. de C.V. (MEDIMSA), after
announcing that it was considering the sale or other
form of disposition of some or all of this investment. As
a result, the Company’s equity earnings from MEDIM-
SA include earnings for the first quarter of 1991 only.

Earmnings in 1990 included a provision which
reduced after-tax earnings by $51.5 million, or $1.24 per
share. This provision was for environmental costs asso-
ciated with current and previously closed facilities, and
increased State of Arizona royalties applicable to the
Company’s Mission copper mine. Earnings in 1990
benefited from lower taxes on income, which were
reduced by $6 million from a reduction of taxes payable
for prior years.

Prices: Prices for the Company’s metals are established
principally on the New York Commodity Exchange
(“COMEX") or the London Metal Exchange (“LME").
Thus, it is not possible to estimate prices for future
Company metal sales. For earnings sensitivity to metal
prices, see “Supplementary Financial and Statistical
Information”.

Realized prices in 1992 for copper declined 3 cents to
$1.04 per pound from 1991’s average of $1.07 per
pound and declined 17 cents from 1990’s average $1.21
per pound; for lead the price averaged 26 cents per
pound in 1992 and 1991, a decline of 12 cents from the
average realized price in 1990; for silver the realized
price of $3.97 declined 15 cents from 1991 and declined
87 cents from 1990’s average of $4.84 an ounce. The
1992 zinc price rose five cents to 56 cents per pound
from 1991’s average of 51 cents and declined 19 cents
from 1990’s average of 75 cents per pound.

Sales: Sales in 1992 were $1,908.5 million, compared
with sales of $1,911.8 million in 1991 and $2,210.3 mil-
lion for 1990. Increased sales volumes of copper, net of
the effect of lower lead and silver sales volumes, par-
tially offset the decline in sales dollars caused by lower
prices. Specialty chemical sales were also lower in
Europe as a result of the continued recession while
North America specialty chemical sales and mineral
sales improved. In 1991, increased sales volumes of
lead and copper partially offset the decline in sales dol-
lars caused by lower prices.

Cost of Products and Services: Cost of products and
services in 1992 were $1,647.3 million, compared with
$1,634.2 million in 1991 and $1,810.7 million in 1990.
The increase in 1992 was from increases in copper sales
volumes, net of the impact of lower lead and silver
sales volumes and lower purchases of refined copper in
1992. The Company’s cost for purchased refined copper
approximates the market price at which it is sold. In
1991, operating problems at the Ray mine, including
the effects of heavy rains during the third and fourth
quarters of 1990 and the first quarter of 1991, and a
scheduled biennial maintenance shutdown at the
smelter for 24 days during the first quarter of 1991,
resulted in reduced production and higher operating
costs.
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Other Expenses: Selling and administrative costs
decreased by $7.1 million in 1992 as a result of cost
reduction programs. The 1991 provision for doubtful
accounts includes the establishment of a $10.6 million
bad debt reserve for receivables from Laribee Wire
Manufacturing Company, Inc. and its affiliated compa-
nies. Depreciation and depletion expense increased by
$11.8 million in 1992 primarily as a result of higher
production following the completion of copper expan-
sion programs at Mission in October 1991 and Ray in
February 1992. Increases in ore reserves, extended eco-
nomic lives which reduced the rate of increase.

Research and exploration expense declined by $5.0
million in 1992 as a result of reduced levels of explo-
ration activity.

Nonoperating Items: Interest expense was $5.0 million
higher in 1992 than in 1991 as a result of higher average
borrowings and decreased capitalized interest partially
offset by a reduction in the average interest rate. Cap-
italized interest declined in 1992 by $4.9 million as a
result of the completion of portions of the copper
expansion program and lower interest rates. In 1991
interest expense was $8.2 million higher than in 1990
because of increased debt. Capitalized interest in-
creased in 1991 by $8.5 million as a result of the copper
expansion projects. Other income increased to $23.9
million in 1992 from $22.9 million in 1991. Other in-
come in 1992 includes $7.8 million of dividends from
Southern Peru Copper Corporation and in 1991 an $8.7
million gain on the sale of Highlands Gold Limited
shares. Dividends from M.I.M. Holdings Limited
included in other income were $8.8 million in 1992, $9.5
million in 1991 and $23.1 million in 1990.

Taxes on Income: In 1992 the Company adopted SFAS
109, “Accounting for Income Taxes”, which resulted in
a reduction and restatement of prior-year earnings by
$20 million ($13 million for 1990 and $7 million for
1989). The tax benefit in 1992 results from the operating
loss and settlement of a Canadian tax assessment and
other items. Taxes on income were reduced for 1991 as
a result of percentage depletion, partially offset by the
tax effect of the pro-rata repurchase of outstanding
shares by SPCC.

Equity in Earnings of Nonconsolidated Associated
Companies: Equity eamnings in 1991 and 1990 were pri-
marily from the Company’s investment in MEDIMSA.
During 1991, lower prices and discontinuance of equity
accounting for the investment in MEDIMSA reduced
equity earnings. Equity earnings for MEDIMSA were
$10.2 million in 1991, compared with $48.1 in 1990.
MEDIMSA paid no dividends during the past three
years.

Cath Flowe - Operating A etivities: Net cash provided
from operating activities was $105.7 million in 1992,
compared with $67.5 million in 1991 and $150.3 million
in 1990. Setting aside the effect of the $122.1 million pro-
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vision, which is a noncash charge, and other noncash
items, the $38.2 million increase in 1992 from 1991,
results from $13.9 million from operating activities and
$24.3 million from a reduction in operating assets net of
liabilities. The $82.8 million decrease in 1991 from 1990,
was from lower earnings due to metal prices and other
factors noted above, net of a $71.5 million reduction in
operating assets net of liabilities.

Cash Flows - Investing Activities: The Company spent
$134.6 million for property additions in 1992, including
$70.3 million for the copper expansion and moderniza-
tion program at the Ray copper mine and El Paso cop-
per smelter and $9.5 million for participation payments
on previously acquired properties. Capital expenditures
were $282.9 million in 1991 of which $207.5 million was
spent on the expansion and modernization program at
the Mission and Ray copper mines and the El Paso cop-
per smelter. The expansion and modernization at
Mission was completed in the fourth quarter of 1991
and at Ray in the first quarter of 1992. The Company’s
planned property additions in 1993 are estimated to be
about $120 million. The El Paso modernization is sched-
uled for completion in early 1993.

Asarco Australia Limited, a 60%-owned subsidiary
of the Company acquired in 1991 the remaining 50%
interest in the Wiluna gold mine owned by its former
partner for $17.4 million. The Company acquired
Industrias Oxy Metal, S.A. de C.V,, a specialty chemi-
cals company in Mexico in 1990 for $4.8 million and
two concrete plants in Tennessee for $1.5 million.

In 1992 the Company did not exercise a $40 million
option to purchase 16,705,527 shares of MEDIMSA
which it held under a 1989 agreement, effectively lower-
ing its ownership interest to 28.3%. Included in pur-
chases of investments in 1991 is $24.9 million for a stock
subscription of MEDIMSA by a wholly owned sub-
sidiary of the Company. The Company received pro-
ceeds of $25.8 million from the sale of shares of
Highlands Gold Limited and received $31.4 million in
1991 from a SPCC pro rata repurchase of outstanding
shares which are included in proceeds from sale of
securities. The Company reduced its carrying value in
SPCC by the amount of these proceeds.

Liquidity and Capital Resources: At December 31,
1992, the Company’s debt as a percentage of total capi-
talization was 39.0%, compared with 35.2% at the end of
1991 and 26.7% at the end of 1990. Debt at the end of
1992 was $868.8 million, compared with $801.6 million
in 1991 and $543.2 million at the end of 1990. Additional
available credit under existing loan agreements totaled
$180 million at the end of 1992.

The Company expects that it will meet its cash
requirements in 1993 and beyond from internally gener-
ated funds and from borrowings, if necessary, under its
revolving credit agreements, or from additional debt
financing. A shelf registration statement filed with the
Securities and Exchange Commission in 1992 covers
debt securities in the amount of $250 million available
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ASARCO INCORPORATED AND CONSOLIDATED SUBSIDIARIES

‘or issuance from time to time, of which $100 million
was issued in February 1993 as 7- 3/8% Notes which are
iue in 2003.

Jividends and Capital Stock: The Company paid divi-
ends of $33.0 million, or 80 cents per share, in 1992. In
1991, the Company purchased 67,314 shares of com-
mon stock at a cost of $1.8 million and paid dividends
2f $65.8 million, or $1.60 per share. In 1990 the
Company purchased 557,117 shares of its common
stock and 152,253 common stock purchase warrants at
a total cost of $16.1 million and paid dividends of $66.3
million, or $1.60 per share.

At the end of 1992, the Company had 41,467,000
common shares issued and outstanding, compared
with 41,249,000 at the end of 1991 and 41,058,000 at the
end of 1990.

Closed Facilities and Environmental Matters: In 1992,
the Company concluded that certain facilities, primari-
ly at the El Paso, Texas, smelter, were unlikely to be
used following completion of its modernization and
expansion program in early 1993. Accordingly, the
Company recorded a pretax charge of $31.9 million to
reduce the carrying value of these facilities.

Developments in 1990 at a number of the
Company’s properties where it is probable that an envi-
ronmental liability has been incurred, increased the
level of predictability of the future cost of these liabili-
ties sufficiently to make possible a reasonable estimate
of such costs. Accordingly, in 1990, the Company
recorded a charge to earnings which added $75.5 mil-
lion to its closed plant and environmental liability

reserves. As a result of developments during 1992, the
Company was able to further refine estimates with reg-
uisite certainty for a substantial portion of the anticipat-
ed costs at sites at which it is involved. Accordingly, in
1992, the Company recorded a pretax charge of $66.7
million to provide additional reserves for these envi-
ronmental costs. At the end of 1992, such reserves
totaled $141.0 million. Cash expenditures charged to
these reserves were $36 million in 1992, $32 million in
1991 and $13 million in 1990. The increased expendi-
tures in 1992 and 1991 related to increased levels of
remedial environmental activities at Leadville, Bunker
Hill, Tacoma and other sites. It is the opinion of .
Management that the outcome of these environmental
matters will not materially adversely affect the opera-
tions or financial position of Asarco and its consolidat-
ed subsidiaries. This opinion is based upon reasonable
estimates of costs of court judgments and settlements
and of remediation costs and terms, where such esti-
mates could be made. The financial viability of other
potentially responsible parties has been considered
when relevant and no credit has been assumed for any
potential insurance reimbursement to the Company
when availability of insurance is not established.

Accounting Matters: In November 1992, the Financial
Accounting Standards Board (FASB) issued SFAS 112,
“Employers’ Accounting for Postemployment Benefits”.
This Statement establishes accounting standards for
employers who provide benefits to former or inactive
employees after employment but before retirement.

The Company has not yet determined the impact of the
Statement on the consolidated financial statements.

PRICE VOLUME ANALYSIS

The following prices and volumes were realized during 1992, 1991 and 1990.

PRICE 1992 199 1990
Copper (per pound) S 1.04 $ 1.07 $ 121
Lead (per pound) 26 .26 38
Silver (per ounce) 397 412 . 4.84
Zinc (per pound) (1) 56 51 75
Gold (per ounce) 350.53 397.85 410.70
VOLUME (IN THOUSANDS)

Copper (pounds) 1,003,162 973,082 962,268
Lead (pounds) +03,138 424,579 328,788
Silver (ounces) 3775 37,325 37,063
Zinc (pounds) (1) 26,200 205,148 207,282
Gold (ounces) 141 189 314

{1) Zinc prices are per pound for refined zinc, which is sold in concentrate form. Volume is pounds of refined zinc contained in concentrate.

Prices for the Company’s metals are based on prices established on the New York Commodity Exchange or the
London Metal Exchange. The pounds of copper sold in each year and the pounds of lead sold in 1991 increased as a
result of higher production levels, inventory reductions and export sales.
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CONSOLIDATED STATEMENTY OF EARNINGS ' )

FOR THE YEARS ENDED DECEMBER 31,

1992

1

BN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Sales of products and services
Operating costs and expenses:
Cost of products and services
Selling, administrative and other
Provision for doubtful accounts
Depreciation and depletion
Research and exploration
Provision to reduce carrying value of certain
facilities (7)
Provision for closed plant and
environmental matters (8)

Total operating costs and expenses

Operating income (loss)

Interest expense (9)

Other income (2)

Earnings (loss) before taxes on income and equity
in results of nonconsolidated associated
companies and cumulative effect of change
in accounting principle

Taxes on income (benefit) (3)

Earnings (loss) before equity in results of
nonconsolidated associated companies
and cumulative effect of change in
accounting principle

Equity in earnings of nonconsolidated
associated companies, net of taxes
on income of $0 in 1992, $3,473 in 1991 and $16,408
in 1990 (3) (6)

Eamnings (loss) before cumulative effect of change
in accounting principle

Cumulative effect of change in accounting
principle, net of taxes of $27,800 (11)

Net earnings (loss)

Per common share amounts:

Eamings (loss) before cumulative effect of change
in accounting principle

Cumulative effect of change in accounting
principle

Net earnings (loss)

Cash dividends

Weighted average number of Asarco shares
outstanding

() See notes to financial statements.

$1908492 $1,911,806 $2,210,280
1,647,263 1,634,198 1,810,705
87,195 94,258 93,546
3,436 13,625 1,985
86,642 74,869 75,093
21,410 26,431 26,644
31,900 - -
72,400 7,305 75,527
1,950,246 1,850,686 2,083,500
(41,754) 61,120 126,780
51,230 46,227 38,038
23911 22,870 26,561
(69,073) 37,763 115,303
(37,371) 2,199 15,910
(31,702) 35,564 99,393
2,575 10,393 36,451
(29,127) 45,957 135,844
(53,964) - -

$ (83091) §& 45957 $ 135,844
$ (070 $ 112 § 3.28
(1.31) - -

$ @20 $ 112§ 3.28
5 080 $ 160 § 1.60
41,364 . 41,128 41,404




ASARCO INCORPORATED AND CONSOLIDATED SUBSIDIARIES .

_CONSOLIDATED BALANCE SHEET - -

AT DECEMBER 31, 1992 hhckald
(DOLLARS IN THOUSANDS)
ASSETS
Current assets:
Cash and cash equivalents $ 33248 $ 35210
Accounts and notes receivable, net of
allowance for doubtful accounts of $4,232
and $3,326 341,878 331,725
Inventories (4) 283,026 262,707
Other assets 29,100 24,259

Total current assets 687,252 653,901
Investments (6)

Cost method 803,550 838,131
Equity method 46,101 42,174
Total investments 849,651 880,305
@ 2,423,720 2,314,658

Less: Accumulated depreciation and depletion 1,112,755 1,012,152

Net 1,310965 1,302,506

Intangible and other assets 98,048 117,125
TOTAL ASSETS $2,945916  $2,953,837
LIABILITIES
Current liabilities:
Bank loans $ 20,574 $ 45755
Current portion of long-term debt (9) 63,868 7493
Accounts payable 208,688 197,556
Salaries and wages 15,985 16,526
Taxes on income (3) 42,879 39,847
Reserve for closed plant and environmental matters (8) 39,997 34,120
Other liabilities 28,720 28,445

Total current liabilities 420,711 369,742
Long-term debt (9) 784,327 748,306
Deferred income taxes (3) 104,240 171,518
Reserve for closed plant and environmental matters (8) 100,962 70,058
Accrued postretirement benefit obligation (11) 90,214 -
Other liabilities and reserves 87,969 119,385

TOTAL LIABILITIES 1,588,423 1,479,009
Contingendies (8)
PREFERRED STOCKHOLDERS’ EQUITY (10)
Authorized-10,000,000 shares

without par value; none issued - -

COMMON STOCKHOLDERS' EQUITY (10)
Authorized-80,000,000 common

shares without par value:

Issued shares: 1992-45,039,878; 1991-45,039,878 679,991 679,991
Retained earnings 821072 950,791
Treasury stock (at cost) - common

shares 1992-3,572,705; 1991-3,790,624 (143,570 (155,954
Total common stockholders’ equity 1.357,493 1474828
1GTAL LIABILITIES, FREFERRED AND
CCMIMCK STOCKKOLDERS' EQUITY $2943%1e $2,953,837

{ ) See notes to financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS . ) * '

FOR THE YEARS ENDEO DECEMBER 31, 1992 1991 1990
N THOUSANDS)
OPERATING ACTIVITIES
Net earnings (loss) S (83,091) $ 45957 § 135844
Adjustments to reconcile net earnings (loss) to net
cash provided from operating activities:
Depreciation and depletion 86,642 74,869 75,093
Provision (benefit) for deferred income taxes (60,200) 2387 350
Treasury stock used for employee benefits 4,140 3,318 -
Undistributed equity earnings (1,772 (11,788) (52,495)
Net (gain) loss on sale of investments
and property (2,600 (10,125) 7,906
Provision to reduce carrying value of
certain facilities 31,900 - -
Increase (decrease) in reserve for closed
plant and environmental matters 36,781 (24,944) 67,351
Provision for postretirement benefit
obligation at adoption 81,764 - -
Cash provided from (used for) operating
assets and liabilities, net of acquisitions:
Accounts and notes receivable (5,255) 53,759 (69,481)
Inventories (19,200) (10,174) (8,710)
Accounts payable and accrued liabilities 13,553 (7,762) (15,140
Other operating liabilities and reserves 6,960 (52,171) 23,065
Other operating assets 15,620 3,888 (15,171)
Foreign currency transaction losses H7 262 1,690
Net cash provided from operating activities 105.689 67,476 150,302
INVESTING ACTIVITIES
Property additions (134,574)  (282917)  (236,962)
Business acquisitions, net of cash acquired - (17,392) (6,263)
Proceeds from sale of securities and property 72,389 116,384 65,838
Purchase of investments, principally marketable
securities (73,374) (77,998) (74,363)
Net cash used for investing activities (135,559)  (261,923)  (251,750)
FINANCING ACTIVITIES
Debt incurred 64,781 267,654 241,764
Debt retired (20,195) (9,466) (48531)
Retirement of common stock purchase warrants, net - 766 (1,642)
Net treasury stock transactions 1,209 (955) (14,264)
Dividends paid (33,043) (65,796) (66,298)
Net cash provided from financing activities 32,752 192,203 111,029
Effect of exchange rate changes on cash (4,844) 2,861 1,548
Increase (decrease) in cash and cash equivalents (1,902} 617 11,129
Cash and cash equivalents at beginning of year 35210 . 34,593 23,464
Cash and cash equivalents at end of year S 33248 $ 35210 $ 34593

() See notes to financial statements.

Descriptions of material noncash transactions and supplemental disclosures are included in Notes 3, 6,8 and 9.
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CONSOLIDATED STATEMENT OF CHANGES IN COMMON STOCKHOLDERS® EQUITY

FOR THE YEARS ENDED DECEMBER 31, 1992 m 19%
(DOLLARS IN THOUSANDS)
COMMON STOCK .
Balance at beginning of year:
1992-45,039,878 shares;
1991-44,992,272 shares;
1990-44,988,222 shares $ 679991 $ 679,225 $ 679,159
Issuance of 47,606 shares in 1991;
4,050 shares in 1990 upon
exercise of common stock
purchase warrants - 766 66
Balance at end of year:
1992-45,039,878 shares;
1991-45,039 878 shares; .
1990-44,992,272 shares 679,991 679,991 679,225
RETAINED EARNINGS
Balance at beginning of year
as previously reported 950,791 976,650 910,802
Cumulative effect of accounting
change-income taxes - = (6,824)
Balance at beginning of year 950,791 976,650 903,978
Net earnings (loss) (83,091) 45,957 135,844
Dividends declared and paid
on common shares (33,043) (65,796) (66,298)
Treasury stock issued at
less than cost (7,035) (7,679) (235)
Retirement of common stock
purchase warrants - - (1,707)
Foreign currency adjustment (6,550) 1,659 5,068
Balance at end of year 821,072 950,791 976,650
TREASURY STOCK
Balance at beginning of year (155,954) (165,996) (151,967)
Purchased (166) (1,840) (14,430)
Used for employee benefits 12,550 11,882 401
Balance at end of year:
1992-3,572,705 shares;
1991-3,790,624 shares;
1990-3,934,473 shares (143,570)  (155954)  (165,996)
TOTAL COMMON
STOCKHOLDERS’ EQUITY $1,357493 $1474828 $1.489,879

() See notes to financial statements.
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NOTES TO FINANCIAL STATEMENTS

{1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The consolidated financial
statements include all significant subsidiaries in which
the Company has voting control. Significant invest-
ments in the capital stock of associated companies and
subsidiaries in which the Company does not have vot-
ing control are accounted for by the cost method or
equity method.

Cash Equivalents: The Company considers all highly
liquid investments with a maturity of three months or
less when purchased to be cash equivalents.

Inventories: Company-owned metals processed by
smelters, refineries and other metal plants are valued at
the lower of last-in, first-out (LIFO) cost or market.
Other inventories are valued at the lower of first-in,
first-out (FIFO) or average cost or market.

Property: Assets are valued at cost or less. Betterments,
renewals, costs of bringing new mineral properties into
production, and the cost of major development pro-
grams at existing mines are capitalized. Maintenance,
repairs, development costs to maintain production at
existing mines, and gains or losses on assets retired or
sold are reflected in earnings as incurred. Plant assets
are depreciated over their estimated useful lives, gener-
ally by the units-of-production method. Depreciation
and depletion of mine assets are computed generally by
the units-of-production method using proven and prob-
able ore reserves.

Revenue Recognition: Revenue is recognized on metals
at the time a sales contract is executed and the sales price
is fixed in accordance with the terms of the contract.

Exploration: Tangible and intangible costs incurred in
the search for mineral properties are generally charged
against earnings when incurred. When a commercial
ore body is discovered, the related exploration costs pre-
viously charged against earnings are credited to earn-
ings and capitalized in Property.

Hedge Contracts: The Company periodically uses fu-
tures and options contracts to hedge the effect of price
changes on a portion of the primary metals it sells.
Gains and losses on hedge contracts are reported as a
component of the related transaction.

Taxes on Income: The Company adopted Statement of
Financial Accounting Standards (SFAS) 109 “Account-
ing for Income Taxes”, in 1992. This statement super-
sedes SFAS 96, “Accounting for Income Taxes”. De-
ferred income taxes reflect the future tax consequences

of differences between the tax bases of assets and liabili-
ties and their financial reporting amounts at each year-
end. No deferred income taxes have been provided for
the income tax liability which would be incurred on
repatriation of the undistributed earnings of the Com-
pany’s foreign subsidiaries because the Company
intends indefinitely to reinvest these earnings outside
the United States. General business credits are account-
ed for by the flow-through method.

Subsidiary Stock Issuance: Gains or losses arising from
the sale of previously unissued shares to an unrelated
party by a subsidiary are recognized as a component of
Net Earnings to the extent that the net book value after
the sale exceeds or is lower than the net book value per
share immediately prior to the sale of the shares owned

by the parent.

Postretirement and Postemployment Benefits: The
Company elected to adopt SFAS 106, “Employers’
Accounting for Postretirement Benefits Other Than
Pensions” in 1992. This statement required a change in
accounting for postretirement benefits to the accrual
method. In November 1992, the FASB issued SFAS 112
“Employers’ Accounting for Postemployment Benefits”.
This pronouncement, which is effective for the year
ending December 31, 1994, establishes accounting stan-
dards for employers offering benefits to former or inac-
tive employees after employment but before retirement.
The Company has not yet determined the impact of the
statement on its consolidated financial statements.

Other: Certain reclassifications have been made to
prior-vear balances to conform to the current-year
presentation.

(2) OTHER INCOME

Other income consists of the following:

FOR THE YEARS ENDED DECEMBER 31, 1992 1991 1990
{IN MILLIONS)

Interest income S 37 $ 4.1 $ 6.0
Dividend income 16.9 98 235
Miscellaneous 3.3 9.0 2.9)
Total $239 $22.9 $26.6

(3" “A\ES ON INCOME

As dixussed in Note 1, the Company adopted SFAS 109
in 197 and elected to apply the provisions of SFAS 109
retraactvely to January 1, 1989. Accordingly, the begin-
ning halance of retained earnings as of January 1, 1990
has heen restated to reflect a decrease of $6.8 million to
soc: © —ilion. In addition, the financial statements for




ASARCO INCORPORATED AND CONSOLIDATED SUBSIDIARIES

the years ended December 1991 and 1990, the unaudited
quarterly data presented in Supplementary Financial
and Statistical Information section for 1991 and certain
information contained in the Five Year Selected
Financial and Statistical Data section for 1991, 1990 and
1989 have been restated to comply with the provisions
of SFAS 109.

The following summarizes the impact of applying
SFAS 109 on net income and earnings per share:

FOR THE YEARS ENDED DECEMBER 31, 199 1890

{IN MILLIONS, EXCEPT PER SHARE AMOUNTS)
Net earnings as previously

reported $460 $149.1
Effect of SFAS 109 - (33
As restated $46.0 $135.8
Net earnings per common share
as previously reported $1.1 $ 3.60
Effect of SFAS 109 - (32
As restated $1.12 $328
EARNINGS (LOSS) BEFORE TAXES ON INCOME:
FOR THE YEARS ENDED DECEMBER 31, 1992 1991 1890
__ N MILLIONS)
Domestic operations $(153.6) $21.6 $ 794
Foreign operations _53 30.0 888
Total $(148.3) §51.6 $168.2

TAX EXPENSE:

The components of the provision for taxes on income
are as follows:

FOR THE YEARS ENDED DECEMBER 31, 1992 1991 1990
HN MILLIONS)
U.S. Federal:
Current tax provision
(benefit) $(@85 $11 %217
Deferred tax provision
(benefit) (60.0) 19 03
U.S. Federal income tax
provision (benefit) (68.5) 0.8 220
Foreign and State: T _ _
Current tax provision 35 44 10.2
Deferred tax provision
(benefit) 0.2) 0.5 01
Foreign and state
income tax provision 33 49 103
Total income tax
provision (benefit) $(65.2) $57 $323

Total taxes paid (refunded) were: 1992-$2.6 million;
1991-($16.3) million and 1990-$26.4 million.

RECONCILIATION OF STATUTORY INCOME TAX RATE:

FOR THE YEARS ENDED DECEMBER 31, 1992 1991 1990
U.S. statutory
income tax rate
(benefit) (34.0%) 34.0% 34.0%
Adjustment for entities
for whichno US.
tax has been provided  (0.2) 2.8 (1.5)
Percentage depletion 68 (342 Q14
Foreign taxes, net
of federal benefit 0.5 4.1 1.0
Share repurchase by SPCC - 4.1 -
Reversal of taxes
previously accrued 4.7) - (3.5
Other 12 02 06
Taxes on income
(benefit)-effective rate (44.0%) 11.0% 19.2%

Temporary differences and carryforwards which give
rise to a significant portion of deferred tax assets and
liabilities are as follows:

DEFERRED TAX ASSETS (LIABILITIES!

AT DECEMBER 31, 1992 1991
(IN MILLIONS)
Current:
Reserve for closed plant and

environmental matters $ 1M1 % 116
Inventories ‘ 6.6 5.5
Miscellaneous accrued expense (1.9) (5.5)
Other _49 _48
Net current deferred tax asset 207 164
Noncurrent:
Tax effect of regular net

operating losses 499 26.7
Reserve for closed plant and

environmental matters 36.8 23.8
Postretirement benefit obligation 328 2.2
Alternative minimum tax credits . 259 nz
Previously taxed income 6.2 4.6
Capitalized exploration expenses 35 4.6
Property, plant and equipment (115.8)  (105.2)
Investment - MEDIMSA (90.1) (84.8)
Investment - MIM (58.9) (58.9)
Other 9. _38
Net noncurrent deferred tax liability (104.2)  (171.5)
Total net deferred tax liability S (83.5) $(155.1)

At December 31, 1992, the Company has $146.8 million
of net operating loss carryforwards which expire, if un-
used, in 2006 and 2007. In addition, the Company has
alternative minimum tax credits of $25.9 million which
are not subject to expiration. The Company believes that
these carryforwards will, more likely than not, be avail-
able to reduce future federal income tax liabilities and
has recorded the tax benefit of these carryforwards as
deferred tax assets. Because of shorter carryforward
periods and other statutory differences, the Company’s
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net operating loss carryforwards for state purposes are
not significant and, therefore, have not been recorded as
deferred tax assets.

U.S. deferred income taxes have not been recognized
on approximately $167.0 million in 1992 ($174.6 million
in 1991 and $209.7 million in 1990) of undistributed
earnings of foreign subsidiaries and nonconsolidated
associated companies more than 50% owned, because
assets representing those earnings are permanently
invested. It is not practicable to determine the amount
of income taxes that would be payable upon remittance
of assets that represent those earnings. The amount of
foreign withholding taxes that would be payable upon
remittance of assets that t those earnings would
be approximately $3.4 million in 1992 ($3.9 million in
1991 and $4.3 million in 1990).

(4) INVENTORIES

AT DECEMBER 21, 1992 1991

{iN MILLIONS)
Inventories of smelters, refineries,
and other metal plants:
LIFO cost or market $300 $ 296
Provisional cost of metals
received for which prices
have not yet been fixed 61.6 59.6
Mine inventories at FIFO
cost or market 96.7 86.1
Materials and supplies
(average cost or less) 58.4 53.2
Other 363 342
Total $283.0 $262.7

Replacement cost exceeds inventories valued at LIFO
cost by approximately $125.2 million in 1992 (1991-
$130.3 million).

{5} ACQUISITIONS

Asarco Australia Limited, a 60%-owned subsidiary of
the Company invested $17.4 million in 1991 to acquire
the remaining 50% interest in the Wiluna gold mine
owned by its former partner. The Company spent $4.8
million in 1990 acquiring Industrias Oxy Metal, S.A. de
C.V., a specialty chemicals company in Mexico and $1.5
million in acquiring two concrete plants in Tennessee.
Acquisitions are accounted for as purchases and,
accordingly, the acquired assets and liabilities have been
recorded at their estimated fair market values at the
date of acquisition. The operating results are included in
the Consolidated Statement of Earnings from the acqui-
sition dates. The excess of the purchase price over the
valuation of the net assets acquired for the above and
prior-years’ acquisitions, $61.3 million, is recorded as
Goodwill in Intangible and Other Assets and is general-
ly amortized over either the mine life up to a maximum
of 40 years on a units-of-production basis or over 40
years on a straight-line basis. Accumulated amortiza-
tion was $7.7 million and $5.6 million at December 31,
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1992 and 1991, respectively.
{61 INVESTMENTS

The Company has substantial interests in associated
compean;ies in Mexico, Peru and Australia, which are
engageu principally in mining, smelting and refining
nonferrous metals. These companies are Mexico
Desarrollo Industrial Minero, S.A. de C.V. (MEDIMSA),
Southern Peru Copper Corporation (SPCC) and M.LM.
Holdings Limited (MIM). The fiscal year for MIM ends
June 30. MEDIMSA and SPCC report operating results

on a calendar-year basis.

MEDIMSA: In 1991, the Company announced that it
was considering the sale or other form of disposition of
some or all of its investment in MEDIMSA. In light of
this action and other factors, the Company changed
from the equity method of accounting for its interest in
MEDIMSA to the cost method, effective with the second
quarter of 1991. At December 31, 1992, cumulative de-
ferred equity in profits totaled $7.6 million. In the sec-
ond quarter of 1991, a wholly owned subsidiary of
Asarco invested an additional $24.9 million in MEDIM-
SA under a rights offering. As a result of not subscribing
to its full share of the offering, the Company’s interest in
MEDIMSA declined to 31.2% from 34.0%. Pursuant toa
financing and option agreement entered into in 1989
with a bank, the Company exchanged 16,705,527 shares
of MEDIMSA for $38.4 million of previously issued
exchangeable preferred stock of a wholly owned sub-
sidiary of the Company in December 1992, lowering its
ownership interest to 28.3%. In September 1990, ME-
DIMSA, through its subsidiary Mexicana de Cobre, S.A.
de C.V,, purchased a 76.09% interest in Mexicana de
Cananea, S.A. de C.V. for $475 million.

SPCC: In 1988, the Company changed from the equity
method of accounting for SPCC to the cost method. This
change followed the deterioration in the economy of
Peru, inflation and level of foreign exchange reserves,
the economic uncertainty for the near-term outlook and
the foreign exchange restrictions on the remittance of
profits then in place. At December 31, 1992, the
Company’s equity in undistributed profits totaled $21.4
million. In December 1991, SPCC reached agreement
with the Government of Peru on a dispute concerning
the recovery of SPCC'’s investment in the Cuajone mine
in Southern Peru. Under the terms of the agreement,
SPCC commenced a five-year $300 million capital
expansion and development program. The Peruvian
Government has undertaken not to discriminate against
SPCC in comparison with treatment given to other min-
ing companies. In December 1991, SPCC repurchased
approximately 13.8% of its outstanding common shares
pro rata from its shareholders, from which Asarco
received proceeds of $31.4 million. The Company
reduced its carrying value in SPCC by the amount of
these proceeds. Dividends received in 1992 of $7.8 mil-
lion were recorded as income.
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INVESTMENTS IN ASSOCIATED COMPANIES (COST METHOD)

FINANCIAL POSITION

AT DECEMBER 31, 1992 MEDIMSA spec MM
(DOLLARS IN MILLIONS)
Asarco’s Interest 28.3% ' 52.3% 17.4%
Asarco’s Investment (US. GAAP) $298.4 $181.9 $266.8
Market Value (a) (a) $409.4(a)
FINANCIAL POSITION DECEMBER 31, DECEMBER 31, JUNE 30,
1991 1990 1992 1991 1992 199
MEXICAN GAAP (b} U.S. GAAP AUSTRALIAN GAAP
Current assets $ 5557 $ 5281 S 299.6 $ 3170 S 6454 $ 5805
Property-net ’ 2,504.5 2,246.5 390.2 3959 1,933.7 1,866.0
Other assets 65.6 50.4 335 328 1,588.9 1,401.9
Total assets $31258  $2,8340 $ 7233 § 7457 $4,1680  $358484
Current liabilities S 5979 $ 5253 S 782 $ 1.2 $ 408.0 $ 3221
Long-term debt 170.7 248.3 6.0 100 1,253.1 1,143.7
Other liabilities - - 26.6 454 1313 110.8
Deferred income taxes 64 14 167.0 167.5 352.1 354.2
Minority interests 208.2 334.3 56.7 534 137.4 1385
Total liabilities 983.2 1,109.3 334.5 387.5 2,282.1 2,069.3
- Stockholders’ equity 21426 1,7247 388.8 358.2 1,885.9 1,779.1
Total liabilities and
stockholders’ equity $3,125.8 $2,834.0 S 7233 $ 7457 $4,168.0 $3,8484
FOR THE YEARS ENDED SEPTEMBER 30 DECEMBER 31 OECEMBER 31
MEXICAN GAAP(C) U.5. GAAP AUSTRALIAN GAAP
NET SALES 100%
1992 S 876.6 S 5505 $1,4355
1991 830.0 527.1 1,457.2
1990 791.4 395.0 15524
NET EARNINGS (LOSS] 100%
1992 S 6§73 S 456 S 937
1991 66.5 04) 14.8
1990 148.8 (7.5) 121.8
DIVIDENDS TO ASARCO
1992 - S 78 S 88
1991 - - 9.5
1990 - - 23.1

Asarco reported equity earnings from MEDIMSA of $10.2(d) in 1991 and $48.1(d) in 1990.

GAAP - Generally Accepted Accounting Principles .

{a) Quoted market prices on Asarco’s investments in MEDIMSA and SPCC are not available since the shares are not publicly traded. It is not practi-
cable to estimate fair value without incurring excessive costs; however, in manatgement’s opinicn, the market value is equal to or exceeds the
carrying amount. Market value for Asarco’s investment in MIM is based upon the December 31, 1992, closing market price of MIM's ordinary
shares on the Sydney (Australia) Stock Exchange. Market value is not necessarily indicative of an amount realizable in the event of a sale.

®) Trandsalg:ed into U.S. dollars at the rate in effect at December 31, 1991 (1 US. = N{;\JS 3073.88). December 31, 1992 financial statements are not
available.

(c) Translated at the average exchange rates of $1 U.S. = MN$ 3089.44 in 1992 (MN$ 2,949.40 - 1991; MN$ 2,726.3 - 1990).

(d) Adjusted by $(4.6) and%(Z.S) in 1991 and 1990, respectively, to reflect U.S. accounting standards. Effective with the second quarter of 1991,
MEDIMSA is accounted for on the cost method.
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DIFFERENCES BETWEEN MEXICAN AND U.S. GAAP:

MEDIMSA's consolidated financial statements are pre-
pared in accordance with Mexican GAAP, which differs
in certain significant respects from US. GAAP. The fol-
lowing reconciliations from Mexican to U.S. GAAP pre-
sent information in part prior to the reversal of the
adjustments to the financial statements for the effects of
inflation required under Mexican GAAP. The principal
differences and adjustments are described below.

Capitalized Interest: Mexican GAAP does not require
the capitalization of interest on assets under construc-
tion as US. GAAP does. The adjustment for capitalized
interest is based on MEDIMSA’s average interest cost.

Excess of Sellers’ Book Value Over Cost of Assets
Acquired: Mexican GAAP permits acquired assets to be
recorded at the sellers’ book value when the purchase
price is less than the sellers’ book value. U.S. GAAP
requires the recording of acquired assets at the purchase
price.

Taxes: Deferred taxes are adjusted for the effect of capi-
talized interest. The adjustment is based on the differ-
ence between the book basis and tax basis and the statu-
tory tax rate.

Net income and total stockholders’ equity, adjusted
to take into account the material differences between
Mexican GAAP and U.S. GAAP, are as follows:

FOR THE YEAR ENDED DECEMBER 31, 1990 AT DECEMBER 31, 1980
N MILLIONS) (IN MILLIONS)
Net income as reported under Total stockholders’ equity under
Mexican GAAP MN$ 503,805 Mexican GAAP MN$ 5,301,640
Amortization of capitalized interest (14,718)
Amortization of excess of Capitalized interest, net of
book value over cost 52,019 amortization 110,637
Deferred taxes 19,149 Excess of book value over cost (1,963,751)
Approximate net income under Accumulated amortization 114,647
US. GAAP before eliminating Deferred taxes (143,612)

effects of inflation accounting 560,255
Effect of inflation accounting (1) 111,879
Approximate net income

under US. GAAP (1) MNS$ 448,376
Approximate net income under US.

GAAP (converted at average exchange

rate of $1 U.S. = MN$ 2,829) (1) $ _1585

Equity earnings (net of deferral for
MEDIMSA shares underlying
exchangeable preferred stock of $5.4) (1) $ __ 485

As a result of the one-quarter delay basis
of accounting, these equity earnings
were recorded as follows: (1)

Second quarter 1990 $ 102
Third quarter 1990 16.0
Fourth quarter 1990 12.1
First quarter 1991 10.2
485
Adjustment for one quarter lag by Asarco 0.4
Equity earnings reported by
Asarco - Audited $ _ 481
(1) Unaudited

Approximate total stockholders’
equity under U.S. GAAP

before eliminating effects of

inflation accounting 3,419,561
Effect of inflation accounting (1) 776,333
Approximate total stockholders’

equity under US. GAAP (1) MN$ 2,643,228
Approximate total stockholders’

equity under U.S. GAAP

(converted at year end exchange

rate of $1 US. = MN$ 2,947) (1) $ 896.8
Asarco investment at 34%

as of March 31,1991 (1) $ 3049
Deferral for MEDIMSA shares

underlying exchangeable

preferred stock (1) 6.5

298.4

Additional shares purchased 249
Asarco’s Investment at :

December 31, 1991 - Audited $ _ 3233
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{7) PROPERTY

Property is stated at cost and consists of the following:

AT DECEMBER 31, 1992 1
N MILLIONS]
Buildings and equipment $1,940.3 $1,857.0
Equipment capital leases 123.2 1228
Mineral land 289.2 2639
Land, other than mineral 66.5 64.6
Other 45 6.4
Total property $2423.7 $2314.7

Accumulated depreciation applicable to capitalized
leases amounted to $27.0 million in 1992, $16.5 million
in 1991 and $10.0 million in 1990, including depreciation
to earnings of $11.1 million in 1992, $6.5 million

in 1991 and $1.7 million in 1990. An increase in the
proven and probable ore reserves at the Ray mine
resulting from normal reassessments had the effect of
lowering depreciation by $3.7 million in 1992.

Exploration costs of $1.2 million in 1990 previously
charged against earnings were credited to earnings and
capitalized, as a result of the discovery of commercial

-ore bodies.

In the fourth quarter of 1992, the Company recorded
a pretax charge of $31.9 million to reduce the carrying
value of certain facilities, primarily at the El Paso, Texas,
smelter, which are unlikely to be used following the
completion of the modernization and expansion pro-
gram at the copper smelter in early 1993.

(8) CONTINGENCIES AND LITIGATION

The Company and certain of its subsidiaries have
received notices from the United States Environmental
Protection Agency (“EPA”) that they and in most cases
numerous other parties are potentially responsible to
remediate alleged hazardous substance releases at cer-
tain sites under the Comprehensive Environmental
Response, Compensation and Liability Act of 1980
(“CERCLA” or “Superfund”). In addition, the
Company and certain of its subsidiaries are defendants
in lawsuits brought under CERCLA or state laws which
seek substantial damages and remediation. Remedial
action is being undertaken by the Company at some of
the sites. The Company anticipates that it will make sig-
nificant capital and other expenditures over the next
several years to comply with environmental laws and
regulations, including required remediation at various

. Superfund sites. In connection with the sites referred to
above, as well as at other closed plants and sites where
the Company is working with the EPA and state agen-

cies to resolve environmental issues, the Company has
made reasonable estimates, where possible, of the
extent and cost of necessary remedial action and dam-
ages. As a result of feasibility studies, public hearings,
engineering studies and discussions with the EPA and
similar state agencies, for sites where it is probable that
a liability has been incurred and the amount of cost
could be reasonably estimated, the Company recorded
pre-tax charges to earnings in the fourth quarter of 1990
of $75.5 million and in the fourth quarter of 1992 of
$66.7 million. Recorded reserves for these matters total
$141.0 million at December 31, 1992. Cash expenditures
charged to these reserves were $35.6 million in 1992,
$32.2 million in 1991 and $13.0 million in 1990.

The Company is a defendant in a lawsuit brought on
behalf of classes of persons who live near or have lived
near the Company’s Globe plant, located in Denver,
Colorado, seeking compensatory and punitive damages
for damage to property due to substances allegedly
emitted from the plant.

The Company and two subsidiaries, as of December
31, 1992, are defendants in 780 lawsuits brought by
5,151 primary and 3,813 secondary plaintiffs seeking
substantial actual and punitive damages for personal
injury or death allegedly caused by exposure to asbestos
as well as 9 lawsuits for removal or containment of
asbestos-containing products in structures. In addition,
the Company and certain subsidiaries are defendants in
product liability lawsuiis involving various other prod-
ucts, including metals.

The Company is a defendant in lawsuits in Arizona
brought by Indian Tribes and some other Arizona water
users contesting the right of the Company and numer-
ous other individuals and entities to use water and, in
some cases, seeking damages for water usage and
alleged contamination. The lawsuits could potentially
affect the Company’s use of water at its Ray Complex,
Mission Complex and other Arizona operations.

While the Company is unable to estimate the ulti-
mate dollar amount of exposure to loss, it is the opinion
of management that the outcome of the legal proceed-
ings and environmental contingencies mentioned, and
other miscellaneous litigation and proceedings now
pending, will not materially adversely affect the opera-
tions or the financial position of Asarco and its consoli-
dated subsidiaries. This opinion is based upon reason-
able estimates of costs of court judgements and settle-
ments and of remediation costs and terms where such
estimates could be made. The financial viability of other
potentially responsible parties has been considered
when relevant and no credit has been assumed for any
potential insurance reimbursement to the Company
when availability of insurance is not established.
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9) DEBT AND AVAILABLE CREDIT FACILITIES

LONG-TERM DEBT

AT DECEMBER 31, 1982 1991
N MILLIONS}
800K FAIR 800K
VALUE VALUE (a} VALUE
Revolving credits $5200 $520.0 $4250
Pollution control

bonds, 1993/2006 -
rates from 6-3/4%

t0 8.9% 171.1 185.9 1711
Capital lease obligations

1993/2006-rates

from 7.15% to 12.0% 109.5 109.5 1162
9-3/4% Sinking Fund

Debentures,

1996/2000 400 40.8 40.0
Foreign and other

debt-rates from

5.0% to 12.25% 7.6 7.6 35
Total long-term debt 848.2 863.8 755.8

Less, current portion 63.9 63.9 7.5

Long-term debt $7843 $7999 $7483

(a) The fair value of the debt instruments was determined using

quoted prices of publicly traded securities of similar maturities
andcmgitratingsasof ber 31, 1992.

Maturities of debt instruments and future minimum
payments under capital leases as of December 31, 1992
are as follows:

DEBT CAPITAL
INSTRUMENTS LEASES

{IN MILLIONS)
1993 $ 56.5 $ 16.7
1994 147.7 16.5
1995 ’ 1534 16.4
1996 80.1 16.7
1997 6.8 185
Thereafter 294.2 738
Less interest - (49.1)
$7387  $109.5

Total interest paid (net of amounts capitalized of $7.4
million in 1992, $12.3 million in 1991 and $3.8 million in
1990) was $52.6 million in 1992, $41.7 million in 1991
and $37.8 million in 1990.

The Company has two revolving credit agreements
that permit borrowings of up to $700 million, of which
$520 million was drawn down and $180 million was
available at December 31, 1992. One facility allows the
Company to borrow up to $440 million until July 1993
after which the facility will decline by $36.7 million
quarterly until 1996. The second facility expires in May
1993. Borrowings under these agreements bear interest
based on LIBOR, the CD or the prime rate, and aver-
aged 3.86% at December 31, 1992. Rates may vary based
upon the Company’s debt rating. A commitment fee of
1/8% per annum on the unused portion of the revolv-

ing credit agreements is payable by the Company.

The highest level of revolving credit borrowings dur-
ing 1992 was $535.0 million (1991-$450.0 million; 1990-
$290.0 million). Borrowings under these agreements
averaged $465.4 million for 1992 (1991-$390.3 million;
1990-$168.1 million), with a weighted average interest
rate of 4.2% (1991-6.5%; 1990-8.5%).

Under the most restrictive terms of the agreements,
the Company must maintain a tangible net worth, as
defined, of at least $1 billion. Tangible net worth was
$1.3 billion at December 31, 1992. The ratio of current
assets to current liabilities cannot be less than 125% and
at December 31, 1992, this ratio was 163%.

During 1991 the Company entered into two sale and
leaseback transactions for mobile mining equipment
and railroad rolling stock. Proceeds from these transac-
tions were used principally to replace interim financing
which was used to fund property additions.

The Company has three agreements expiring 1993 to
1994 which fix the rate on a notional $112.4 million of its
variable-rate debt. The effect of these agreements is to
limit the interest rate exposure to 8.2% on $100 million
of the debt and 12.7% on the balance, and is recorded as
an adjustment to interest expense which resulted in
1992 in a $5.3 million interest charge (1991-$2.5 million;
1990-$0.3 million). The Company has exposure to credit
risk but does not anticipate nonperformance by the
counterparties to these agreements. A shelf registration
statement filed with the Securities and Exchange
Commission in 1992 covers debt securities in the
amount of $250 million available for issuance from time
to time (see Note 13).

{10) STOCKHOLDERS’ EQUITY

The Company purchased 5,649 of its common shares in
1992 (1991-67 314 shares; 1990-557,117 shares). In 1992,
223,568 common shares (1991-211,163 shares; 1990-7,280
shares) were used for savings, stock option and incen-
tive plans. The effect on the calculations of net earnings
per common share of the Company’s common stock
equivalents (warrants and shares under option) was
insignificant.

Retained earnings at December 31, 1992, included
undistributed earnings of $142.7 million for nonconsoli-
dated subsidiaries and $262.4 million for all other
investments. Retained earnings has been increased by
cumulative foreign currency adjustments of $0.1 million
at December 31, 1992 ($6.6 million in 1991; $5.0 million-
1990).

Stock Options: The Company has a stockholder-
approved Stock Incentive Plan and a Stock Option Plan.
The Stock Incentive Plan replaces the Stock Option Plan.
No additional options will be granted under the Stock
Option Plan and unexpired options continue to be gov-
erned by, and exercised under, the Stock Option Plan.
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The Stock Incentive Plan provides for the granting of
nonqualified or incentive stock options, as defined
under current provisions of the Internal Revenue Code,
as well as for the award of restricted stock and bonuses
payable in stock. The option price for options granted
under the Stock Incentive Plan shall be not less than
100% of the fair market value of the Common Stock on
the date of grant in the case of incentive stock options,
or 50% in the case of other options.

Options granted under the Stock Incentive Plan will
expire on a date fixed by the Company’s Organization
and Compensation Committee but not more than 10
years from the date of grant in the case of incentive
stock options or such later date as may be permitted
under the Internal Revenue Code. In the absence of any
contrary provision, no option will be exercisable for six
months from the date of grant. Options granted under
the Stock Option Plan are exercisable within 10 years
from the date of grant.

Each option granted under the Stock Incentive Plan or
Stock Option Plan may provide for “Stock Appreciation
Rights” (SARs). An SAR permits an optionee, in lieu of
exercising the option, to receive from the Company pay-
ment in an amount equal to the difference between the
- market value of the stock on the date of exercise of the
SAR and the price of the stock under the terms
of the option. At December 31, 1992, nineteen individu-
als held SARs covering options for 499,982 shares, rang-
ing in price from $20.57 to $38.13 per share, exercisable
as either regular stock options or SARs.

The authorized number of shares under the Stock
Incentive Plan is 2,000,000 of which 300,000 shares may
be awarded as restricted stock. As of December 31, 1992,
1,418,450 shares are available for future grants under
the Stock Incentive Plan. The table below summarizes
stock option activity over the past three years under the
Stock Incentive Plan and Stock Option Plan.

NUMBER OPTION PRICE
OF SHARES (RANGE PER SHARE)
Outstanding at
January 1, 1990 643,577 $20.57 to $41.63
Granted 171,750  $26.07 to $26.50
Exercised (3,400)  $20.57t0 $22.32
Canceled or expired (46,150)  $22.32t0 $41.63
Outstanding at
January 1,1991 765,777 $20.57 to $41.63
Granted 182,100 $24.82 to $27.88
Exercised (6,200)  $20.57 to $24.31
Canceled or expired (80,000)  $20.57 to $41.63
Outstanding at
January 1, 1992 861,677 $20.57 to $38.13
Granted 163,000 $22.31 to $22.31
Exercised (26,534)  $20.57 to $27.88
Canceled or expired (64,557)  $20.57 to $38.13
Outstanding at
December 31, 1992 933,586 $20.57 t0 $38.13

In 1989, the Company adopted a Shareholder Rights
plan and declared a dividend of one Right for each of its
Common Shares. In certain circumstances, if a person or
group becomes the beneficial owner of 15% or more of
the outstanding common shares (or in the case of MIM,
more than 33 1/3%), with certain exceptions, these
rights vest and entitle the holder to certain share pur-
chase rights. In connection with the Rights dividend,
800,000 shares of Junior Participating Preferred Stock
were authorized for issuance upon exercise of the
Rights.

(11) BENEFIT PLANS

The Company maintains several noncontributory,
defined benefit pension plans covering substantially all
employees. Benefits for salaried plans are based on
salary and years of service. Hourly plans are based on
negotiated benefits and years of service.

The Company’s funding policy is to contribute
amounts to the plans sufficient to meet the minimum
funding requirements set forth in the Employee
Retirement Income Security Act of 1974, plus such addi-
tional amounts as the Company may determine to be
appropriate from time to time. Plan assets are invested
principally in a commingled stock fund and United
States government securities.

Net pension costs consist of:

FOR THE YEARS ENDED DECEMBER 31, 1992 1981 1950
(IN MILLIONS)
Service cost $7.0 $64 $56
Interest cost on projected
benefit obligations 7.1 6.1 4.7
Return on plan assets 6.2) 4.9) (3.0)
Other items 18 13 08
Total net pension costs $9.7 $89 $8.1
The funded status of the plans using the projected unit
credit method is presented below:
AT DECEMBER 31, 1992 1991
(IN MILLIONS)
Assets and obligations:
Vested benefit obligation S 007 $55.6
Nonvested benefits _ 49 41
Accumulated benefit obligation ~ T1.6 59.7
Projected benefit obligation 1040 915
Less, Plan assets at fair value 765 59.9
Excess of projected benefit
obligation over plan assets (2770 (31.6)
[tems not yet recognized in earnings:
Unrecognized prior service cost it 114
Unrecognized initial net
plan obligation .l 2.6
Unrecognized loss i47 122
Net accrued cost > W) $(54)
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The actuarial computations are based upon a discount
rate on benefit obligations of 8% in 1992 and 1991 and
8.5% in 1990; an expected long-term rate of return on
plan assets of 10%; and annual salary increases of 5% in
1992 and 1991 and 6% in 1990.

Noncontributory postretirement health care cover-
age under the Asarco Health Plan is provided to sub-
stantially all retirees not eligible for Medicare. A cost
sharing Medicare supplement plan is available for
retired salaried employees and life insurance coverage
is provided to substantially all retirees. In 1992 the
Company adopted SFAS 106, “Employers’ Accounting
for Postretirement Benefits Other Than Pensions”. The
effect of adopting the new standard increased 1992 net
periodic postretirement benefit cost by $3.2 million
and decreased 1992 net income by $2.1 million. Post-
retirement benefit costs for 1991 of $5.1 million and
1990 of $4.7 million which were recorded on a cash
basis, have not been restated. In addition, the projected
benefit obligation of $54.0 million (net of tax benefit of
$27.8 million) related to prior service cost was recog-
nized as the cumulative effect of the change in
accounting principle as of January 1, 1992.

The following sets forth the plans’ status reconciled
with amounts reported in the Company’s Consolidated
Balance Sheet:

AT DECEMBER 31, 1992
(1N MILLIONS)
Accumulated postretirement
benefit obligation (APBO):
Retirees $50.0
Fully eligible active plan participants 144
Other plan participants 277
Total APBO 92.1
Items not yet recognized
in earnings:
Unrecognized loss (1.9)
Accrued postretirement T
benefit obligation $90.2

Net periodic postretirement benefit cost included the
following components:

FOR THE YEAR ENDED DECEMBER 31, 1992
N MILLIONS) g

Service cost $ 25
Interest cost 6.9

Net periodic postretirement benefitcost 5 9.4

The weighted-average annual assumed rate increase in
the per capita cost of covered benefits (i.e., health cost
trend rate) is 11% for 1992 and is assumed to decrease
gradually to 5% for 1999 and remain at that level there-

after. The health care cost trend rate assumption has a
s:gmﬁcant effect on the amounts reported. For example,
increasing the assumed health care cost trend rates by
one percentage point in each year would increase the
accumulated postretirement benefit obligation as of
Decemb= 31, 1992 by $7.0 million, and the aggregate of
the service and interest cost components of net periodic
postretirement benefit cost for 1992 by $0.7 million. The
weighted-average discount rate used in determining the
accumulated postretirement benefit obligation was 8.5%
at December 31, 1992. The plans are currently unfunded.

{12) BUSINESS SEGMENTS

The Company operates principally in the nonferrous
metals industry, involving mining, smelting, refining
and selling of copper, silver, lead, zinc, gold, and molyb-
denum. The Company is also engaged in specialty
chemicals for metals plating and electronics industries
and in minerals comprising limestone, sand and gravel
operations. Included in the caption Other are the
Company’s polyvinyl chloride pipe and cement pipe
businesses and its environmental services operations.
Foreign operations are conducted by affiliates in
Australia, Asia, Europe and North America.

General corporate administrative expenses are allo-
cated among the segments generally in proportion to
their operating nses. Exploration expenses are
attributable to the metals segment, while research
expenses are attributable to metals and specialty chemi-
cals. Identifiable assets are those directly used in the
operations of each segment. Corporate assets are princi-
pally cash and investments.

Export sales from the United States to unaffiliated
customers were $297.7 million in 1992, $246.3 million in
1991 and $224.5 million in 1990.

There can be no assurance that operations and assets
of the Company and nonconsolidated associated com-
panies that are subject to the jurisdiction of foreign gov-
ernments may not be affected adversely by future
actions by such governments.

METAL SALES, EXCLUDING INTERSEGMENT SALES

FOR THE YEARS ENDED DECEMBER 11, 1992 1991 1990
{IN MILLIONS|

Refined Copper 51,045  $1,037  $1,165
Refined Silver 138 154 179
Refined Lead 106 109 124
Refined Gold 69 75 129
Services 10 9 12
Other 145 144 188

S1.213 $1,528

$1,797

. G b -
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BUSINESS SEGMENTS AND LINES OF BUSINESS

FOR THE YEARS ENDED DECEMBER 31, 1992 1991 1990
fIN MILLIONS)
Sales
Metals $1513 $1,5528 $1,797
Specialty Chemicals 256 253 273
Minerals 36 33 36
Other 103 98 104
Total $1908 $1912 $2210
Domestic 1,722 1,717 2,005
Foreign 186 195 205
Operating Income (Loss) (a)
Metals $ (280 $ 69 % 165
Specialty Chemicals (1) - 7
Minerals ' 7 6 5
Other (20) (14) (50)
Total $ 420 $ 61 $ 127
Domestic 37) 66 116
Foreign &) (5) 1
Equity in results of
nonconsolidated
associated companies
SpecialtyChemicals $ 4 $ 5 §$§ 4
Corporate (1) 5 32
" Interest, taxes and other 10 (25) 27)
Net Earnings (loss) before
cumulative effect
of change in
accounting principle $ 29 $ 46 §$ 136
Identifiable Assets
Metals $1,749 $1,694 $1,486
Specialty Chemicals 236 245 252
Minerals 29 30 39
Other 123 140 142
Corporate _809 _845 _g71
Total $2,946 $2954 $2,790
Domestic 2,728 2723 2,560
Foreign 218 231 230
Depreciation and Depletion
Metals $ 77 % 65 % 67
Spedialty Chemicals 5 5 5
Minerals 2 2 2
Other 3 3 1
Total $ 8 $ 75 §$ 75
Capital Expenditures (b)
Metals $ 126 $ 275 % 210
Specialty Chemicals 3 5 7
Minerals 2 2 6
Other 3 4 9
Corporate 1 8 9
Total S 135 $ 294 $ 241

(a) Includes provisions in 1992 ($58 Metals, $9 Other, $67 Total) and
1990 ($38 Metals, $37 Other, $75 Total) for closed plant and envi-
ronmental matters and a {mvision to reduce the carrying value

& i.fn :}ertam facilities in 1992 ($31.9 Metals). butabl

udes the ion of business acquisitions attributable to prop-
erty ($11 in lm $4 in 1990). o

{13} SUBSEQUENY EVENT

On February 1, 1993, pursuant to the shelf registration
statement described in Note 9, the Company issued
$100 million of 7-3/8% Notes due February 1, 2003. The
Notes will bear interest at 7-3/8% payable semiannually
on February 1 and August 1 of each year, commencing
on August 1, 1993. The Notes are not redeemable prior
to maturity. The net proceeds will be used to repay, in
part, revolving credit bank borrowings which, at
December 31, 1992, totaled $520 million and had interest
rates averaging 3.86%.
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1992 REPORY OF INDEPENDENT ACCOUNTANTS

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS OF ASARCO INCORPORATED

We have audited the accompanying consolidated balance sheets of ASARCO Incorporated and Consolidated
Subsidiaries as of December 31, 1992 and 1991, and the related consolidated statements of earnings, cash flows, and
changes in common stockholders’ equity for each of the three years in the period ended December 31, 1992. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated finan-
cial position of ASARCO Incorporated and Consolidated Subsidiaries as of December 31, 1992 and 1991, and the con-
solidated results of their operations and their cash flows for each of the three years in the period ended December 31,
1992, in conformity with generally accepted accounting principles.

As discussed in Note 3 to the financial statements, the Company changed its method of accounting for income taxes in
1992 and restated prior period financial statements to reflect the change. In addition, as discussed in Note 11 to the
financial statements, the Company changed its method of accounting for postretirement benefits other than pensions
effective January 1, 1992

COOPERS & LYBRAND

1301 Avenue of The Americas
New York, New York
January 26, 1993, except for Note 13,
as to which the date is February 1, 1993.
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SUPPLEMENTARY FINANCIAL AND STATISTICAL INFORMATION

UNAUDITED QUARTERLY DATA
(N MILLIONS, EXCEPT PER SHARE AMOUNTS)

QUARTERS ' 187 anD 3o atH ToTAL
1992 1" 1992 1 1992 1991 1992(a} 11 1992 1991
Sales $4589 $465.7 $487.7 $459.1 $490.0 $4940 $4719 $493.0 S1,9085 $1,911.8
income (loss):
Prior to adoption
of SFAS 106 143 a1e 112 215 31.2 21 (961 191 (394 61.1
After adoption of
SFAS 106 (b) 135 (16) 104 21.5 304 21 (%961 191 (41.8) 61.1
Net earnings (loss):
Prior to adoption of A
SFAS 106 69 8.0 49 154 18.6 103 (5800 123 (27.6) 46.0
After adoption of
SFAS 106 (b) (47.6) 8.0 44 154 18.1 103  (58.00 123 (83.1) 46.0
Net earnings (loss)
per common share:
Prior to adoption of
SFAS 106 0.17 0.20 0.12 0.37 045 025 (1400 030 (0.66) 112
After adoption of
SFAS 106 (b) (115 020 0.10 0.37 0.4 025 (1400 030 (2.01) 1.12
Dividends paid per
common share 0.20 0.40 0.20 0.40 0.20 0.40 0.20 0.40 0.80 1.60
Stock market price
per common share:
High 28-3/4 30-1/2 31-3/8 29-1/4 30-1/2 28 25-1/4 27-1/2  31-3/8 30-1/2
Low 19-7/8 25-7/8 24-3/4 23-5/8 23-3/4 23-5/8 22-1/4 181/4 19-7/8 18-1/4

{2) Includes the effect of a pretax $66.7 ($44.0 aﬁer-tax:lpmvision for closed plant and environmental matters as well as the effect of a pretax $31.9
($21.1 after-tax) provision to reduce the carrying value of certain facilities recorded in the fourth quarter of 1992.

() In the fourth o?uarter of 1992 the Company ad SFAS 106 pertaining to accounting for postretirement benefits (see Note 11) requiring the
restatement ot reported operating income (loss) and net earnings (loss) for the first three quarters of 1992.

METAL PRICE SENSITIVITY
(ESTIMATES BASED ON 41.5 MILLION SHARES OUTSTANDING)

Assuming that currently planned metal production and sales are achieved, that currently anticipated costs of produc-
tion and tax and royalty rates are unchanged, that the number of shares outstanding is unchanged and giving no effect
to results of other business segments, metal price sensitivity factors would indicate the following estimated change in
earnings per share resulting from metal price changes in 1993.

COPPER LEAD ZINC SILVER GOLD :EONLI.VJ:
Change in Metal Price $.01/lb. $.01/lb. $.01/Ib. $1.00/0z. $10.00/0z. $1.00/Ib.

Annual Change in Earnings per Share $.11 $.05 $.02 $.14 - 8.02 $.05
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FIVE-YEAR SELECTED FINANCIAL AND STATISTICAL DATA

1992 1991(e) 1990(¢e) 1989(e) 1908
(DOLLARS IN MILLIONS. EXCEPT PER SHARE DATA)
CONSOLIDATED STATEMENT
OF EARNINGS DATA
Net sales S 1,908 $ 1912 $ 2210 $ 2214 $ 1,99
Operating income (loss) (42)(a) 61(b) 127(c) 238(d) 273
Earnings (loss) before equity in results of
nonconsolidated associated companies
and cumulative effect of change in
accounting principle (32) 36 99 184 199
Equity in earnings of nonconsolidated
associated companies, net of taxes 3 10(b) 36 41 8
Cumulative effect of change in accounting
principle, net of taxes (54) - - - -
Net earnings (loss) prior to adoption of
SFAS 109 (83) 46 149 231 207
Net earnings (loss) after adoption
of SFAS 109 (83) 46 136 224 207
Net earnings (loss) per share after adoption
of SFAS 109 S 20y $ 112 $ 328 $ 534 $ 492
Dividends per common share S 080 $ 160 $ 160 $ 150 $ 070
CONSOLIDATED STATEMENT
OF CASH FLOWS
Cash provided from operating activities S 106 $ 67 $ 150 $ 270 $ 160
Dividends paid on common stock 33 66 66 63 29
Property additions 135 283 237 157 43
Business acquisitions, net of cash acquired - 17 6 116 120
Depreciation and depletion 87 75 75 64 59
CONSOLIDATED BALANCE
SHEET DATA
{END OF PERIOD)
Total assets S 2946 $ 2,954 $ 2,790 $ 2456 $ 2234
Inventories - replacement cost in excess of
LIFO inventory costs 125 130 157 165 210
Total bank loans and long-term debt 869 802 543 348 261
Common stockholders’ equity 1,357 1475 1,490 1,431 1,331
COMMON STOCK DATA
Common shares outstanding 41,467,000 41,249,000 41,058,000 41,604,000 42,014,000
Price - high $31-3/8 $30-1/2 $34-1/8 $35-7/8 $29-1/2
-low $19-7/8 $18-1/4 $22-1/4 $26-1/8 $19-3/8
Book value per common share S 3274 $ 3575 $ 36.29 $ 3440 $ 3167
Price/Earnings ratio - 19.13 8.27 5.60 5.57
Dividend payout ratio - 143.2% 48.8% 28.1% 14.2%
FINANCIAL RATIOS
Current assets to current liabilities 1.6 18 20 1.8 21
Debt as % of capitalization 39.0% 352% 26.7% 19.6% 16.4%
EMPLOYEES 8,900 9,100 9,300 9,000 8,500

(AT YEAR-END)

(a) Includes a $66.7 pretax provision for closed plant and environmental matters and $31.9 provision to reduce the carrying value of certain facili-

ties.
() Includes $10.6 pretax provision for doubtful accounts for a copper customer receivable. Effective the second quarter of 191, MEDIMSA is

accounted for on the cost basis.

() Includes $75.5 pretax rmvision for closed plant and environmental matters and $7.0 for increased State of Arizona royalties.

(d) Indludes $34.3 pretax loss on sale of businesses.

(e) In the fourth quarter of 1992, the Company adopted SFAS 109 pertaining to accounting for income taxes (see Note 3) requiring the restatement

of previously reported data for 1991, 1990 and 1989.
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COPPER

Continental Mine; Butte, Montana
Mission Mine; Sahuarita, Arizona

Ray Mine; Ray, Arizona

Silver Bell Mine; Silver Bell, Arizona

EI Paso Smelter, Texas

Hayden Smelter, Arizona

Ray Electrowinning Plant; Ray, Arizona
Amarillo Refinery, Texas

LEAD

Leadville Mine; Leadville, Colorado

Sweetwater Mine; Reynolds County,
Missouri

West Fork Mine; Reynolds County,
Missouri

East Helena Smelter, Montana

Glover Smelter and Refinery, Missouri

Omaha Refinery, Nebraska

ZINC

Coy Mine; Jefierson County, Tennessee

Immel Mine; Knox County, Tennessee

New Market Mine; Jefferson County,
Tennessee

Young Mine; Jefferson County, Tennessee

SILVER

Coeur Mine; Wallace, Idaho®

Galena Mine; Wallace, Idaho®

Troy Mine; Troy, Montana

Quiruvilca Mine (Corporacion Minera Nor
Peru S.A)) (copper, lead and zinc); Peru

GotD
Aquarius Mine, Timmins, Ontario, Canada*®

Asarco Australia Limited
Jundee Mine, Western Australia
Wiluna Mine, Western Australia

PRECIOUS METALS PLANT
Amarillo Refinery, Texas

MINERALS
American Limestone Company, Inc.
construction aggregates, concrete,
agricultural limestone
Knoxville, Tennessee
Tri<Cities, Tennessee
Springfield, Tennessee
Abingdon, Virginia

SPECIALYY CHEMICALS

ENTHONE-OML, INC.

specialty chemicals and equipment for
metals finishing and electronics

North America
Bridgeview, Illinois

Long Beach, California
Mexico City, Mexico
Orange, Connecticut
Toronto, Canada

Warren, Michigan

West Haven, Connecticut

Europe
France, Germany, Italy, Netherlands, Spain,
Sweden, Switzerland, United Kingdom

Pacific Rim

Australia, Hong Kong, Japan, Malaysia,
People’s Republic of China, Singapore,
Taiwan

OTHER

High Purity and Other Metals
Denver, Colorado

Zinc Oxide
Hilisboro, lllinois

PVC Pipe

Capco Pipe Company, Inc.
Van Buren, Arkansas
Evansville, Indiana
Litchfield, Illinois

Lead Fabrication
Lone Star Lead Construction Corp.
Houston, Texas

Environmental Services
Biotrace, Inc.
Salt Lake City, Utah
Encycle/Texas, Inc.
Corpus Christi, Texas
Hydrometrics, Inc.
Helena, Montana
Technical Services Center
Salt Lake City, Utah

ASSOCIATED COMPANIES

M.LM. HOLDINGS LIMITED (17.4%)
copper, silver, lead, zinc, gold, coal

Eight mines and eight metaliurgical plants,
including:

Mount Isa, Australia

Hilton, Australia

Collinsville, Australia

Oaky Creek, Australia

Newlands, Australia

Porgera, Papua New Guinea
Ravenswood, Australia

Tick Hill, Australia

Investments in resources companies include:
Highlands Gold Limited (65%)
ASARCO Incorporated (25.0%)
Cominco Ltd. (22.5%)

Metallgeselischaft AG (3.5%)

MEXICO DESARROLLO INDUSTRIAL

MINERO, §.A. DE C.V. (28.3%)

copper, lead, zinc, silver, gold, coal, coke,
fluorspar, sulfuric acid

Thirteen mines and nine metallurgical plants in
Mexico, including:

Cananea, Mexico

La Caridad, Mexico

SOUTHERN PERU COPPER
CORPORATION ({52.3%}
copper, silver, molybdenum

Cuajone mine, Peru
Toquepala mine, Peru
llo smelter, Peru

*On standby
(% ownership in parentheses)




EXECUTIVE OFFICERS, DIRECTORS AND COMMITTEES OF THE BOARD - °

EXECUTIVE OFFICERS

Richard de J. Osbome
Chairman of the Board, President
and Chief Executive Officer

George W. Anderson
Executive Vice President

Francis R. McAllister *
Executive Vice President
and Chief Financial Officer

Robert ). Bothwell, Jr.
Vice President, Sales

John R. Corbett
Vice President, Industrial
Relations and Personnel

James ). Kerr
Vice President, Commercial

Augustus B. Kinsolving
Vice President, General

Counsel and Secretary

Robert J. Kupsch
Vice President, Operations

Robert J. Muth
Vice President, Government
and Public Affairs

Robert M. Novotny *
Vice President, Operations

Gerald D. Van Voorhis
Vice President, Exploration

Thomas J. Findley, Jr.
Treasurer

Ronald J. O'Keefe
Controller

James L. Wiers
General Auditor

* Effective May 1, 1993, Frandis R. McAllister

becomes executive vice president, copper

operations; Robert M. Novotny becomes vice

president, lead, zinc, silver and mineral
operations; and Kevin R. Morano becomes

ice president, finance and chief financial
officer.

DIRECTORS

Richard de J. Osbome
Chairman of the Board, Pres:x=nt
and Chief Executive Officer -

Willard C. Butcher *°

Former Chairman of the Board
and Chief Executive Officer,

The Chase Manhattan Bank, N.A.

James C. Cotting ** .
Chairman of the Board and
Chief Executive Officer,

Navistar International Corporation

Norman C. Fussell
Managing Director and
Chief Executive Officer,
M.IM. Holdings Limited

David C. Garfield ¢
Former President,
Ingersoll-Rand Company

E. Gordon Gee **
President, The Ohio State
University

James R. Greene **°
Director and Consultant
to various domestic and
international corporations

Harry Holiday, Jr. #4

Former Chairman of the Board
and Chief Executive Officer,
Armco, Inc.

James W. Kinnear, ITI >4
President and Chief Executive
Officer, Texaco Inc.

Francis R. McAllister
Executive Vice President
and Chief Financial Officer

Michael T. Nelligan **

President and Chief Executive
Officer, Don Ward & Co.; former
Chairman of the Board, President
and Chief Executive Officer,
Ideal Basic Industries, Inc.

JohnD.Ong**

Chairman of the Board and Chief
Executive Officer, The BFGoodrich
Company

Peter R. Rowland

Consultant, Feez Ruthning & Co.;
Director, M..M. Holdings Limited;
Director, Highlands Gold Limited

James Wood **

Chairman of the Board, President
and Chief Executive Officer, The
Great Atlantic and Pacific Tea
Company, Inc.

COMMITTEES OF THE BOARD

! Finance

? Audit

* Pension Advisory

* Organization and Compensation

CHAIRMEN OF THE COMMITTEES

* Finance

® Audit

¢ Pension Advisory

° Organization and Compensation



CORPORATE INFORMATION

Annual Meeting

The annual meeting of stockholders of ASARCO Incorporated will be held
on Wednesday, April 28, 1993 at 2:00 p.m. in the Ground Floor Auditorium,
1 Chase Manhattan Plaza, New York, NY. A transcript of the proceedings
will be available after June 1, 1993 to any stockholder upon request to the
Secretary. The request should specify a proper purpose, and should include
payment of $10.00 to cover the cost of postage and reproduction.

Form 10-K

Many of the Securities and Exchange Commission information require-
ments are contained in this 1992 Annual Report. A copy of Asarco's 1992
Form 10-K (excluding exhibits) will be available after May 1, 1993, upon
request to the Corporate Communications Department.

World Headquarters
180 Maiden Lane
New York, NY 10038
Phone 212/510-2000
FAX 212/510-1855

Transfer Agent, Registrar and Stockholder Services
The Bank of New York

101 Barclay Street

New York, NY 10286

Phone 800/524-4458

Dividend Reinvestment Program

Asarco stockholders can have their dividends automatically reinvested in
Asarco common shares. Asarco pays all administrative and brokerage fees.
This plan is administered by The Bank of New York. For more information,
contact The Bank of New York at 800/524-4458.

Stock Exchange Listing
The principal market for Asarco's Common Stock is the New York Stock
Exchange. The Stock Exchange symbol for Asarco Common Stock is AR.

Other Corporate Information

For other information on the corporation or to obtain additional copies of
the annual report, contact Gerard F. Corbett, Director, Corporate
Communications Department, ASARCO Incorporated, 180 Maiden Lane,
New York, NY 10038, 212/510-1810. -
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_ AC m#“ ; N G Several vears of exzerience with hungreds of customers

have led us 0 standardize on the {ol2wing package:

Style of package: Pressure-packed

-

Veight of package: 100 pounds

Package material: Jute. paper or polyethylene
Size of package: 16"x24"x9°

Users rezor: the foilowing as some o7 the bensiits from
tais popuiar sivie o package:

® The zackage s easv (0 hamzl= and aiiows safer
sacking.

® The Dacxage 13xes .&55 roon: Jor 2 given weight and
5 the Test choics whers storage $zse s a2t a premium.
* Raii shipmeni are more econcmical beczuse pres-
sure-pacxed T2g7 male more welrht per car. (Being
Tore comazact ey Reid aimost Twics as much fikre
i% ihe same spac2 as loose-pacies Iags.)

® QOcean freight rates — compuiss by volume — work
out o savings of 32.20 10 S2.3C p=r ton as compared
with loose-pacikes dags.

slivery ® Pressurs.pacisd astestos Stre c2n be easiiv pal-
F.O.3. Black Lzke, P.Q., Canada .exizec on <0- x =3-inch pailew.
Continental deliveries bv rail or truck. For situations in wxich moisture 23s000tion in shinping
Overseas snipments from tre {oilowing Doi=3: « 3nC storazge mav I2 3 CORNICerandn. we recommend the
mmer- Quedec Citv, Taree Rivess and Monzreai, poiverhviene sackaze. The poiverniens bags are packed ?
with aspesios Sore 2t 2 moisture lsmei of approxiinateiy e -

‘nters H:zlifax (Nowva Scotia),

; 0 . 1.2 . The bags zre strong . . . con': tear or soiit uhder
St. Jonn (New Brunswick) = = N

rouzh hancling . .. eitmtnate rozizre ouild-up when
. . stored incoors or outcoors regarc.=«s of humidity.

The buver of Lzxe Asb=::0s Sbre has a choice
of other tvpes of pack=ring including loose-
packeg jute and valve e paper bags. How-
ever, it is recommences that buvers consult -
with Lake Asbestos Sz2s Senvice Department
. on the packaginy and shipping {22053 which arfect the
wliimare cost of :he finished precuc: in which asbestos
is used. ‘
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ASARCO Incorporated is one of the
world’s leading producers of nonfer-
rous metals, principally silver, copper,
lead and zinc. The Company was or-
ganized in 1899 as American Smelting
and Refining Company, and the cur-
rent name was adopted in 1975. Asarco
operates mines in the United States,
Canada and Peru.

In addition to mining and treating
ore from its own mines, Asarco is a
custom smelter and refiner of nonfer-
rous metal ores mined by others.

In 1986, ores and concentrates pur-
chased from others or processed
for them on toll accounted for about
86% of the silver, 88% of the copper,
and 81% of the lead produced by
Asarco's primary plants.

Asarco also produces nonmetallic
minerals.Coal and limestone are
mined in the United States, and the
Company has an indirect interest in
asbestos mines in Canada.

Asarco is a major producer of sul-
furic acid which is produced as a by-
product of the environmental control
systems at the Company’s smelters. It
also produces zinc oxide, an important
raw material in the manufacture of rub-
ber tires and paint. Other subsidiaries
and affiliated companies produce
specialty chemicals and manufacture
alloys, electronic solders, fluxes, cath-
odic protection anodes, other metal
products and asbestos-cement and
PVC pipe.

Asarco has substantial interests
in three of the world's great mining
companies: M.1.M. Holdings Limited
(MIM) in Australia, Southern Peru
Copper Corporation (SPCC) and
Mexico Desarrollo Industrial Minero,
S.A. (MEDIMSA). MIM is engaged in
Queensland in the production of cop-
per, silver, lead and zinc from its Mount
fsa mine and of coal from three large
surface mines. Outside of Australia,
MIM operates a lead and silver refinery
in England, has a 321% interest in
Asarco, and important interests in
metal-producing companies in Can-
ada and West Germany. SPCC oper-
ates two mines held under mining
concessions from the Peruvian gov-
ernment covering deposits located on
the western slopes of the Andes and
operates a copper smelter located
60 miles away on Peru’s Pacific coast.
MEDIMSA is'a holding company
for several operating companies in
Mexico engaged in mining, milling,
smelting and refining of nonferrous
metals and their by-products and
in the production of coal, coke and
fluorspar.

Asarco and its associated com-
panies together in 1986 accounted
for about 16% of Free World mine
production of silver, 8% of copper,
13% of lead and 8% of zinc.
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Note: All tonnages in this annual report are
expressed in short tons. All ounces are troy
ounces. Dollar amounts are expressed in U.S.
dollars unless otherwise indicated. “Asarco™
or “The Company" includes Asarco and its
consolidated subsidiaries.




FINANCIAL HIGHLIGHTS

FOR THE YEAR

Net sales .

Earnings (Loss) before taxes and
extraordinary items:

Operations. exclusive of income
from nghts offering by M I M
Holdings Limited and unusual
items. . o

Income from rights offering by
M |.M Holdings Limited .

Equrty in results of nonconsolidated
associated companies.

Earnings (Losses). excluding
foreign exchange translation
gains and losses

Foreign exchange transiation
gains (losses)

Subtotal
Unusual items(a)

Total.

Earnings (Loss)
before extraordinary items
Extraordinary items (b)

Net earnings (l0ss)

Primary net earnings (loss)
per common share
Earnings (Loss)
before extraordinary rtems
Extraordinary items (b)

Net earnings {loss)

Cash dividends per share
Common
Preferred Series A
Preferred Senes B Convertible
Preferred Convertible Exchangeable
Capital expenditures
Depreciation and depletion

AT YEAR-END
Total assets
Total debt (c) _
Redeemable preferred stock _
Convertible exchangeable preferred
stock .
Preferred shares outstanding
Series A . o
Series B Convertible
Convertible Exchangeable
Common stockholders equity
Common shares outstanding
Asarco's pro rata interest in its shares
heid by M | M Holdings Limited
Book value per common share (d)
Commaon stockhalders of recora
tMmployees (average for year)

{@)  For 1985 and 1963 o 10 000 0 e Y rige s
statements, The 1982 e v
estimated angt ol o e

four manufatonng glanty

1986 1985 1984 1985 1982
(doliars and shares 1=~ :sanas except per share amounts)
$1,056,538 $1166921 = $1325129 $1.512.236 $1.350.695
(16,164) (35.723) (87.363) 19320 {90491
8,999 — — — 7404
(2,029) (24.900) (7.783) 15.501 {7.120)
22,600 5.200 39.500 42 400 50.700
20,571 (19.700) 31.717 57 901 43.580
— (4.500) (254.000) - (11.000}
13,406 (59.923) (309.646) 77 A {50.507)
9,140 (62.184) (306.080) 58 329 (38.704)
—_ — — — (35.376)
9,140 (62.184) (306.080) 58.329 (74.080)
(0.46) (2 87) (12 56) 154 (2.40
- — — — (148)
(0.46) {2 87) (12 56) 1.54 (3 88)
— — 0 30 040 050
7.00 700 700 700 700
6.25 625 625 625 6.25
2.70 - - - —
94,745 25.768 34 570 105172 145,052
53,030 57.243 64 147 53956 60.947
4
$1.840.314 $1.745 432 $1.945.893 $52.227 130 $2.153.064
475,593 472,636 579.53C 537.956 563.731
140,000 140.000 140.000 140 000 140.000
86,250 - — - —
1,550 1550 1.550 1.550 1.550
1,250 1.250 1250 1250 1.250
862 - - -
$ 655,274 $ 641479 3 692588 $1.024.657 $ 967.068
32,236 32.047 28.375 28.254 27.352
3,862 4,555 2467 2415 2.401
$23.09 523 33 $26 73 339 66 $38 76
19,100 20 800 23 800 26 600 30.500
7,000 8.200 10.000 9900 10.900
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Nineteen eighty-six was a better
year for Asarco Not satisfactory. but
better On a reported earnings bas:s.
the Company was profitable for the first
time since 1983. earning enough dur-
ing the last two quarters of the year
to overcome the substantial iosses
recorded in the first hatf

On an operating basis. however.
the Company was not profitable. After
eliminating the accounting effects of
foreign currency translation gains and
non-gperating income from inventory
sales and other transactions, the Com-
pany was not in the black for the year
or in either of the last two quarters

We are however. well along in our
program of restoring Asarco to profita-
bility on an operating basis at current
metal prices. A year ago when we de-
veloped the program Asarco was gen-
srating substantial and growing losses
and there seemed little likelihood that
3 metal marke! recovery would turn the
situation around in the preceding four
ears the Company had closed and
vritten off its high-cost plants and
nines and had cut capital spending
> the bone. It was clear by late 1985.

owever, that this was not enough.
It was also evident that as a result
f the closure in recent years of more
yan half of the copper mines in the

S. and a number of domestic and
reign silver-tead mines. Asarco's po-
1HoN as a customn smelter and refiner
ores and concentrates from other
:0ple’s properties was increasingly
Inerable.

The strategy we developed was

cut costs further in our operations.
minate all but essential support ser-

2s. and change our marketing pro-
1M 50 as to improve the profitability
surrent sales. We also concluded

{ the Company's management

icture should be simplified and
nanagement systems improved

1lly. we felt that we should seek

‘s of reducing the Company's

-endence on short-term arrange-

its for teed for its smelting and

ung business

2 have said a good deal dunng the

'se of 1986 about our cost-reduc-

rogram Atits inception. we esti-

:d that savings of as much as $35

n could be achieved without ad-

iv ASARCO STOCKHOLDERS

versely impacting Asarco s productive
capabilities By mud-summer we had
developed sutficient confidence in the
program to raise our estimate 1o $75
million. and towards year-end to $85
million
The program has involved an exami-

nation, with outside professional help.
ot all aspects of our business. Organi-
zational charts were redrawn and re-
sponsibilities redefined. eimmating as
many as seven layers of management
in certain parts of the Company The
research, engineering and environ-
mental science departments were
reduced in size and combined to

form a single technical services unit

in Salt Lake City. Exploration activities
were reduced in North America and
reorganized so as 10 be self-funding in
Austraha Other support services were
cut again by substantial amounts
Lower employment levels and better
than anticipated investment results
enabled the Company to reduce its
pension costs.

Labor agreements with unions rep-
resenting the workers at Asarco's
principal domestic copper operations
were renegotiated in mid-1986 and
with the union representing certamn of
the Company’s silver and lead proper-
tes in early 1887 The new agreements
called tor wage reguctions and sus-
pension of automatic cost-of-lving ad-
justments for the three-yvear terms of
the contracts The Company also has
sought and recetved substantial re-
ductions i charges for transportation
services and energy

After careful study we concluded
that the results of the Company s sales
program for copper and lead could be
improved by increasing the proportion
of sales made on an annual contract
basis for specitied delivery points
In 1986 a little more than half of the
Company's lead was sold under such
contracts. and in 1987 more than
three-quarters of the Company s antic-
ipated supplies of lead and copper
have been sold under annual contract
In addition, a new sales organization

was formed to market sulfunc acid

whiCh 1s now procuced in subsiantia
guantities as a py-product of the en-
vironmental control systems at the
Company's smetters
in early 1987 we began nstaliing
new |job evaluation and performance
management systems which were de-
veloped in conunction with the organ:-
zational restructening in 1986 These
systems should provide for a closer
linking of pay leve:s to relevant external
job markets and. wnen appropriate.
to individual performance These
changes, together with the simpler
organization and clearer defimtion of
individual responsibilities, should.
we believe. improve the performance
of management at all levels
In mid-1986 Asarco sold a new I1ssue
of convertible exchangeable preferred
stock and common slock warrants,
raising N the process approximately
$93 miflion in new equity In early 1987
the Company completed the sale of
$107 miltion of fixea-rate debt which
refinanced several issues of floating-
rate, tax-exemp! debt These two
financings were very helpful in improv-
ing the Company's iquidity and debt
matunty schedule
In late 1986 Asarco purchased the
Ray copper mine and smelter and the
Ozark lead mine which it has renamed
the Sweetwater mine These are two
low-cost mining properties which aiso
represent importan: strategic steps in
assunng secure sources of matenal for
the Company's smeiting and refining
plants With the purchase of Ray.
Asarco can now provide 60% of the
copper concentrates required by its
operating smelters. The Sweetwater
mine, together with the Company's
new West Fork mine which is ex-
pected to reach full production in 1987
can provide ali of the feed required
by the Glover lead smelter The Sweel-
water ming has been shut down and
maintained on standby since 1983,
and we have no plans to open it in
1987 as sutficient materials are cur-
rently under contract for Glover
Looking to the future. our prionties
are lo complete the task of restonng
Asarco’s existing business to solid
profitability at current metal prices.




That task wilt continue to occupy a
substantial portion of our ime and
attention in 1987 We will also seek op-
portunities to extend the use of existing
assets and technical skills into new
pusiness areas. Beyond this effort. in a
manner consistent with the Company's
inancial capacity, we will seek new
ypportunities in related basic indus-
ries which may be less vuinerabie 10
ne trade and economic pressures
vhich have led to the prolonged reces-
;0N in nonferrous metais

This has been an extraordinarily dif-
sult year for Asarco people. A great
1any have retired or otherwise left the
‘ompany as a result of the necessary
ost-reduction programs and most of
ose who have remained have done

y at reduced wages. It has also been
very exciting year. Asarco is an old
ympany undergoing a process of
iange and renewal A new culture 1s
nerging, and it 1s one which we think
better suited to today’s more com-
titive environment.

The Board of Directors of Asarco

1 me in thanking you. our sharehold-
», for your support during this diffi-

1 penod We believe that better

s lie ahead

the Board of Directors,
e

ard de J Osborne.
rman

uary 27 1987

Charrman Richard de J Osborne (lowest step, night) and executives reporting
airectly to tum Clockwise from Mr Osborne John R Corbett. vice president.
industnal relations and personnel. George W Anderson. executive vice
president; Robert J Bothwell. vice president, sales. Alexander J Gillespie. Jr
vice chairman, Robert J Muth. vice president. government and publhc atfairs,

Francis R McAllister. vice president. hnance and admirnistration. and Thomas
C Osborne, executive vice president i
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MINESt

Silver

Coeur; Wallace. Idaho

Galena. Wallace. Idaho

Troy: Troy. Montana

Quiruvilca (Corporacion
Minera Nor Peru S A )
(Also Copper. Lead and
Zinc). Peru

Gold

Aguarus®, Timmins. Ontario,
Canada

Wiluna (Asarco Australia
Ltd.): Wiluna. Western
Australia

Copper

Mission Complex: Sahuarita.
Arizona (includes
Eisenhower, Mission, Pima
and San Xavier mines)

Ray. Hayden, Arizona

Silver Bell”; Siver Bell, Aniz.

Lead and Zinc

Leadville: Leadville. Colo

Sweetwater*. Reynolds
County. Missour!

West Fork™". Reynolds
County. Missour!

Quioma (Compania Minera
Quioma S A ). Bolivia

Zinc

Coy. Jetferson County
Tennessee

Immel. Knox County,
Tennessee

New Market Jefferson
County. Tennessee

Young. Jetterson County
Tennessee

Tin

(Compania Minera Quioma
S A ) Bolivia

Berenguela®

Cerro Grande

Asbestos

(LAB and company limited)
Thetford Mines district of
Quebec. Canada

Coal

(Midland Coal Company)

Rapatee Middlegrove. Il

Crushed Stone, Sand,

Concrete and Agricultural

Limestone

(American Limestone
Company) Knoxville.
Tennessee

ASARCOATAGLANCE

SMELTERS
AND REFINERIES

Copper

Amarillo. Texas (Refinery)

El Paso. Texas (Smelter)

Hayden. Anzona (Smelter)

Ray: Hayden, Arizona
(Smelter™)
(Electrowinning Plant)

Silver and Gold
Amantio. Texas (Refinery)

Lead

East Helena, Montana
{Smelter)

Ei Paso”. Texas (Smelter)

Glover. Missouri
(Smelter. Refinery)

Omaha. Nebraska (Refinery)

Zinc

Corpus Christi”. Texas
(Refinery)

Bismuth

Omaha. Nebraska

Cadmium,

High Purity Metals

Denver. Colorado

Palladium and Platinum

(Crude)

Amarillo, Texas

Selenium

Amariic. Texas

Tellurium

Amarilic. Texas

CHEMICALS
AND MANUFACTURING

Antimony Oxide
Omaha, Nebraska

Cadmium Oxide,
Sulfide, Powder
and C.P. Litharge

Denver. Colorado

Specialty Chemicals
(Enthone, Incorporated)
Chicago. lllinors

West Haven. Connecticut

Sulfuric Acid
Corpus Christi? Texas
East Helena. Montana
El Paso. Texas
Hayden. Arnizona

Zinc Oxide
Hillsboro, Itiinots

Asbestos-Cement

and PVC Pipe
(Capco Pipe Company. inc
Van Buren. Arkansas
Evansville. Indiana

(PVC Pipe)
Litchfield. 1linots (PVC Pipe)

Cathodic Protection
(Federated Metals
Corporation)
Houston. Texas
Matamoros Mexico

industrial and Electronic
Solders and Fluxes
(Fry's Metals inc ) (20%:)
Alpha Metals
Jersey City New Jersey
Chicago. llimois
Federated-Fry.
Altoona. Pennsvivania.
San Francisco Cahfornia

Lead Fabrication

(Lone Star Lead
Construction Corp )

Houston. Texas

Metal Products and Alloys

(Federated Genco Limited)
(60%)

Burlington. Ontarno Canada

Montreal Quebec. Canada

INtereot i mane e 0,
TN standt,,
TLrne proon,e o
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ASSOCIATED
COMPANIES

M.L.M. Holdings Limited

(373%)

Queensiana. Austraiia
Coaiiinsviite (Coal)
Mount 1sa (Copper Lead.

Zinc. Sitver)
Newiancs {Coal)
Qaky Creeh (Coal

{79% MIM interest)
Townsville (Copper

Refinery)

Western Austraita
Agnew” (Nickel)

(40% MiM interest)

Northfleet. Englana
Britannia Refinea
Metals Limuted,

(Leaa and Swver
Retineries. Seconaary
Lead Piant)

Datteln. West Germany
(Zinc Refinery)

{50% MM interest)
{Zinc Proaucts)

(331:% MIiM interest)

Mexico Desarrollo
industrial Minero, S.A.
(MEDIMSA) (34%)

Eieven mines five
metaliurgical plants
throughout Mexico
(Copper Lead. Zinc.
Siiver Gold. Coal.

Coke. Fluorspar)

Southern Peru Copper
Corporation (52 3°)

Cuajone (Copper. Siiver
Molybhdenumy

Toauepaia (Copper. Silver,
Molybaenum)

o (Copper Smelter)

v et e on a1



NOTEWORTHY EVENTS OF 1986

" Major Mine Acquisitions Assure Supplies of

1 In November, Asarco

. purchased the Ray Mines
Division from Kennecott Cor-
. poration. The Ray mine, lo-
cated in Arizona produces

- 75,000 tons per year of cop-
per in concentrates and
30,000 tons per year of
leached copper in the form
of electrowon cathodes and
precipitates. The purchase
also included the Ray cop-
per smelter which is pres-
ently not operating. Since
late 1983, the Ray mine con-
‘centrates have been pro-
cessed at Asarco’s nearby
Hayden copper smelter.

" Asarco also will complete
the consolidation of all min-
eral interests in its Mission
copper mining complex near
Tucson in April 1987 when it
acquires for $1.0 million Ana-
nax Mining Company’s inter-
2st in operating equipment
ind mineral reserves owned
sy Eisenhower Mining Com-
yany, a partnership of Ana-

nax and Asarco. In 1985

sarco had acquired the

‘ima mine, the only other of

e four mines comprising

e Mission open pit that was

2t Asarco-controlied. These

oves substantially increase

ining and Exploration
The Wiluna gold mining
nt venture 1n Western
:strahia completed con-
uction in December of an
Danded treatment plant 1o
scess annually 440.000
s of ore from its open-pit
1e and 880.000 tons of
ings from old dumps
aining from previous
terground mining in Oc-
2r the jomnt venture had
wired the taihngs dumps
panexisting taings freat-

° Concentrates for Asarco Smelters

Asarco's ore reserves at
Mission. A

Acquisition of the Ray
mine more than doubles
Asarco’s domestic copper
mining capacity and enables
the Company’s mines to pro-
vide 60% of the copper con-
centrates treated at Asarco’'s
operating smelters. Also,
should conditions in the mar-
kets for concentrates and

- copper metal warrant, the

Ray smelter can treat up to
400,000 tons per year of
copper concentrates. The
Ray smelter is modern and -
cost-efficient and complied
with all significant environ-
mental regulations when it
last operated in 1982. .

For the Ray Mines pur-
chase, Asarco paid Kenne-
cott $72 million in cash plus
participation by Kennecott
in future revenues of the Ray
Unit resulting from increases
in the price of copper. The
price participation wili be
25% of incremental revenues
resulting from Comex cop-
per prices in excess of 68
cents a pound adjusted for
cost inflation. The participa-
tion will be in effect for a
10-year period beginning in
November 1988 and is limited

ment plant Commencing
early in 1987 the A$14-mullion
plant 1s expected to produce
52.000 ounces of gold
annually

During the year. Asarco
reorgamized its miming and
exploration activities in
Australia The Wiluna joint
venlure agreement was re-
neqgaotiated in February 1o
convey a 25% interest to
Asarco s partner for $4 0
mithon thus leaving each
partner with a 50% interest

to aggregate payments of
$65 million. .

In 1987, Asarco plans to
modernize the solvent ex-
traction/electrowinning plant
at Ray at a cost of $11 mil-
lion. This will increase this
plant’s capacity to 40,000
tons per year of electrowon
cathodes, eliminate the ex-
isting precipitation plant and
further reduce the already
low production costs.

B !n December, Asarco pur-
chased the Missouri lead
mine of the Ozark Lead
Company division from Ken-
necott Corporation and re-
named it the Sweetwater Unit
after the name of the princi-
pal ore body. The Sweet-
water Unit is capable of
producing annually 100,000
tons of lead and 8,000 tons
of zinc in concentrates. The
operation was shut down in
1983 and has been main-
tained since thenon a
standby basis. -

In July, Asarco decided to
bring its new West Fork lead
mine, also in Missouri, into
full production by mid-1987
at an additional cost of $3.3
million. The mine had started
up on a limited production

Ownership of Asarco's inter-
esl was transferred 1o a new
public company. Asarco
Australia Ltd. Subseqguently
Asarco Austraha Lid sold
25% of its shares to Austra-
han Diwversified Resources
Ltd aventure capntal com-
pany for A$6 6 mithon
Asarco Austraha s actively
pursuing exploration pro-
grams for gold and other
metals in Ausirahia and
adjacent areas. including
exploration of farge tracts of

basis in September 1385.
At full capacity, West Fork
will be able to produce an-
nuaily 51,000 tons of lead,
7.500 tons of zinc and
175,000 ounces of siltver in
concentrates.

These two events provide
the mine capacity to supply
ali of the lead concentrates
required by Asarco’s nearby
Glover lead smelter and refin-
ery, which had been sup-
plied by the Ozark mine prior
to its shutdown. For the im-
mediate future, however, the
Glover Piant will continue to
be adequately supplied by
West Fork and raw materials
under contract, and Asarco
does not plan to reopen the
Sweetwater mine.

For the Sweetwater Unit,
Asarco paid $850,000 plus
assumption of certain liabili-
ties and participation by
Kennecott in 25% of future
revenues of the unit resulting
from sales of lead at prices in
excess of 29 cents a pound
adjusted for cost inflation.
The price participation will
be in effect for a 10-year pe-
riod beginning two years af-
ter production resumes and
will be limited to aggregate
payments of $10 million.

prospective gold tenements
in Western Australia The Wil-
una projed! 1s managed by
Asarco Austraha's partner in
the joint venture

W At the Rock Creek project,
apphcations for patents for
the mineral nghts to a large
siiver-copper ore body were
completed and will be suty-
mitted 1o the tederal govern-
ment i March 1987 Baselne:
ervironmental studies were
aleo compieted and work




commenced on the operat-
Ing permit apphcation

The Rock Creek project

1S located in northwestern
Maontana near the Troy mine.

8 The Tennessee zinC mines
operated intermittently m
order to control inventories

of zinc concentrates during
the period of weak demand
before the zinc market im-
proved in the second half of
the year Asarco placed the
New Market mine on stand-
by status from January 31

to September 15 and sus-
pended operations at the
Young. Immel and Coy mines
from March 28 to June 16

As previously scheduled. the
Columbus zinc oxide plant.

" which used Tennessee zinc
concentrates as raw mate-
nal. ceased production
permanently in April A
second zinc oxide plant. in
Hillsboro, lllinots. continues
In operation

B Asarco sold its 25% inter-
est in the Little River joint
venture which had operated
a lead-zinc mine in New
Brunswick. Canada The
mine ceased production in
1983 and Asarco wrote

off its mnvestment in 1984
Under the sales agreement
Asarco will receive a royaity
on future production if the
mine reopens within the
next 10 years

B LAB and company limited
a himited partnershup in
which Lac d Amiante du
Quebec. Ltee {(LAQ). a
wholly owned subsidiary of
Asarco. has a 33Y.% inter-
es! consolidated all asbes-
tos-producing operations
including LAQ's. inthe Thet-
ford Mines area of Quebec

NOTEWORTHY EVENTS OF 1986 (contd!

asof July 1 The new entity
significantly improved overali
operations through rationaii-
zation of facihities ang was
profitable during 1s first six
months However. world mar-
kets for asbestos remained
depressed due 1o reduced
demand. oversupply from
overseas sources. and the
foreign exchange problems
of many consuming
countries

Smelting and Refining

8 At the modernized Hayden
copper smelter, production
was 66% greater than in
1982. the last full year of
operation prior to instaliation
of the new oxygen flash fur-
nace. despite a three-week
shutdown in February to re-
pair furnace brickwork. The
furnace will be shut down
again late in the first guarter
of 1987 for modifications
costing $1.5 milion which are
expected to extend furnace
refractory Iife. increase
throughput. and consiger-
ably lengthen the periods
between maintenance shut-
downs Hayden's output of
copper anodes is shipped to
the Amarilo Copper Refinery
which produced a record
439.600 tons of refined cop-
per in 1986

8 The East Helena iead
smelter made good progress
in developing a more efficient
and less costly method of
recovering antimony from
silver-copper-anttmony con-
centrates produced at the
Coeur and Galena siiver
mines in ldaho Since May
these concentrates have
been treated at East Helena
instead of being shipped to
the Ei Paso Plant where the
antimony was recovered as

metal The antimony meta!
plant at El Paso has since
suspended operations

As in 1985, operations at
East Helena were hampered
by a shortage of lead con-
centrates resulting from the
closing of mines which previ-
ously supplied the plant The
plant curtailled production tc
five days a week on Apri 19
and resumed seven-day-a-
week operations on August 1

Labor Relations
B Asarco reached new
three-year labor agreements
without work stoppages at its
principal domestic copper
operations. The agreements
became etfective on July 1
and include a first-year wage
reduction of $3.50 per hour.
suspension of cost-of-iving
adjustments, and minor
reductions in benehts. They
also provide a wage resto-
ration of $0 75 per hour on
July 1. 1987 and an addition-
al restoration of $1.00 per
hour on July 1. 1988

In early 1987 a three-year
agreement effective Febru-
ary - was reached with the
union representing workers
at the East Helena lead
smelter and Omaha lead re-
finery. the Globe high purity
metals plant in Denver, and
the Galena silver mine in
ldaho The agreement in-
cludes a first-year wage re-
duction of $3 30 per hour,
suspension of cost-of-hving
adjustments (COLA) for the
term of the agreement. and
minor reductions in benelits
Also. 65 cents per hour of a
total 75 cents per hour of
COLA accumulated since
1984 was rolled into the wage
base The agreement pro-
vides a wage restoration of
70 cents per hour plus a 5-

cent COLA roi-inin the sog-
ond vear of the contract anc
a waqe restoraton of 95
cents per hour pius another
5-cent COLA roli-in in the
third year of the contract

Technical Services

B The new Technical Ser-
vices Center began opera-
tonn Salt Lake City It
comprises the tormer centrai
engineering. central re-
search and environmental
sciences departments The
center provides engineerng.
environmental. applied re-
search and assets protection
(security) services as well as
analytical iaboratory support
10 Asarco operations It also
offers these services com-
mercially to industry and
government

B AUS patent was granted
to Asarco in December on a
process for manufacturing
high-strength battery gnids
from rolled antimonial iead
alloys on a high-speed. con-
tinuous production ine Until
now antimony-lead alloys
have required a less eflicient
gnd casting process The
new process should signifi-
cantly reduce the cost of
producing batteries contain-
ing antimonial lead grids.
and Asarco 1s working with a
leading battery manutacturer
1o further develop the process

Financial

B In August. Asarco com-
pleted the sale in a public
offering of 3.450.000

32 25 Depositary Convertible
Exchangeable Preferred
Shares. offered at $25 per
share and 3.375.000 Com-
mon Stock Purchase War-
rants offered at $3125 per
warrant The net proceeds of



$92 .3 muthion from these
sales were used principally --
to reduce debt.

8 In early 1987 the Company
completed the sale of $107
million of fixed-rate debt
which refinanced several
;ssues of floating-rate, tax-
axempt debt

B M.L.M. Holdings Lim-
ted, Asarco's assoclated
sompany in Austrahia, an-
younced a nights offering
7 February to raise A$200
nillion Asarco. which then
iad a 44% interest In MIM,
xchanged its nghts to pur-
hase 44.2 million ordinary
hares of MIM for 6.3 miliion
aw shares thus diluting its
iterest to 37.7%. While the
ansaction resulted in no
:celpt or outlay of cash by
sarco, itdid resultin a
3.0-million credit to Asar-
Y's first quarter earnings
1d an additional $16.4-mul-
n credit to stockholders
ity When MIM increased
common stock owner-

ship in Asarco to 32.4% In
October 1985, Asarco had
agreed to reduce 1s mterest
1IN MIM to 40% within three
years. and this transaction
satistied that commitment.
Subseguently, MIM issued
additional shares in connec-
tion with a small acquisition,
further diluting Asarcao’s in-
terest 10 37.3%.

Associated Companies

B MIM in Australia was prof-
itable in its fiscal year ended
June 30 after reporting a loss
In the previous fiscal year.
MIM maximized production
while containing costs,
thereby achieving a 10% in-
crease in sales revenue while
costs of sales rose only
13%. MIM continued to re-
port operating profits during
the first half of its 1386/87
fiscal year.

MIM continued its diversi-
fication program by acquir-
INg a 25% participation in a
holding company formed to
purchase a 31% interest in
Cominco Ltd.. a Canadian

company which 1s one of the
world s largest r- - Jucers
of znc Cominc = so pro-
duces substantia, quantities
of lead, copper and tertil-
1zers MIM also created a
new company named High-
fands Gold Limited to hold its
33'43% interest in the Porgera
gold prospect and other as-
sets in Papua New Guinea
As exploration progresses,
Porgera is emerging as an
important gold property.
Southern Peru Copper
Corporation had a smaller
net loss than in 1985 due to
more favorable tax and cur-
rency exchange effects.
However, pre-tax operating
earnings were significantly
lower because of lower ore
grades. some strike activity
compared to a strike-free
1985, and lower copper
prices Also. operating
earnings continued to be
adversely impacted by infla-
tion-driven cost increases
combined with an exchange
rate in Peru that remained
frozen for the entire year The

governmen: nas announcea
that it wii gevalue the Peru:
vian cufrencv in 1987 at the
rate of 2 2% per month
Asarco s equity Inthe
earnings of MEDIMSA in
Mexico increased in spite of
lower meta: prices The ef-
fects of ine lower prices were
offset by tne drop in the
value of the peso and by
measures taken to control
operating and administrative
expenses. which increased
consigeraply less than the
rate of inflation. Mine pro-
duction of stlver. zinc. copper
and lead benefitted from the
start-up in the first quarter
of the new Rosario mine and
the expanged facilities at the
Charcas mine. Refined silver
production increased by
15% and electrolytic zinc

production oy 20% over 1985,

The magnitude of the
combied impact of Asarco
and its associated compa-
nies on wond minmg s
shown in the accompanying
charts

MR L
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1986 Domestic Consumption

a Photographic/d5%
-nEmI&EburmPer%
¢. Silvesware6% -

d Jewelry/6%
£ Brazmg Alloys & Solder’5%
f. Coms & Medallions/4%

¢. Catatysts2%
h. Miscellaneous5%

Source Bureau of Mines, U&Deeammdnm\ot
Estimate bsed on first § months of

1986 Domestic Consumption

la7

2. Building & Construction/41%

b. Electnc & Electronic Products28%

€. Industrial Machinery & Equipment/14%
d. Transporiation/11%

e Consumer & General Producis/10%

Source: Copper Development Assocation
Eslimate based on first 11 months of 1986,

Silver

The average price of silver
in 1986 was the lowest since
1978. As quoted by Handy
& Harman, silver prices aver-
aged $5.47 anounce In
1986. 11% lower than the
1985 average of $614 The
hugh for the year of $6.20 was
reached on January 27 and
the low of $4 87 on May 20

Aithough the excess of world -

sitver production over con-
sumption narrowed signifi-
cantly in 1986, a lack of
speculative interest ana
large overhanging stocks
of silver had a more pro-
nounced etfect on silver
prices.

Free World mine produc-
tion of silver fell to 325 mitlion
ounces in 1986 from 330
million ounces in 1985, due
primarily to the closing for
economic reasons of two
large domestic silver mines
which had a combinad out-
put of 9 million ounces In
1985 Also. world production
of sitver from secondary
sources. such as scrap and
old coins. fell in 1986 to 80
million cunces. 29% below
1985 output. This. t00.
reflected low silver prices
which made it unattractive to
sell scrap silver and caused
an estimated 5-million-
ounce drop In exports of
secondary silver from India

Free World consumption
of silver increased 2 4% over
1985 10 383 million ounces.
spurred by growing usage
n the photographic and
electronics industries, which
in the United States account
for about 72% of consump-
tion. and in jewelry and com-
memorative coins Although
these latter two categories
account for only 10% of do-
mestc siiver usage. they
represented 50% of the
growthinU S silver con-
sumption in 1986

As aresult. the surplus of

Free Worna siiver output over
gemanc Narrowea to 22 mii-
fion ounces in 1986 This
compares 10 a surplus of 71
milhon ounces in 1985 ana
over 50 million ounces in
each of the five preceaing
years tiowever these statis-
tics do not incluge demand
by invesiors tor suver in small
bars which s believed to
have been substantiai
Looking ahead. the sur-
plus of silver output over
demand should continue to
narrow in 1987 Neither mine
nor secondary production
IS iikely to Increase unless
there 1s a substantial in-
crease in silver prices. Con-
sumption should benetit from
expected modest economic
expansion in the Free World
and the growing worldwide
populanty of siiver jewelry
and commemorative comns
In this country atone the new
one-ounce American Eagle
sitver coin introduced by the
U S Mintin November is in
great demand and is ex-
pectedto consume 5to 10
mullilon ounces per year of
government stockpile silver
Also. the U.S Congress has
authorized the minting of
10 milhon O 77-ounce siiver
comnsin 1887 to commemo-
rate the Bicentennial of the
U S Constitution

Copper

Free World stocks of re-
fined copper continued to fall
in 1986 for the third consecu-
tive year. Following a total de-
cline of 700,000 tons in 1984
and 1985. stocks held by re-
finers and fabricators and on
the commodity exchanges in
New York and London drop-
ped an additional 150,000
tons in 1986 to a level that in
prior periods of economic re-
covery would have caused
concern among consumers
about availabiity However,
N recent years consumers



seem to have learned to op-
erate on leaner inventories
by employing computerized
inventory control methods
based on "just-in-time”
delivery.

Free World copper con-
sumption increased slightly
in 1986 to 8.1 million tons
from 8.0 million tons in 1985.
Demand in the United
States. however, fell nearty
2%. Demand for domestic
brass mill products was
generally satisfactory, but
this was offset by weaker
demand in some wire and
cable markets.

Output of refined copper
in the Free World increased
for the second consecutive
year to 8.0 million tons, al-
most 4% higher than two
years ago. Thus, the shortfall
>f production relative to
consumption continued to
jarrow. Had it not been for
strong exports of 280,000
ans of refined copper 1o
socialist countries. the draw-
jown in stocks would have
»een considerably less in
986. Over three-fourths of
1e exports were tc China.
Aich inrecent years has re-
uired increasing quantites

fimported copper
With the perception
mong copper users that
nortages of copper are
ot imminent despite the
slatively strong market fun-
amentals and with a contin-
ad lack of interest in copper
mong speculators. copper
rices remaned in the dol-
rums Asarco’s average
Jpper price for the year
-oppedto 64 9cents a
>und from 66.3 cents in

185 Asarco's copper

ices remained within a rel-
ively narrow range of 60 (o

) 5 cents a pound through-
i1 1986

Copper supply and de-
and are expected to be
balance in 1987 as Free

World refined production
increases slightly. This as-
sumes a continuation of the
relatively strong ievel of de-
mand which has prevailed
since 1984 Inventories of
refined copper. therefore. are
expected to remain at the
level of year-end 1986

With the world copper
market in such delicate bal-
ance, it 15 vulnerable to dis-
ruptions in supply due to
strikes or other causes, such
as occurred in the lead and
zinc markets in 1986. There
s little spare copper mine
capacity in the Free World
that can be brought back
into production quickly and
economically to miigate the
effects of such disruptions.

Lead and Zinc

The markets for lead and
zinc were buoyed during
1986 by major production in-
terruptions, causing supply
to fall short of demand.

Free World output of re-
fined lead fell to 4 3 muliion
tons, 4% below the record
level of 1985. while consump-
tion held steady at 4 4 million
tons There was turther ero-
sion i demand for lead by
gasoline additive producers.
but this was ofiset by in-
creased demand from the
battery industry. by far the
largest market for lead

The supply shortfall was
filled by a drawdown in re-
fined lead stocks. in the
United States. inventories of
refined lead held by domes-
tic primary producers de-
chned from 89,000 tons
at the beginning of 1986
to 29,000 tons at year-end.
These inventories had
reached nearly 130.000 tons
durning the middle of 1985

The improved market fun-
damentals led to a sharp re-
bound in lead prices during
the second half of 1986
Asarco’s lead price opened

" 7985 Domestic




the year at 18.5cents a
pound and fell to a low of.
17.75 cents in February.
Thereafter. it improved slowly
to near the 20-cent level in
the second quarter and then
advanced strongly to a clos-
ing level of 28 cents a pound
at year-end. The domestic
producer price for lead aver-
- aged 21.8 cents a pound for
all of 1986 compared to the
1985 average of 191 cents,

a 12-year low.

Similarly, supply disrup-
tions caused Free World pro-
duction of refined zinc to
drop to 5.3 million tons in
1986. nearly 2% below the
record level of 1885 The
production interruptions
occurred in the second half

- of 1986 and coincided with

a rebound in demand. Free
World consumption of slab
zinc increased 2.8% in 1986
to a record 5.4 million tons,
due largely t0 a 6% jump in
domestic usage of zinc for
galvanizing of steel The
sheet galvanizing industry
continued to demand in-
creasing quantities of zinc to
provide corrosion protection
to steel in numerous applica-
tions By the end of 1986,
Free World stocks of slab
zinc were at the lowest level
so farinthis decade.

The combination of lower
production and higher con-
sumption led to a strong re-
covery of zinc prices, which
had fallen sharply in late 1985
and early 1986. The domes-

METAL MARKETS (contd)

tic stab zinc price rose from
30 cents a pound at the start
of 1986 to 50 cents late in the
year before softening to the
mid-40 cent range at year-
end following the settiement
of a strike at a major Cana-
dian zinc refinery. Neverthe-
less, because zinc prices
were much stronger in the
first half of 1985 than in the
corresponding period of
1986, the average domestic
producer zinc price declined
to 38.0 cents a pound in
1886 from 40.3 cents in
1985.

The fow year-end inven-
tory levels of lead and zinc
throughout the Free World
should provide some sup-
port to both markets in 1987,
The disruptions in produc-
tion of lead and zinc were
over for the most part by the
end of 1986. Therefore, the
strength of demand is ex-
pected to determine the
course of the lead and zinc
markets in 1987

The lead market depends
heavily on the battery indus-
try. which 1n 1986 accounted
for nearly three-fourths of do-
mestic consumption Since
demand for replacement au-
tomotive batteries, the larg-
est part of the lead-acid
battery market, is weather-
refated. it is difficult to fore-
cast. Demand for zinc in
1987 is expected to continue
to benefit from increasing
consumption by the galvan-
1Zing sector.



"MINERAL RESERVES_—-1986(a)

', Mineral Average Mineral Content
i . Asarco Associated Reserves
: Interest Company's (Thousands  Silver Copper Lead Zinc Gold Other
"ASARCO : (%) Interest (%) of tons) (oz'ton) (%) %) (%)  (oz'ton) %
Coeur . 50 700 1975 090
Galena .. : 375 1.037 1564 058  e0: o
Toy. . o 75 39.559 154 075
Mission Complex . . . 100 (b) 275752 013 06z
Ray . . . 100{(c) 694,547 07
Siver Bell. . 100 20955 0.07 066
Quiruviica . . 80 4 585 650 108 on R a0z
Leadviile . . 50 977 246 013 PERS O 0F
Sweetwater . . . 100(c) 25 445 R
west Fork. . . 100 11.293 030 004 TG
Quioma . : . : 51 493 480 g 3
fennessee . . 100 6 749 KING
aguarnus . . 100 205
Niuna . . 37 5(d) 830
Serro Grande (Tin) . . . 51 - 57 1 o8
3erenguela (Tin) . 1 97 107
_AB and company limited
(Asbestos) . . 33 3(e) 51762 . 363
Aidiand Coalt . 100 20130
ASSOCIATED COMPANIES(a)
A.L.M. Holdings Limited . . 373
Mount isa 100
Copper . 137 789 340
Siver-Lead-Zinc . . 54013 4.30 RIGH v
Hitton(f) . . . 100 79.366 202 vt
Agnew (Nickel) 40
Mine #1 . . 1014 AR
Mine #2 {Undeveloped) 33510 200
Coal
Collinsville . 100 287 089
Newlands . 100 281 089
Oaky Creek . 79 655 874
Undeveloped Reserves 60 2 904 587
outhern Peru Copper Corporation 523
Toquepala . 100 100 745 Q 0BG
Cuajone . . 91 308490 Q 08
EDIMSA(h) . . . 34 100 a1 373

) Mineraireserves are as of Decemuer 31 1986 excepttor M I M Holgma:, wire
represent the proven and probable portion of controlled mineral aeposits Rese
anticipaled conditions may be economicaliv mined and processed o7 the exirac!
optioned teased. o held unaer government CONCESSION

I Mission Compiex comprises the Misston Eisennower Pima and San xavis: mines, tr..
general parinershup operated by Asarco which lies between the Mission acd San adwwr minee Tata: teneryos of e ¢
0.14 0z 71on silver, and 0.68% copper Inciluded are reserves of 10 287 000 101 CONImrmmG 13 45 00 100 Guver gnis $ ot e . T attnersbug
agreement, are scheduled o be delivered (o Asarco In Aprit 1987 Asarco w:liacauire 1o $1 0 milion tne Daince o e ST et e S i ere sl
of the Anamax Mining Company as a result of Anamax s exercise of an aphon 1o termeate hye parine:s, )

' Purchased from the Kennecoti Corporation a subsidiary of The Standara (! Company Ray, Moy Divionn puranassrr oo Noen e 1 T,

tormerly Ozark mine, purcnased December 30 1986

Wiluna s a joint venture which 1s 50% owned by Asarco Auslrana Lig  d 75%-owned Labsidiaty of Aqarcs Mg e o et ..

the Wiuna joint venture

Effective July 1. 1986 the Company's wnoliv owned subsiciary Lac o Amuani: g (et
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METAL PRODUCTION

MINES Meta! Produced (in concentrates)
) Asarco
Interest Ore Milled Silver Copper Lead Zinc Gold Tin
(%) (Tons) (Ounces) (Tons) {Tons) {Tons) {Ounces) (Tons)
Coeur 1986 501a) 155.000 2743000 1.200 344
1985 151 000 2.628 000 1.200 324
1984 144.000 2 485 000 1200 e
Galena 19586 37 Sa) 201.000 3998 000 1.100 483
1985 200 000 4103 000 1.200 582
1934 209 000 <4 194.000 1400 Tia
Trov 1988 75D 3122.000 4 075 000 19 000
1983 2.843.000 3 638.000 16.800
1984 3033000 4.269 000 19 000
Mission Compies *386 100} 9 928.000 1 296.000 61.600 175
1983 9 807.000 1073.000 59.000 -
1982 10 343.000 887 000 56 900
Ray 19886 100:Q) 1.073.000 37.000 7.700
Sacaton 1982 1001e) 1.000.000 33000 4500 479
Siver Bel; 1986 1001f) - - 3600
1985 - - 4400
1984 2 272.000 102 000 16 400
Qurruvica ta%c 80(g! 419.000 2 609.000 1100 3.900 12 000 1671
e 438 000 2.035 000 2900 3.900 11200 2.582
1922 395.000 1780.000 2 70C 3.900 11000 2 500
Leadville *98e 50(a) 220 000 392.000 7.500 14500 17 700
1AES 217 000 344 000 6 700 13 300 17.195
1982 214000 363 000 6.700 14 500 17.950
West Fork 1986 100 (n) 304 000 182 000 33600 T 200
1Qg3 72.000 2.000 3.900 100
Buchans ‘952 4901 702.000 244 000 1 60C 4 600 7 800 1140
Littie River *2c4 25 145 000 J62 000 - - - 14 800
Quioma e 51K -
64 000 121 000 1500 i 600
25000 52 006 1.200 1300
Tenresses “950 00 1949 000 47 700
19ED 1 5066 00C¢ 37 500
138~ 2878 000 67 300
Wi, na 37 Humry 816 000 8983
Berenque'a 51k} 52 000 382
Cerro Grande: 60 000G . 299
45 000 203
Total 18 239 000 15 338 000 95,300 45 00U 81400 30,932 382
15 318 000 139541 00U 55 500 16 000 63 700 20.686 299
20 804 000 13877000 103 700 16.400 101 900 37.991 203
Tedbe AR HGU S TR0 50U 00T e et n0t ATGICO S ShdTe UNiES S R wate noted

QU AN Leddvt e As 1o hdas 4 H0%nteresth in operatng expenses dnd prolils or 1osses

o mt opetabhing promts detore depiehon aepreciation, and lgaho laxes

1 Opmrdted Oy ASHICO W0 4 1Ea58 0t Asdrcoretamn, 700 Al expenses bsl petore deplehion, gepreciation and mcome laxe:,

0 Cormivies comprises M At San Aavier ar b Caaensta partinerstip operated by Asarco The properly 1s held undet
late O ANZ0Nn easey palt ot winey - GEV Y omarn ans ol ote gveragiavi g o Loppes was contnbuted o tne parinership by Asarco Proguction includes
Uiy ASAFCO s shdre of Lisenniows-- AsarCowin at it fon S 0meunn e LA Ce G ine Lisentiower general partnersnipttrom the Anamax Mining
COmgdny TeImenaling e pititer e CoAdcer anid porions Oof Missno ani Pima e tem unaer gng-tenmiedses unger wnich 1essor nas retained a royally
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METAL PRODUCTION

SMELTERS (a) - REFINERIES ::
Biister Copper (D) Defined * Demec -
(Tons) Capacity (¢} 1986 1985 1984 capacity 1c: YG8e 1985 1084
£l Paso . 115.000 100.200 94.200 90.000  Siver (Ounces)
Hayden . . . 175.000 186.500 166.900 80.000 Amarillo (h) . 60.000.000 32473000 12285000 e 356000
Hayden-Ray (d) 110.000 — — -~ Copper (Tons)
Tacoma . {e) — 8.300 58 000 Amariio 456.00C <39 600 S1a 200 64
- ! 6 ) D000
Total 400.000  286.700  269.400 228000  Havden-Ray(d) 36 000 £ 0
_ead Bullon (Tons) Total Copper 482 000 RERETNG 333700 336 200
East Helena 75.000 50 800 65.600 69.300 Lead(Tons)
EiPaso(l) . . 95.000 — 33.700 48 200 Omana (1) . 156 00C *03.600 141800
Giover (g) . 105 000 132.500 123 500 86 100 Giover (g) . 110,000 122 000 81 800
Total . . 275.000 183.300 222.800 203.600 Jotai Lead 266 .000 225800 192 400
Zinc (Tons)

3) Al smelters and refinenes are owned Dy Asarco ainc o

53 Anmntermediate product containing aporoximately 98% copper 7, 9083“(:13 Ch)”ST“ (‘)’ 107 000 - 12,600 31400

:) Asarco’s esiimate of actual capacily unger norma: operating conaitions with: ref : ’“be {5 (Tons " ‘2 e o > 000
allowance for normal gowntime lor repairs ana mainlenance ang basea on the H?;ug us 22(0’ o e “'.O” o __‘Oﬁg‘ ’ ooe
average meial content of input matertat for the tnree years snown No adiwst- TiNsSDoro .00 £.500 S 50¢ 11100
ment 1s made for shuldowns or proguction curtailments oue 1o strikes or ar Totat Zinc Oxide 22 00G 12200 20 U 28 100
quality erissions restraints Gola (Ounces)

;3 Purchased on November 18 1986 trom Kennecoti Corporation a supsidiary o Amarillo 600 Q0 TRC OO REGURIY 330 800
Tne Stanaard Ol Company Smeiter operations nave been suspended since iny Saver proauction gecnneq 0 19806 cue CruTe E 3N RHLINT avadaiiny
1982 Retinery operations are represented by a solvent extraction-gieclrowin- of SIVer-DeANNg raw materiass v 1o
ning piant producing etectrowon cathodes (i Plant operations were suspended :n TAp GRS Froguonon nad

1 Smeling operations were permanently closea n March 1985 peen temporary suspended Octone: 1982 1 S
El Paso lead depariment operations were indelinitely suspenged n Augus! (1 Mela conment of ZinC oxige
1985 due to tack of raw material attecting oroduction of the Omana refinerv ,‘, . ZinC OXI0E ODENAlINS WEIE PErmanent s = ~ou © aie 1380

) -Glover's higher than capacity production ir 1986 ana 1985 resuited from nigner
grage of availabie raw material and uninterrupted operatons with minimai
downlime for repairs ang maintenance

SSOCIATED COMPANIES
Asarco 21 enresent anie
interest Siver Copper Lead! Zinc Gold  Moybdenur TE Rt
%) {Ounces) tTons) {Tons) iTons) tOzs {Pounds) AL A et o e gt
M 1986 373 19.230 000 185.300 224.700 225700 R
dings () 1985 18.192.000 190700 218200 226 300 o R
_ 1984 17 755.000 179000  22850C 216 700 LI e T T ﬁ?‘,,;’)‘\“g‘;jw
sthern 1986 523 2.564.000 271000 8 342 Q0u Do et
u(m 1985 2798000 300000 8 142 00C ]
o 1984 2471.000 277 000 © 793.000 S”‘M"*-” metas,
DIMSA (n] 1986 340 25635000 33100 69300 140300 60600 L e sonent
1985 22.86b 000 34 300 83.000 164 000 62.700
1984 21 230 000 39 600 75.600 145 200 46 900 .
ARCO REFINED METAL PRODUCTION BY SOURCE
Sriver Coper Ly 2inc
Mines Custom Toli Mines, Custom Tok: Mines Custorr o Mings Cuslom
5 . 149% 64% 22% 127 67% 21% 19% 6Y°, [t .
3 . 12 74 14 13 7 16 3 83 14 31 69%
E 15 71 14 26 o8] 20 5 G5 30 83 17
¢ 14 693 17 28 48 24 5 7O i ) :
! 17 70 13 30 35 37 3 ur 4 44 56

s— Matenal from Asarco mines

m-—Maternals purchased from others

Materials retined for and returned 1o others

ws Christy prant suspendea proguction trom Gctober 1982 through May 1984 anc suspended aperanons indohinten iy A 1

'ERAL PRODUCTION AND METAL PRICE INFORMATION

production information presented below represents Asarco's beneficial share of mine production as set forth on page 12
al price information 1s presented on pages 8 and 9 of this annual report

aral Produced (in thousands) 1986 1985 1984 19873 1982
(ounces) . 9276 8523 SRR 7T 9.337
er (tons) 890 79 4 ¢, 1 AN 1065
itons) A5 T “ (SN
ons) il 540 A - “a i,
ounces) . . 134 PG L Ty 129
310s (lons) 8o 1322, RS R NS

ons) Son, PR BN SR Ry -




FINANCIAL REVIEW

OVERVIEW

During 1984. 1985 and 1986 Asarco's earnings were ad-
versely affected by generally lower prices for its major metal
products and by the reduced spread between the cost to
Asarco of acquiring metal concentrates from others for pro-
cessing and the payments it receives upon sale of the re-
fined metal. In 1986 Asarco reported net earnings of
$9140.000. compared with a net loss of $62184.000 in 1985
after an unusual charge of $4.500.000 and a net loss of
$306.080.000 in 1984 after unusual charges of
$254,000.000.

Operating cost reductions achieved in the period 1981-
1985 reached an annual tevel of $115 million by the end of the
period. However, these reductions were more than offset by
the decline in metals prices and processing fees, which re-
duced the Company's annual revenues by more than $180
million during the same period. In late 1985, the Company

began a new cost-reduction program designed to achieve
further annual cost savings. currently estimated to be $85
million per year. The program involves an examination of all
aspects of the Company's business The organization was
reduced in size. The research. engineering and environmen-
tal science departments were combined and reduced Ex-
ploration activities were reduced in North America and
reorganized so as to be self-funding iIn Australia Lower em-
ployment levels and better than anticipated investment results
enabled the Company to reduce 1ts pension costs Labor
agreements with the unions representing workers at the
Company's copper plants were renegotiated in mid-1986 and
with the unions representing workers at the Company'’s silver
and lead properties in early 1987 The Company sought and
received substantial reductions in charges for transportation
services and energy.

The Company made two acquisitions of mining properties
in 1986: the Ray copper property in Arizona and the Sweet-

- water lead property in Missouri. These acquisitions improved

the Company's ability to supply its smelters and refinenes
with concentrates from its own mines The purchase of the
Ray and Sweetwater properties for $73.2 million was the prin-
cipal reason the Company had a negative internal cash tlow

> of $84,437000 1n 1986 During 1985. the Company had a

positive internal cash flow of $23.108.000. contrasted to a
negative internal cash flow in each of the four previous years

Net proceeds of $92 3 million from an issuance of con-
vertible exchangeable preferred stock and common stock
purchase warrants in mid-1986 were used primarily to reduce
debt Total debt outstanding was $475,593.000 at the end of
1986 compared with $472 636.000 at the end of 1985 and
$579.532.000 at the end of 1984 Total debt levels at the end
of 1986 and 1985 were lower than any year-end since 1981

SALES
Asarco records as a sale of products the full market value of
metals. ores and concentrates produced from its own mines
and for materials purchased for treatment on a custom basis,
whereas it records as a sale of services only the processing
fees charged for treating simitar maternals on a toll basis
Sales of products and services were $1.056,538.000
1N 1886 compared with $1166.921.000 in 1985 and
$1.325129.000 1n 1984 The 1986 dechne was caused primar-
dy by a decline in the volumes of silver, zinc and asbestos
sold. which more than offset an increase in the volumes of
copper and lead sold The 1985 sales decline was caused
primarily by the declines in silver and lead prices and by
lower processing tees, although the quantity of copper, sitver,
lead and zinc sold by Asarco in 1985 was higher than in
1984 Lower sales of asbestos, coal and recycled metals in
1985 also contributed to the sales decline Sales of services
for the treatment of materials in Asarco’s smelters and refiner-
les on a toll basis decreased to $21.585.000 in 1986 com-
pared with $23,853.000 in 1985 and $30.653.000 1n 1984
The full market value of materials treated on a toll basis at
average prices in etfect dunng the year was $182 million in
1986. $153 mutlion in 1985 and $188 million in 1984 In 1986
sales of services declined primarily because of the decrease
N toll lead treated at the Company's Glover lead plant In
1985 toll processing fees per ton declined and a greater
proportion of matenal was purchased on a custom hasis,



resulting in the decrease in sales of services. In addition,

U.S. mine closings and curtailments in 1984 and 1986 re-
duced the amount of silver-béaring lead material available
for toll treatment.

COSTS

The Company's cost-reduction program and LIFO-valued in-
ventory profits improved income from products and services
:n both 1986 and 1985.

Costs of products and services decreased 11% in 1986
irom 1985, while sales decreased only 9%. As a result.
ncome from products and services increased 1% to
3109,085,000. Costs of products and services decreased
5% in 1985 from 1984, while sales dropped 12%. As are-
sult, income from products and services increased 31%, or
525,382,000, to $107,786.000. Operating results for 1986 in-
luded a $26.9 million decrease in the cost of goods sold
esulting from profits realized on the liquidation of excess
_IFO-valued inventory; this compared with a $14.6 mitlion
lecrease in 1985 and no decrease in such costs from LIFO-
alued inventory liquidations in 1984 Total selling, adminis-
‘ative, research and exploration expenses were reduced
7% in 1986 and 11% in 1985.

SSOCIATED COMPANIES

sarco accounts for its nonconsolidated associated compa-
ies by recording only its equity interest in the results of

1ese companies.

Asarco's equity in the resuits of its associated companies,
rincipally M.I.M Holdings Limited in Austraha (MiM). South-
n Peru Copper Corporation (SPCC) and Mexico Desarrollo
:dustrial Minero. S A (MEDIMSA). was a profit of $20.6 mil-
n in 1886 compared with a loss of $19.7 million in 1985 and
profit of $31 7 million in 1984. The results of MIM, SPCC and
EDIMSA were adversely atfected by low prices for non-
rrous metals in each of these years.

Equity in earnings of the assoctated companies was af-
=ted by foreign currency translation gains of $22.6 milion
1986. $5.2 mithion in 1985, and $39 5 million in 1984 Trans-
Jon gains resulted from the decline in the exchange rates
“the Australian Dollar, Peruvian Intt and Mexican Peso in
ation to the U.S. Dollar. In 1985, there were substantial
‘setting translation losses related to debt of MiM denomi-
ted in Japanese Yen, Swiss Francs, Deutschmarks and
ttish Pounds Sterling, al! of which increased in value rela-

2 to the U.S. Dollar in late 1985 In both 1986 and 1984,
arco would have reported a loss from its equity in earnings
3ssociated companies in the absence of foreign currency
nslation gans.

From August 1985 to January 1387 the exchange rate of
- Peruwvian Inti relative to the U S. Dollar was fixed, which
-ant that the full effect of the high local inflation rate was
‘ected In SPCC's domestic costs SPCC's costs remained
‘h throughout the period also because of high internal fuel
orices which have been maintained at levels approxi-
tely double world prices. For a discussion of Peruvian
21gn currency controls applicable to SPCC. see Note 7
he Notes to the Financial Statements
Asarco's proportionate interest in the sales of the assoc-

d companies. which is not reflected in the Company s
38 revenues referred 1o earlier, was approximately $600

mitiion 1IN 1986 compared with $700 million 1n 1985 and $800
mithon in 1984. The declines in 1986 and 1985 were gue to
low metal prices.

NET EARNINGS (LOSS)

For the year ended December 31. 1986. the Company re-
ported net earnings of $9140,000. but a loss of $0 46 per
common share after providing for preferred dividends. com-
pared with a net loss of $62.184.000. or $2 87 per common
share, for 1985 and a net loss of $306.080.000. or $12.56
per common share, for 1984. items affecting 1986 results
were $8,999,000 of income from a rights offering by MiM.
$3136.000 of income from the placement of a 25% common
stock interest in an Australian subsidiary and a charge of
$4,248,000 for bad debts expense The 1985 net loss in-
cluded an unusual pre-tax charge of $4.5 million of costs to
be incurred in closing the Company’s Columbus, Ohio, zinc




FINANCIAL REVIEW conta)

oxide plant in 1986. The 1984 net loss included unusual pre-
tax charges of $254 mullion related to the closure or suspen-
sion of operations at several facilities. including a copper
smelter. several zinc processing plants. a copper mmne, a
lead-zinc mine and certain oil and gas properties.

CASH FLOW

Cash flow provided from or used for operations was a
positive $30.361,000 for 1986 compared with a positive
$27500.000 for 1985 and a deficit of $2.391.000 in 1984.

Dividends from the associated companies were $7.0 mil-

" lion in 1986, $4.9 million in 1985 and $32.9 million in 1984
SPCC paid a dividend of $18.5 million to Asarco in 1984 but
paid no dividends in 1986 and 1985.

Depreciation and depletion expense, based on units of
production. was $53 million in 1986. $572 million in 1985 and
$641 million in 1984. The 1986 decrease resulted principally
from suspension of operations of the Company's El Paso,
Texas. lead smelter. The 1985 decrease was primarily attribut-
able to reductions in depreciable assets due to the 1984
write-ofts described above.

Working capual, exclusive of cash. marketable securities
and debt, increased $31 million in 1986 compared with a
" decrease of $45.6 million in 1985 and a decrease of $121
million in 1984 The increase in working capital in 1986 was
primarily due to an increase in inventories as a result of a
change in the manner of sale of Troy mine concentrates and
raw materials inventories acquired in the Ray Mines acquist-
tion. The decline in working captal in 1985 resulted princi-
pally from liguidations of metal inventory and a change in
sales policy which reduced the collection time of accounts
receivable. In 1984, accounts receivable declined due to
lower prices for copper and siver

The Company pad no dividends on its common stock
in 1986 and 1985. Dividends on the common stock of
$7750.000. or $0.30 per share. were paid in 1984 Dividends
on pretferrea stock of $20.992.000 were paid in 1986 com-
pared with dividends of $18,663.000 in each of the years
1985 and 1984 The increase in dividends in 1986 resulted
trom an 1ssue of convertible exchangeable preferred stock
in mid-1986

Property expenditures were $94 7 million in 1986, includ-
ing the acquisitions of the Ray and Sweetwater units for $79 2
million and other expenditures of $15 5 million, compared
with total expenditures of $25 8 million in 1985 and $34 6
mulhon 1n 1984. The other expenditures in 1986 included de-
velopment costs of the Aquarius gold mine and underground
development of the West Fork mine The 1985 expenditures
Included development costs of the West Fork mine, acquisi-
tion of the Pima mine and expenditures for the Hayden Plant
- Expenditures for 1984 included the Hayden modernization
project completed in 1984.

LIQUIDITY

Cash and marketable securities increased $15 0 milion in
1986. compared with increases of $3 0 mitlion in 1985 and
30.8 million 1in 1984 Total debt increased $3 0 million com-
pared with a decrease of $106 9 miihion in 1985 and an in-
crease of $41.6 million 1in 1984 The weighted average interesl
rate on all Company indebtedness was 8 6% in 1986. 8 8%
1985 and 9 9% in 1984 compared with the average prime

rate dunng those penods of 8 3%. 9 3%. and 12 0%,
respectively

At December 31. 1986. the Company s percentage of
debt-to-capitatization was 35.0%. compared 1o 377% at
December 31, 1985 and 41.0% at December 31. 1884. At
December 31. 1986, the Company would have been permit-
ted to borrow an additional $150 9 million under the debt
limitation covenants of its existing loan agreements At that
date, $155 million was available under its $350-million revolv-
ing credit agreement In 1987 the Company expects that il
will meet cash requirements for operations and capital ex-
penditures from internally generated funds and. if necessary.
from borrowings under its revolving credit agreement

Under the terms of its revolving credit agreement. the
Company is required to maintain tangible net worth in excess
of $675 million through March 31, 1988. increasing to $700.0
milllon through March 31, 1991, and $725.0 million thereafter
Al December 31, 1986, the Company's tangible net worth was
$869.5 million. Under the terms of the revolving credit agree-
ment, seruor debt cannot exceed 75% of tangible net worth
until March 31, 1988. and 65% of tangible worth thereatter

CAPITAL STOCK

in mid-1986 the Company sold 3.450.000 $2 25 deposttary
convertible exchangeable preferred shares and 3.375.000
commuon stock purchase warrants in a public offering. The
net proceeds of $92.3 million were primarily used to retire
debt.

In 1985. the Company sold in a public offering 3.450.000
newly Issued common shares. Asarco realizeq net proceeds
from the sale of $75 7 million which were used to reduce
debt

On January 1. 1985, the Company instituted a salary re-
duction program under which shares of Asarco common
stock equal in market price to the amount of each month's
salary reduction were 1ssued 10 a trust for employees The
stock was distributed to employees at the end of September
1986 after the program was terminated

A total of 107.979 shares of common stock were i1ssued
during 1886 under provisions of the Company's Salary
Adjustment Program and 81,241 shares were contributed 1o
the Asarco Employees Savings Plan. A total of 32,236.063
shares were outstanding at year-end 1986 compared o
32,046,843 shares at year-end 1985

RETIREMENT PLANS
In 1985. the Company adopted the principles of Statement
of Financial Accounting Standards No 87 and, accordingly,
changed the actuanal cost method for determining pension
costs. valuing plan assets and recognizing income to the
required "projected unit credit method "~ Net pension costs
inciuded in operating results for Company-administered pen-
sion plans amounted to credits of $13 3 mitlion in 1986 and
$79 million 1In 1985, and an expense of $15.5 million In 1984
The credits to income in 1986 and 1985 result principally
from investment performance and personnel reductions

The value of the Company’s trusteed pension plan assets
as of December 31, 1986 were $400 9 million and the related
projected benefit obligations were $314 2 miltion

Retirement Plans are further discussed in Note 14 of the
Notes to the Financial Statements



ASARCO INCORPORATED AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTOFEARNINGS

F&The Years Ended December 31.

Salesofproducts . . ......... ... .. ... ...
Salesofservices. . . .. ... ..

Total saies of products and services . .
Cost of products and services

income from products and services .

Other income:
Income from rights offering by M.1.M Holdings Limited . .
Income from sale of 5ubs:d|ary capitalstock . .. .. ... ... . .
Miscellaneous. . . . . .. e

Total other income . .. .. L

Other deductions:
Selling, administrative and other expense . . . ..
Bad debts expense . _
Depreciation and depletlon expense
Exploration expense . L
Researchexpense ... .. . ... .....

-Interest expense

Unusual items .

Total other deductions

Earnings (Loss) before equity In results of nonconsolidated associated
companies . . . . .

Zquity in earnings (Iosses) of nonconsohdated assoc:ated compames

zarnings (Loss) before taxes on income

iaxes on income

Jet Earnings (Loss) . .
Jividends on preferred shares

det Earnings (Loss) Applicabie to Common Shares
’rimary Net Earnings (Loss) Per Common Share

;ash Dividends Per Share:
Common . ... ... ,
Preferred Series A .. .
Series B Convertible .
Convertible Exchangeable

1986 1985 1984
(dollars in thousands.
except per share amounts)
$1,034,953 $1.143.068 $1.294 476
21,585 23 853 30.653
1,056,538 1.166 921 1,325,129
947,453 1.059 135 1.242.725
109,085 107 786 82 404
8,999 — —
3,136 — —
13,295 13.768 8.682
25,430 13.768 8.682
35,110 40.000 41,541
4,248 868 421
53,030 57.243 64.147
4,250 6.141 10.231
3,979 €.034 6.738
41,063 46 991 55.371
—_ 4.500 254 .000
141,680 161777 432.449
(7,165) (40.223) (341.363)
20,571 (19 700) 31.717
13,406 (59.923) (309.646)
4,266 2.261 (3.566)
9,140 (62.184) (306.080)
21,962 18.663 18.663
$ (12,822) $ (80.847) $ (324.743)
$ (0.46) 3 (287) $ (12.56)
$ —_ $ - $ 030
7.00 700 700
6.25 625 6.25
2.70 - —

:e notes 1o hnancial statements



ASARCO INCORPORATED AND CONSOLIDATED SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

At December 31.

ASSETS
Current Assets:
Cash.. . .
Marketabte securities (at cost, which approxmates market)
Accounts and notes receivable
Trade, less allowance for doubtful accounts
Other .
Inventories .
Materials and supphes (average cost or Iess)
Prepaidexpenses . . . . ......... .....
Total Current Assets
investments in Nonconsolidated Associated Compames
(Equity Method) e
Property:
Buildings and equipment . .
Mineralland . . . . .
Land. other than mineral
Other
Total Property . .
Less. Accumulated depreuat\on and depiehon
Net Property
Other Assets . . .
TOTAL ASSETS

LIABILITIES
Current Liabilities:
Notes payable:
Bank loans }
Long-term debt due wsthm one year
Accounts payable.
Trade
Other
Accrued habilities
Salanes and wages
Taxes onincome
Other taxes
Currrent portion of reserves for plant closmgs
Other current liabilities
Total Current Liabilities
Long-Term Debt
Deferred Income Taxes
Reserves for Plant Closings
Accrued Liabilities and Other Reserves
TOTAL LIABILITIES
Contingencies (Note 10)
PREFERRED STOCK
Authorized— 10.000.000 shares without par value

Redeemable—2.800.000 shares issued and outstanding .

Convertible Exchangeable—862.500 shares issued and
outstanding :
COMMON STOCKHOLDERS’ EQUITY
Authorized — 80.000.000 common shares without par vaiue
Issued 34,928,223 shares ,
Additional Capntal
Retained Earnings
Treasury Stock (al costj-—common shares
19862 692160, 1985---2.881.380
Asarco’s cost and pro rata interest in the cost of its shares
held by M t M Holdings Limited

TOTAL LIABILITIES. PREFERRED STOCK AND
COMMON STOCKHOLDERS EQUITY

1986 1985
(dollars in tnousands)
$ 11,192 $ 14644
40,020 21.518
$ 177,996 $ 210917
23,720 201,716 18.333 229.250
104,027 81.551
50,641 46.107
4,737 £.004
412,333 399.074
615,845 576.000
1,379,233 1.330.008
166,547 171,701
33,316 26.681
35,713 35.967
1,614,809 1.564.357
848,167 835410
766,642 728.947
45,494 41 411
$1.840.314 $1.745 432
7.216 24.808
5892 $ 13,108 12338 §& 37.146
171,393 183.534
22,574 193,967 22 029 205.563
9,914 11.476
9,776 9 444
9,662 29,352 10 134 31.054
15,252 16.349
13,897 10,363
265,576 300475
462,485 435,490
57,575 54,986
82,360 98,302
90,794 74,700
958,790 963,953
140,000 140.000
86,250 _
502,355 502.355
7,965 15402
426,123 438 473
(151,484) (162.131)
(129,685) 655,274 (152 .620) 641.479
$1,840,314

31745432

e ey 0 h g slaterant



ASARCO INCORPORATED AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTOF CHANGES
IN FINANCIAL POSITION

For the Years Ended December 31, 1986 1985 1984
- {coliars in tnousanas)
SOURCES (USES) OF CASH A | el
Operations:
Net earnings (loss) . . . . e, e $ 9,140 3 (62.184) $(306.080)
Noncash elements in net earnrngs (Ioss) ‘
Depreciation and depletion . . . . S S o S 53,030 7.243 63,147
Deferred income taxes . o - o 2,064 {73 (12790
Nonconsolidated associated companres
Eguity in (earnings) losses . . . . L (20,571) 19.700 (31.717)
Dividends received . T 7,000 4.891 32.867
Income from rights offering byM IM Holdlngs Limited. . .. . S (8,999) — —
Reserves for plant closings and otheritems . . . . .. . .. o : (11,303) 7.923 244 182
Cash provided from (used for) operations . . . . S 30,361 27.500 (9.391)
Cash Dividends Declared and Paid:
Common shares ... .. . S o - — (7.750)
Preferred shares . . e S L (20,992) {18.663) (18.663)
Cash used for dividends . o L . o {20,992) {18.663) (26.413)
Investment Activities:
investments, net. . ‘ (17,871) 51.168 (176)
© Asarco’s cost and pro rata mterest n the cost of its shares held by M [ M
Holdings Limited. . 22,935 (51 749) (1.534)
Book value in excess of amount realized under the rrghts oﬁermg by MIM
Holdings Limited . } . S (5,966) — —
Property.
Acquisition cost of the Ray Mines Division o (73,320) - —
Obligations assumed net of working capital purchased . (1,495) — —
Property acquired o (74,815) - —
Other property expenditures . . (19,930) {25 768 (34.570)
Other, net . . , o : 10,911 (4.942) 6.856
Cash used for investment activities (84,736) {31.291) (29.424)
Working Capital, Exclusive of Cash, Marketable Securmes and Current Debt:
Accounts and notes receivable . : . 27,534 27.072 23.642
Inventories . . : : (22,476) 57.819 51.650
Other current assets . . . , , (3,267) 7.025 6.480
Accounts payable : , (11,596) (15 364) (60.459)
Other current habilities 735 (30.990) (9.249)
Cash provided trom (used for) working capitai (9,070) 45,562 12.064
Internal Cash Flow , . . (84,437) 23.108 (53.164)
Financing Activities:
Bank loan repayments, net . (17,592) (1.009) (9.124)
Long-term debt incurred _ 62,037 220778 92.302
Long-term debt retired (41,488) (325.297) (41.602)
Debt proceeds released from escrow for construction 1,104 - 4156 9,397
Proceeds from sale of 862.500 convertibie exchangeable preferred shares : 82,348 —
Proceeds from sale of 3.375.000 common stock purchase warrants 9,950 . —
Proceeds from sale of 3.450.000 common shares — 75.716 -
Treasury stock transactions. net A : 3,128 5828 3.040
External cash flow 99,487 (19 828) 54.013
Net change in cash and marketable securities . 15,050 3.280 849
Cash and marketable secunities. beginning of year 36,162 32 882 32.033
Cash and marketable securities. end of year $ 51212 S 36162 $ 32882

See notes 1o irancial staterments



ASARCO INCORPORATED AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATEDSTATEMENTOF CHANGES
INCOMMON STOCKHOLDERS’ EQUITY

For The Years Ended December 31. 1986 1985 19384
N (dollars in thousands)

Common Stock
Balance at beginning of year: 1986—34,928,223 shares. 1985 and 1984—

31.478.223 shares . . .. S .. $ 502,355 S 426.639 S 426.639
Sale of 3.450.000 shares : — 75716 --
Balance at end of year 1986 and 1985—34. 928.223 shares, 1984 —
31478,223 shares .. . : S : 502,355 502.355 426.639
Additional Capital
Batance at beginning of year - R S . 15,402 22.072 25.651
Charge for treasury stock sold and used . . (7,519) (6.670) (3.579)
Book value in excess of amount realized under the rights otfering by
M.I M. Holdings Limited . ... .. . . . ..., (5,966) — —
Net proceeds from sale of 3.375.000 common stock purchase warrants 9,950 — —
Issue costs of convertible exchangeabie preferred stock ... . | (3,902) — —
Balance atend of year .. ... o o S 7,965 15.402 22.072
Retained Earnings
Balance at beginning of year . . 4 o _ . 438,473 519.377 852.952
Foreign currency adjustment S S 99 (57) (1.082)
Net earnings {loss) . . L . 9,140 {62.184) (306.080)
Cash dividends declared and paxd
On common shares . : : S — — (8.490)
On preferred shares. . {20,992) {18.663} (18.663)
Adjustment for Asarco’s pro rata mterest In |ts dmdends on common
shares paid to M [.M. Holdings Limited : o (597) — 740
Balance at end of year S . . . 426,123 438473 519.377
Treasury Stock
Balance at beginning of year (162,131) {174.629) (181.248)
Purchased . . — {25) (3)
Used for additional compensation. stock option. bonus. savings and
salary adjustment plans 10,647 12.523 6.622
Balance at end of year 1986—2.692 160 shares. 1985—2.881.380 shares.
1984—3103.487 shares . . o (151,484) (162.131) (174.629)

Pro Rata Interest
Asarco’s cost and pro rata interest in the cost of its shares held by M I M
Holdings Limited .. (129,685) 1152.620) {100.871)

Total Common Stockholders' Equuty . . $ 655,274 S 641479 $ 692588

See notes 1o hnanciai statements



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
inciples of consolidation: The consolidated financial state-
ts include all significant subsidiaries of which the Com-
ny has voting control. Significant investments of 20% or

e in the capital stock of associated companies and sub-
iaries of which the Company does not have voting control
accounted for by the equity method. Other investments
carried at cost or less.

ventories: Company-owned metals processed by smelters.
ineries and other metal plants are valued at the lower of
t-in, first-out cost (LIFO) or market. Other inventories are
valued at the lower of first-in, first-out cost (FIFO) or market.

;Property: Assets are valued at costor less. Betterments.
Tenewals, costs of bringing new mineral properties into pro-
"duction, and the costs of major deveiopment programs at
‘existing mines are capitalized. Maintenance, repairs, devel-
’upment costs to maintain production at existing mines, and
:’gains or losses on assets retired or sold are reflected in
‘sarnings as incurred. Plant assets are depreciated over their
‘estimated useful lives, generally by the unit-of-production
method. Mine asset depreciation and depletion are com-
puted generally on the unit-of-production method using
proven and probable ore reserves

Exploration: Tangible and intangible costs incurred in the
search for mineral properties are generally charged against
earnings when incurred When a commercial ore body 1s
discovered, the related exploration costs previously charged
against earnings are credited 10 earnings and capitahized

in “Property.” Oil and gas actwvities are accounted for by the
successful-efforts method

Investrnent and energy tax credits: Such credits are ac-
sounted for by the flow-through method

Betiremenr plans: In 1985, the Company adopted the princi-
-:_)Ies of “Staternent of Financial Accounting Standards No 87,
=mployers' Accounting for Pensions.” which requires the use
A the projected unit credit actuarial method for financial re-
orting purposes. Prior to 1985, the Company used the ag-
Jregate cost method for financial reporting purposes and
sontinues to use that method for funding purposes

LUNUSUAL ITEMS (in millions)

:ourth quarter 1985 operating results were charged with
>f1.5 for the permanent shutdown in 1986 of the Company's
nc oxide plant in Columbus. Ohio Operating results for
984 include total unusual charges of $276 0, partially offsel
Yy a credit of $22.0 from changes to estimated costs for
Yevious plant closings The 1984 unusual charges include
‘Osts associated with the permanent shutdown of the Com-
‘any’s Tacoma, Washington. copper smelter, the write-down
ﬂd indefinite suspension of operations at the Company's
©rpus Christi, Texas, zinc plant and write-down of related
InC fuming and zinc oxide facilities at other plants, the write-
fand future holding costs of the Sacaton underground
nger mine In Arizona, the write-down of the Company's
5% interest in the Little River joint venture. which owns a
-dnadian lead-zinc mine, the permanent closing of a metal
>Cycling plant in Houston, Texas. of Federated Metals Cor-

Oration, g wholly owned subsidiary, and the write-down of
land gas assets

NOTES TO FINANCIAL STATEMENTS

3. TAXES ON INCOME (in miliions)

Earnings (Loss) Before Taxes on income

From domestic operations
From foreign operations

Total

Tax Expense (Credit)

Current

Us

Foreign and state .
Deterred

u.s

Foreign and state

Totai

Reconcthiation of Statutory income Tax Rate

U S statutory income tax rate

Undistnbuted equity earmings on
which tax was not provided at the
statutory rate

Foreign taxes and tax credits

Investment tax credits

Depietion

Mintmum tax

Net operaung losses notutiized
and carned forwara

Other

Taxes on ncome -effective rate

Deterred Tax Expense (Credits)

Depreciation expense versus 1ax
deguction

Tax deductions for current mine
development COStSs versus amort-
zation of capitalized costs on
DOooks

Estimated costs ot mine and plant
closiNgs versus tax deduchons

Undistributed equity earnings on
which 1ax s accrued

Pension expense versus tax
deduction

Captlalized interest COsts versus tax
deduchion

Utiization of net operating losses

Reversal (Use) of investment and
foreign tax credits

Other

Totai

1986 1985 1984
$137) $(389)  $(3435)
27 (21O 33¢
$154 $(599:  $3096)
1986 1985 1984
$ - $ - $19
22 24 73
92
2 (01 36!
§43 $2 3 $3 6!
1986 1985 1984
46 0% (46 0% (46 M°e
10 ° 114 (101
53 a7 132
- 93
33 3) (28 (2.0)
- 06
- 367 262
37 (02 (14)
31 8- 3 8% 1T 1%
1986 1985 1984
$2 4 $07) $ 04
(13) 15 02
69 63 (37
17 4 46
58 77 22
(27) (2 8) (07
16 (68 8)
597
(47 (80) (67)
32 01y $(128)




Tax Carryforwards’

At December 31, 1986. cumulative unused net operating
loss (NOL) carryforwards on a tax and book basis amount to
$211.6 and $211.7 respectively If not used. the NOL carryfor-
wards will expire between 1998 and 2001. At December 31,
1986. expiration dates and amounts of unused investment
and energy tax credits and foreign tax credits are as follows.

Investment Foreign
Tax Credits Tax Credits
Tax Book Tax Book
‘Expiration Dates Basis Basis Basis Basis
1987 $ - $ - $52 $52
1988. - - 8.5 138
1989 S 37 37 56 60
1990 . 112 12 12 12
1991, . 66 6.6 14 32
1992 10 2001 407 407 - -

As a consequence of the Tax Reform Act of 1986. the above
listed investment tax credit carryforwards will deciine in ag-
gregate value on a tax and book basis by 175% if used in
1987 and by 35.0% if used thereafter

4. PRIMARY EARNINGS (LOSS) PER COMMON SHARE

Earmings or loss per common share are calculated by using
the weighted average number of common shares outstand-
ing atter deducting the Company's pro rata interest in its
shares held by M. M Holdings Limited

1986 1985 1984
Weighted average number of Asarco
shares outstanding (000} 32.148 31136 28 321
Asarco’'s pro rata. weighted average
interest in ts shares held by M I M
Holdings Limited (000) 4.025 3.008 2463

The etfect of the Company's Common Stock equivalents
(warrants and shares under option) and Convertible Pre-
ferred Stock on the calculation of primary earnings (loss)
per common share was anti-dilutive

5. FOREIGN CURRENCY (in mitions)

The net transaction gamns (losses) included in determining
pre-tax earnings were: 1986—5%24.0: 1985—%8 7, and
1984 — %44 0 The major portion of the gains or losses are
reflected in "Equity in earnings (losses) of nonconsohdated
associated companies

6. INVENTORIES (in miliions)

At December 31 1986 1985

Inventones of smetters refinenes and other
rmetyl plants

LIFO cost o marke! $ 139 $206
Provisiond cost ol metals recevnd for

which prices hdave not yet been fixea 329 201

Mine srreniones at FIFO cost or marsket 46 4 337

Ot 108 72

Tota: $104 0 AR

Replacement cost exceeds inventories valued at LIFQ cost
by approximately $118 4 (1985—81501)

Year-end inventonies used 1N determining cost of saies
were. 1986—3$104.0; 1985—3816. 1984-$139 4, 1983 —
$191.0. Liguidations of LIFO inventories resulted in pre-tax
earnings of $26.9 in 1986 and $14.6 in 1985

7. INVESTMENTS IN NONCONSOLIDATED
ASSOCIATED COMPANIES

Asarco has substantial interests in associated companies in
Australia, Mexico and Peru which are principally engaged

N mining. smelting and refining nonferrous metals These
compantes are M |.M. Holdings Limited (MIM). Mexico De-
sarrollo Industrial Minero, S.A (MEDIMSA). and Southern
Peru Copper Corporation (SPCC) MIM also has major coal
mining operations. The fiscat year for MIM ends June 30
MEDIMSA ana SPCC report operating results on a calendar-
year basis ending December 31.

Taxes have not been provided on the undistributed earn-
ings of assoctated companies more than 50%-owned and
accounted for on the equity method where earnings have
been reinvested indefinitely. At December 31, 1986. the cu-
mulative amount of equity 1n such undistributed earnings on
which income taxes have not been provided 1s $200.9 million

At December 31, 1986, "Investments in nonconsolidated
associated companies’ included Asarco's equity of $1875
million in SPCC's restricted net assets of $358.5 miliion
which restniction results from foreign currency controls es-
tablished in the third quarter of 1986 by the government
of Peru. These controls suspend for a penoa of two years
certain cash remittances of foreign exchange trom Peru by
companies operating in Peru as discussed below

SOUTHERN PERU COPPER CORPORATION  Peruvian law
gives workers in mining companies an increasing participa-
tion n profits and management advisory commitiees and an
interest in hquidation proceeds Profit participation is dis-
tributed in cash and in the form of ownership shares and
interest-bearing obhgations issued by the Peruvian branch
of SPCC At the end of 1986. the workers participation in the
Peruvian branch of SPCC was approximately 10 6% Eventu-
ally. through participation in future earnings. this percentage
could increase to 33'4%

In general, the etfect of Peru s new foreign currency con-
trol taw on SPCC tor the two-year period 1s that it suspends
cash remittances from SPCC's Peruvian branch to its cor-
porate office in the United States for earnings. depreciation
and repatnation of capital. but permits cash remittances for
certain loans, expenses and iImports

M1 M HOLDINGS LIMITED At December 31, 1986. Asarco
owned 373% (1985-—-44.0%) of MIM's common shares and
MIM owned 10,353,363 (1985— 10.353.363) common shares
or 321% (1985—32 3%) of Asarca This reciprocal share-
holding results in Asarco having a pro rata interest of 12 0%
{1985—14 2%) in its own shares Thus the Company’'s MIM
investment carrying value and common stockholders' equity
have been reduced by the cost 1o MIM of this pro rata inter-
estinthe Asarco shares Asarco's equity in earnings of MiM
excludes any Asarco dividends included in MIM earnings




The Company's MIM investment carrying vaiue and retamned
earnings are adjusted to reflect Asarco's pro rata mterest in
its dividends paid to MIM

In the first quarter of 1986, MIM made a rights offering to
its shareholders, entiting each shareholder to purchase one
common share of MIM at A$2.00 per share for each five
common shares held. In the same period, Asarco disposed
of its rights to purchase 44 2 milhon common shares of MIM
for 6.4 million common shares of MIM. This action reduced
Asarco's interest in MIM from 44.0% to 377%. thereby satis-
tying a provision of an agreement entered into in October
1985, whereby Asarco was to reguce its interest in MIM to
40% within three years. In the second quarter of 1986. MIM
issued additional common shares for a minor acquisitton and
thereby further reduced Asarco’s interest in MIM from 37.7%
to 373% In October 1985, MIM purchased from a major
shareholder of Asarco, 4.245.800 Asarco commoen shares
at a cost of $23 per share pius expenses

Detalls of the investment are as foiiows (10 milions).

Major iInvestments Accounted for by the Equity Method (a) (in miilions)

‘98¢ ‘a8
Number of MIM common shares owned o,
Asarco ] 2275 2o
Carrying vaiue
Cost of shares held S 238 NI
Equity in undistributed earnings CR Y 330 ¢
Adjustment for Asarco's pro rata cumu:ahve
interest IN Asarco divigends pa:ia tc M\ 33 KU
Equity in premium over book vaiue rea izec
under a nghts oftering ov MiM T SR
3390.3 3740
Asarco’s pro rata interest in the cost of its srares
held by MiM 127N IS
Net carrying value . $2el 6 $208
MIM SPCC MEDIMSA

tor the Years Ended December 31,

MiM SPCC MEDIMSA
June 30, Dec.31, Dec.31,
1986 1986 1985
Financial Position (b) (b)
Current assets . $ 4510 $222.8 $1232
Current labilities 1186 3) (64 3) (36 9)
Working capital 2647 158 5 863
Property-net 16399 471 @ 2134
Deferred foreign exchange
fluctuations . 3203 - -
Other assets 2832 21 30
Long-term debt 11342 1) - (E3 9
Other habulities (17 3 (29 1 (9
Deferred income taxes (89 91 (112 7
Minority interest {48 01 (0 3
Net assets $1.064 8 $442 7 $2176
at December 31, 1986
Asarco’s Interest . 37 3% 52 3% 34 0%
Asarco's Investment $ 2626 $2233 31156
Market Value 344 2ty (d) (an

(@)l Asarco’s investiments in nonconsunddlec assuialed Compames Carned O
tne equily method INcluge othe’ Companes n 3o o 10 1hose shown anove
Equity in earnings flosses: 107 1hose companies Not separalely A1sciosea wing!
are includec intne Consoigatec Statement of £arnings were 1986 ---$10 21
198550 4 ana 1984--3(0 4; Livigends received were 1986- -850 @ 1985
30 4. ang 1984--310

Transiated into U S dollars at rates in ettect at December 31 1986 MM
Austranan $1 = USS0 6580 (rate at June 30 1986 was AS1 - USSD 6662
MEDIMSA-Mexican MN$! = US$0 0011 Mexican government controliadl rane 1r
commercial iransactions {rate at Decemoper 31 1985 was MNSY . USSO 0027
The capsule inanciai positions of MIM and MEDIMSA are as reportea unaer
Austraiian and Mexican accounting standards respectivetly

Gi

C) Represents vaiue of Asarco s investment In common stock based upor tre:
Decemper 31,1986 ciosing market price on the Sydney tAustrana) Stoc«
Exchange Vaiue s not necessariy ingicative of an amount realizatie i e
evenl of g sale

d

Quoted market prices 0N ASdrco’s IVESIMEn S 10 COMMOn Siunk Ar oo’
avaitable since the shares dare not pubhicry fraded

D

Transiated at the MONtNy averdaae excnanae tdle Tne inanciat mioemaign of
MIM and MEDIMSA 15 a5 reported unaer Austrdiran and Mexic i ac oo
stangasys respechivery

Net Sales 100% el erh
1986 $ 878 $244 T $291 1
1985 20Q = 3351 RANCEN
1984 [GRRIC 3156 3us i
Net Earnings (Loss) 100°: | tevih
1986 S e Sr1e T $27
1985 240 2050 254
1984 kReR 53 RIS
Equity Earnings (Loss)

Reported by Asarco ke (i
1986 . S igge Saowm FIRREY
1985 e 2 nom (e
1984 o0 % 14 8
Dividends to Asarco
1986 S i g $
1985 15 .

1984 a7 185 37

o Resars lor 1 montt s ended! Selder,ten 300 As.r

QL 0N aone-quarter gelay pase

Corenct TS Gy e

o Lawty earainqs reported by Asar, Oz eetin s Quiasiments o Sontormnowith
Lirnnted Sldlen reporing stangard 1INt agustments incluae the recogn.
H00n 1886 oF 312 4 innetioreiGn exchanae gams Y8 $73 1984, 328 6.
e § T capmaazaton chinterest costin 148L g 34 9 cost ol sales charge n 1986
tar g tistons gt costhinventory Drau i raibion of the Austtahan
Joian 11985 2320 9) the ennar v Sh B resulting trom
Changes o e eConomuc ives O Cerlam depleciabie dysely in accorddance with
AN teew DOUCY and e 31w enneranion v 19840 of MIN S reported extraor
aindry 10ss framtne amortizaton ot geteceg goroah s e exchange 10sses [non
cipdny on U S daoltar-genarrunated oel! B

N ot

fro e MexiCan ar counting standgaras Mesa g camipanies are regquired o
Lresent indncidl Sldlements an arontialns 4dn st bhasr, As o fenut o
MEDIMSEA L Gse o infiatorn g countog a

Sontarree et Denled States re
DTN SLANUATAS ASATCH DG v o e mregsedin stete GCMEDIMEA
carungs tay 17 YRE S8 S 19D e S017 G 198 o the anfiereng e
Letwee inhdhon Uasey veersun tinton g,
10 AAG LU 10Fe exChdnge Qi of S SRS and 3
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8. ACQUISITION OF THE RAY MINES DIVISION

On November 18. 1986. the Company purchased the assets
ot the Ray Mines Division. located in Arizona. from Kennecott
Corporation, a subsidiary of The Standard Oil Company The
purchase price was $72.0 miilion i cash plus assumption of
certain habilities. Asarco’'s costs assoctated with the acqui-
sition, and participation by Kennecott in an amount egual to
25% of the incremental revenues generated by the Ray mine
from Comex copper price increases above 68 cents a pound
adjusted for cost inflation. The price partictpation will be

9. DEBT AND AVAILABLE CREDIT FACILITIES (in milions)

Long-Term Deb! at Decemper 31

imited 10 a 10-year period beginning November 1988 and
will also be Iimited in the agaregate to $65 0 milion Such
payments will be capitalized as an aaditional property cost
The assets acquired are principally compnsed of an oper-
ating open-pit copper mine. its related faciities and equip-
ment. and a copper smelter which 1s not presently operating
The purchase price was aliocaled (o the assets acquired
based on their fair values at the date of acqgu:sitton For sev-
eral years prior to its acquisition by Asarco. the Ray Mines
Dwision had sold 1ts copper concentrate production 1o Asarco

$350 O revoiving credit agreement dated October 1885 fully available untii June 30. 1988, and declining

thereatter in quarteriy amounts of approximately $22.0 unti March 31. 1992
% notes tauthonzed $70.0) due Aprii 1 1992 prepaid in July 1986

7
9%.% Sinking Fund Debentures (authonzed $100 0} due 2000 Sinking Fund payments of $6.0 tequired annuaty

Debentures nave been purchased covering pavments through 1993

$69 3 Industnal Development Authority of the County of Gila Arizona Pollution Control Revenue Retunding

Bond Seres 1985. aue 2006

Obhigations under Nueces River Autnority (Texasi 7+-% Environmental Improvement Revenue Bonds.
Series 1976—A and B (authorized $55 0) due 2006 Payable in annual instaliments of $1 3 commencing

in 2004 $3 0-—2005 with baiance payable at maturity

Obhigations under Lews and Ciark County (Montana) 6 %1% Poliution Controi Bonds 1976 Series
(authorized $370) due 2006 Pavahie in annuai instaiimenis of $0 6 commencing n 1992 through 2005

with balance payaole at maturiy

Other obligations (various raies ang matunties)

4 /=% Twenty-Five Year Suboramnaizd Debentures (autnonzed $50 C) due 1988 - Sinking Funa payment

of $12 required in 1987 with balanca pavabie ar maturity
Total long-term cebi
Less. amounts due within ene year

Long-term debt --not due within one year

At December 31, 1986. total debt matunties were 1987 —
$5.9.1988—36.9. 1989—32 8. 1990—52 5. 199152 4
and $447 9 thereafter

Borrowings under the $350 O revolving credit agreement
bear interest. at Asarco’s option. through June 30. 1988. at
either the pume rate. 1% over LIBOR (London interbank
Oftenng Rate). or %:% over the CD Rate (the interest rate on
certificates of deposit of certain major commercial banks).
gradually increasing thereafter to 1% over pnime. 14% over
LIBOR or 1'4% over the CD Rate after March 31, 1991 The
Company has agreed to pay a commitment fee of /. % per
annum on the unused portion An informal agreement also
exists with respect to the maintenance of additional com-
pensating balances equal to 3% of the loan commitment
and addiianal compensating balances of 2% on locan com-
mitments used in excess of $300 0

The highest level of borrowings during 1986 under the
above-mentioned faciliies was $210.0 (1885---$270 0)
At December 31, 1986, $195 0 (1985—%137 0) was out-
standing al a weighted average interest rate of 7 0%
(1985—8 9%) Borrowings averaged $174 0 for 1986
(1985—%195.1) with a weighted average interest rate
ol 8 0% (1985--9 0%)

1986 1985
$1950 $1370
355

517 51 7
823 69 3
207 oy
37 ¢ 370
824 B3
468 4 3378
59 12.3
3462 5 $435 5

The $69 3 Industnial Development Authority of the County
of Gila. Arizona. Pollution Control Revenue Refunding Bond
agreement gave the Company the option to borrow funds
either through a tax-exempl variable-rate loan agreement
or through the tax-exempt demand note marke! Borrowings
under the former bore interest al 73% of the prime rate with
a 2% per annum commitment fee payable on unused por-
tions. while borrowings under the latter bore interest at the
current tax-exempt demand note rate Atthe Company's
option, the interest rate can be converted to a fixed rate of
interest, not to exceed 20%. at any time Prior to the interest
conversion date. the Company has the option of redeeming
the bonds at par The bonds were supported by an irrevoc-
able letter of credit, on which there was a /% per annum
fee, expinng on January 15 1990 In order to provide for
the remarketing of the bonds. the Company enlered into a
remarketing agreement on which there was a /4% fee per
annum In additon, the Company was paying %% per
annum facing fee on the outstanding principal batance

The outstanding balances under the above Gila County
(Anzona) Pollution Control Revenue Refunding Bond had
a weighted average interest rate at December 31, 1386, of
4 9% {1985 —7 0%) and a weighted average interest rate for



! 1986 of 51% {1985-—5.3%) At December 31. 1986. the obliga-

tion was financed entirely with tax-exempt demand notes.
In January 1987 the Company converted the $69.3 bond
" jssue from a variable interest rate to a fixed interest rate of
8.9% and also terminated the bank support agreements for
the issue.
The Company's debt agreements contain a number of
restrictive financial covenants. The Company i1s required
to maintain a tangible net worth of at least $675.0 through
March 31, 1988, increasing 1o $700.0 through March 31. 1991,
and $725.0 thereafter. On December 31. 1986, the Compa-
ny's tangible net worth equaled $869 5. Another financial
covenant prohibits the Company from incurring after October
31,1985, cumulative operating losses in excess of $70.0.
The agreement defines cumulative operating losses incurred
after October 31, 1985, as net losses excluding foreign ex-
change translation gains or losses related to M.1.M. Hoidings
Limited, unusual items and extraordinary items, reduced by
50% of the proceeds from any sale of Company common or
preferred stock. At December 31. 1986. the Company would
be permitted to incur $98 8 of future operating losses as
defined by the covenant The Company's senior debt is not
permitted to exceed the lesser of 75% of tangtble net worth
or $650.0 untit March 31, 1988. and 65% of tangible net wortn
thereafter. Under the most restrictive loan agreement cove-
nants at December 31, 1986. the Company could have bor-
rowed $150.9 1n addition to1ts then-outstanding indebtedness.
The Company has entered into three agreements to fix the
rate on a portion of its variable rate debt The first two agree-
ments became effective in 1983 and 1984 with durations of
10 years each. and require the Company to make an average
iixed interest payment of 12 6% per annum on an agreed
wincipal amount of $12 4 against receipt of interest pay-
Tents based on a floating rate at LIBOR on the same agreed
incipal amount. The third interest rate exchange agreement
yecame effective April 26. 1986. and has a duration of seven
rears, requinng the Company to make fixed interest pay-
nents of 8.2% per annum on an agreed principal amount of
»100 0 against receipt of interest payments floating at LIBOR
n the same agreed principal amount The effect of these
igreements Is recorded in operating results as LIBOR
noves above or beiow the fixed rates the Company has
‘greed to pay. LIBOR averaged 70% during 1986 (8 4% —
985, 10.8%— 1984) resulting in $1 7 ($0.5— 1985 $01—
984) of additional interest expense to the Company under
uch agreements
~Asarco also has short-term bank loans outstanding The
Ighest level of borrowings was $18 3 (1985—%$50 4, 1984 —
50.9) At December 31. 1986. $72 (1985—$24.8. 1984 —
272) was outstanding at a weighted average interest
ite of 8.6% (1985—9 2%. 1984—8 8%) Borrowings
veraged $151 (1985—3%24 11984 --$35 0) for the year.
th a weighted average interest rate of 79% (1985—10 6%.
384—118%)

). LITIGATION

3arco received notices from the United States Environmen-
I Protection Agency (EPA) concerning releases or threat-
'ed releases of hazardous substances. pollutants or other
INtamunants at the following locations. in the years indi-

cated Commencement Bay area ir Tacoma Washington
(1982). the Picar Mining Field in Northeastern Okianoma
(1982). the Ya: ;:anage tunnel located near the Company s
mine in Leadv:.-- . Colorado (1983). and lead and zinc mining
areas in Southeastern Cherokee County. Kansas (1985)
These notices. issued under authonity granted to the EPA by
the Comprehensive Environmentai Response. Compensation
and Liabihty Act of 1980 (CERCLA) the “superfund’ law
state that EPA believes Asarco is potentialiy a responsibie
party as defined by CERCLA for such releases and may be
hiable for the costs. if any necessary 1o correct the probiems
at these locatens. In 1983, the area around the Company's
East Helena smelter was listed for study under CERCLA In
January 1987 the State of Texas listed parts of Federated
Metals' former Houston plant site on the state's "Superfund
Registry " Corrective action 1s being undertaken by the EPA
at the Picher Mining Field site The Company has insufficient
information 1o determine whether corrective action at any
of the other sites 1s necessary under CERCLA and. it so
whether it has any liability with respect thereto Several other
parties have been advised of their potential liability for the
Picher Mining Field. Leadvilie and Tacoma sites The Com-
pany has received notices at two other sites in which it
believes its aggregate financial exposure will be modest

tn 1983. the State of Colorado filed two lawsuits against
Asarco. under CERCLA and state law. in federal court in
Colorado. alleging emissions of hazardous substances from
the Company's Globe Plant in Denver. and from the Yak drain-
age tunnel. referred to above. The suits claim substantiai
damages for each release into the environment. and the state
law claims seek o compel clean-up of the sites in Septem-
ber 1885. the court. in ruling on a motion in the Globe case
found the Company hable for two minor releases from the
plant without permitting the Company to submit evidence
that the releases did not occur The court also ruled in tha!
case that under CERCLA the state could recover for damage
to private lands. including the plant sie, as well as tor dam-
age to publicly owned lands In connection with the action.
the state and thee Company have entered into a joint program
1o study the environmental impact of the piant site The study
IS neanng compietion {n addion. in December 1986 the
State of Colorado Department of Health served on the Com:-
pany an order alleging non-compliance by the Globe Plant
with State Hazardous Waste Management requirements The
Company has requested an administrative hearing sched-
uled for Apnit 1967 Additional parties have been joined as
third-party defendants in the Yak drainage tunnel case, and
in August 1986. ihe state brought a similar action in state
court seeking remedial action under state law This action
has been stayed by the court Also in August 1986, the ted-
eral government brought a similar action in federal court
seeking remedial action under CERCLA A motion to consoli-
qate this case with the other federal court action 1s pending
in 1983. Wickland Ol Termunals, a Califorria corporation,
sued Asarco and the State Lands Commission of California
in federal district court in California seeking as to Asarco a
declaration that Asarco is solely responsible for clean-up
costs due to emissions from the slag piles at the site of
Asarco s former Gelby Calfornia, smelter and $400.000 in
damages for CERCLA response costs allegedly incurred by




Wickiand at the site. Asarco's interest in the Selby site was
sold to Wickland in 1977 _and the site has been listed by the
State of California as having the potential ot requiring reme-
dial action as a result of hazardous substances found at
the site. All claims 1n the action were dismissed by the dis-
trict court, but the dismissal was reversed by the United
States Court of Appeals for the Ninth Circuit. The case was
remanded to the district court for further proceedings.

Lac d'Amiante du Québec. Ltée (LAQ). a wholly owned
subsidiary of Asarco, as of December 31, 1986, was one of
several defendants in 522 lawsuits brought by 587 primary
and 465 secondary plaintitts in the state or federal courts
in 21 states The primary plaintifts seek substantial money
damages for alleged personal injury or death allegedly
caused by exposure 1o asbestos fibers. The secondary
plaintiffs seek recovery for damages caused by the injury or
death of another. In some instances, both primary and sec-
ondary plaintiffs also seek punitive damages. Asarco Is a
defendant or a co-defendant with LAQ in 20 cases brought by
20 primary and 14 secondary plaintiffs. As of December 31,
1986. LAQ has settled. and LAQ and Asarco have been dis-
missed from, a total of approximately 1,928 asbestos per-
sonal injury lawsuits brought by approximately 5.532 primary
and approximately 2.239 secondary plaintiffs. Asarco has
settled one lawsuit brought by one primary and one second-
ary plaintiff.

LAQ 15 a defendant along with numerous other companies
N lawsuits seeking removal or containment of asbestos-con-
taining products in buildings. One such action brought in
federal court in Philadeiphia. Pennsylvania, has been certi-
fied 1o proceed on behalf of a ciass of all public school
districts and private primary and secondary educational in-
stitutions in the United States In addition. as of December 31,
1986. LAQ was in 56 additional lawsuits: three other pur-
ported nationwide class actions (hospitals, colleges and
universities. private buildings under lease to the federal gov-
ernment), three purported statewide class actions (Pennsyi-
vania schools. Pennsylvania public bulldings, California
homeowners), and 50 actions brought on behalf of 165 indi-
vidual school districts in six states. public builldings in 11
cities. counties. states and universities, and one private reha-
bihtation center. In general, each of these actions also seeks
substantial actual and punitive damages LAQ has been
dismissed from 11 such actions. and Asarco has been
dismissed from nine actions in which it was named

As of December 31, 1986. Capco Pipe Company. Inc
(Capco). a wholly owned subsidiary of Asarco. was a defen-
dant or third-party defendant in 10 actions brought by 14
dockworkers in federal court in Texas These actions allege
personal Injury or wrongful death from exposure to imported
asbestos while unloading ships In addition, Capco has been
sued inlawsuits alleging wrongful death or injury to three
other persons due to exposure (6 asbestos-contamning
products

In 1983. LAQ sued three insurers in federai court in New
Jersey for (1) a declaration of nghts and obligations under
varnous umbrella and excess liability iInsurance policies as
to claims asserted aganst 1t for personal injury and property
damage alleged to have resulted from asbestos sold by LAQ.
and (2) damages in excess of $7 miihon In 1985, the court

granted LAQ's motion for partial summary judgment. ruiing
that LAQ’s insurance policies should be nterpreted to pro-
vide it with the comprehensive continuous theory of cover-
age. which it sought. for its asbestos-related personat injury
and property damage iitigation. In 1986. the court ruled that
the insurers have defense-cost obligations in addition to their
policy hmits.

In 1985, Asarco was served with writs joining it as an
additional defendant in 49 lawsuits brought during the period
1981 through 1984 by 49 individuals. and in most cases their
spouses. In state courtin Philagelphia. Pennsylvania The
lawsuits are for alleged personal injuries due to workplace
exposure to lead. other heavy metals and chemicals at a
secondary lead smeiter in Philadelphita Asarco Is a defen-
dant in lawsuits brought by five other plamntiffs seeking
damages for personal injury or death allegedly caused
by exposure to lead

[n 1978, the Gila River Indian Communuty filed an action in
the federal district court in Arizona against numerous water
users, ncluding Asarco and other mimng companies, chal-
lenging the right of the defendants to use “waters of the San
Pedro River Watershed.” including the Company's use at
its Hayden smelter and at farming operations located in that
area. In 1980, in General Adjudication proceedings initiated
by Asarco. the court ordered that the determination of the
water rights be made in state court with the damage and
injunctive portions of the Indian ciaims 1o be retained in fed-
eral court but abated pending the state court determinations
The Company has been made a party to similar General
Adjudication proceedings regarding the Salt River Watershed
and the Gila River Watershed which potentially affect water
used at the Company's Arizona copper mines it is expected
that each of these proceedings will take several years to
reach tnal The Ray Unit formerty obtained trom the Gila River
Indian Community by settiement the right to use sufficient
water for its operations upon payment of specified amounts
The Settlement Agreement has been assigned 10 the
Company subject to the tribe’s consent which has been
reguested The Ray Unitis also involved in the San Pedro
water hiugation described above

While Asarco s unable 1o estimate the uitimate dohar
amount of exposure to loss. 1t 1s the opinion of Asarco's
management that the outcome of the sunts and proceedings
mentioned. and other miscellanecus htigation and proceed-
ings now pending. will not materially adversely affect the
operations or the financial position of Asarco and its consoli-
dated subsidiaries

11. REDEEMABLE PREFERRED STOCK

At December 31, 1986 and 1985. Asarco had outstanding
1.550.000 shares of Series A Cumuiative Preferred Stock and
1.250.000 shares of Series B Cumulative Convertible Pre-
ferred Stock The Series Ais a 15-year sinking fund preferred
with an annual dividend of $700 per share The Series Bis a
convertible 15-year sinking fund preierred with an annual div-
idend of $6 25 per share and convertibie into common slock
at $4519 per share as of December 31 1986 (intially conver!-
ible in 1981 at $60 00 per share)

The terms of the preferred shares prohibit payment of divi-
dends on common shares in the event that dividends on the



s

preferred shares have not been paid. The Company 1s re-
quired to redeem annually. at $50 per share, 155,000 shares
of Series A beginning in 1987 and 178.572 shares of Series B
beginning in 1990. If payment on preferred stock of either Six
quarterly dividends or two mandatory redemption payments
are in arrears, the preferred stockholders of all issues. voting
separately as a single class, have the right to elect two direc-
tors to the Company's Board of Directors.

At December 31, 1986, aggregate annual redemption
requirements in millions were $7.7 in 1987 through 1989,
$16.7 in 1990 through 1991 and $83.5 thereatter.

12. CONVERTIBLE EXCHANGEABLE
PREFERRED STOCK
In a third quarter 1986 pubilic offering, the Company sold
3,450,000 shares of $2.25 Deposttary Convertible Ex-
changeable Preferred Stock, each representing ownership
of one-fourth of a share, or a total of 862,500 shares, of $9
Convertible Exchangeable Preferred Stock. The net pro-
ceeds of $82.3 million were used o repay debt.
The Convertible Exchangeable Preferred Stock has a
liquigation preference of $100 per share in an involuntary
_liquidation, or $100 plus a premium per share in a voluntary
liguidation. The preferred stock is convertible into common
stock at the option of the holder at any ttme at a conversion
price of $15 per share of common stock, subject to adjust-
ment in certain events, and will be exchangeable, as a whole,
at the option of the Company on any dividend date beginning
August 15, 1989, for the Company’'s 9% Convertible Subordi-
nated Debentures due 2011 The debentures will also be
convertible into common stock of the Company at the option
of the holders If payment of six quarterly dividends on any
series of preferred stock 1s in arrears, the preferred stock-
holders of all senes. voting separately. as a class, have
the right to elect two additional directors to the Company’'s
Board of Directors

13. COMMON STOCKHOLDERS' EQUITY

In a third quarter 1986 public offering of preferred stock,

the Company also sold 3.375.000 common stock purchase
warrants at a price of $3va per warrant The $10.0 mitlion net
proceeds may be used to purchase a portion of the Com-
pany’'s outstanding redeemable preferred stock. and at
December 31, 1986. were invested in marketabie securities
Each warrant gives the holder the night to purchase one share
of common stock of the Company at a cash price of $16 09.

subject to adjustment under certain congitions. until
August 15.1991. when the warrants expire

During 1985. the Company sold in a public oftering.
3.450.000 newly issued common shares at $22 /s per share.
thereby generating cash proceeds of $75.7 million which
were used to reduce bank borrowings under existing revolv-
ing credit and term loan agreements

Stockholders approved in 1985 an amendment to the
Company’s Certificate of Incorporation increasing the author-
ized number of common shares from 40.000.000 shares o
80,000.000 shares

The Company purchased for corporate purposes 1,012
common shares in 1985 (1984— 100 shares) In 1986,
189,220 common shares (1885—223 119 shares; 1984 —
120.402 shares) were used for additional compensation.
stock option, bonus, savings and salary adjustment pians

"Retained Earnings” at December 31, 1986. included un-
distributed earnings of $185 7 milion for nonconsolidated
subsidiaries and $4679 million for all other investments ac-
counted for by the equity method At December 31. 1986,
“Retained Earnings” included Asarco's equity of $193.2 mil-
lion in restricted net assets of a nonconsolidated assoctated
company, as described in note 7 and a consolidated Peru-
vian subsidiary The restriction results from foreign currency
controls established in the third quarter of 1986 by the gov-
ernment of Peru “Retained Earmings™ has been reduced by
cumulative foreign currency adjustments of $5 4 million at
December 31, 1986 ($5.5 mition—1985. $5 4 million— 1984)

Stock Options Under a stockholder-approved, common
stock option plan, as amended. options when granted are
exercisable within 10 years and at a price equivalent to far
market value on date of grant. Options granted may be non-
qualified or ncentive stock options. as defined under current
provisions of the Internal Revenue Code. Stock options for
734153 shares were outstanding at December 31, 1986,
at prices ranging from $14 70 10 $41 63 per share

The Plan permuts the granting of “"Stock Appreciation
Rights” (SARs) to officers holding options An SAR permits
an optionee, (n lieu of exercising his option. to receive from
the Company payment in an amount equal to the difference
between the market value of the stock on the date of exercise
of the SAR and the purchase price of the stock under the
terms of the option At December 31. 1986, twenty-seven indi-
viduals held SARs covering options for 385,565 shares. rang-
ing in price from $20 57 to $4163 per share. exercisable as
either regular stock options or SARs

Number of Shares

Authornized Granted Exercised
Regutar SAR Total
Shares under the ptan. December 31 1984 1815663 899 932 347 085 25.838 372,923
Granted at $2194 135 800 - -
Exercised at $18 75 1o $22 32 - 4110 4110
Cancelled at $2194 10 34163 (26 840)
Expired at $18 75 to $41 63 110 2001
Shares under the plan December 31 1985 1 815663 998 692 351195 25838 377 034
Granted at $14 7010 $20 57 143 800 -
Cancelled at $20 57 10 $41 63 (17 307)
Expired at $18 7510 $4163 (13 999)
Shares under the plan. December 31 1986 T E15 RA3Z 1111 186 351195 25838 3770837




14. RETIREMENT PLANS (in milions)

The Company and s subsidianes maintain severat non-
contributory, defined-benefit pension plans covenng sub-
stantially all employees. Normal retiremnent age 1s 65. but
provision is made for earlier retirement. Benefits for salaried
plans are based on salary and years of service. while hourly
plans are based on negotiated benetits and years of service.
In December 1885. the Company adopted. retroactive
to January 1. 1985. the principles of “Statement of Financial
Accounting Standards No. 87, Employers’ Accounting for
Pensions.” Accordingly. the Company changed its actuarial
‘method for financial reporting purposes from the aggregate
cost method to the projected unit credit method which attrib-
utes an equal portion of total projected benefits 1o each year
of employee service In addition. SFAS 87 required a change
in gain or loss recognition on the valuation of plan assets
versus the projected plan benefit obligations. The effect of
the changes resulting from the adoption of SFAS 87 reduced
1985 pension expense by $16.0 and increased the accumu-
lated benefit obhgations of Company-administered pension
plans by $71.6
The actuanal computations. using the projected unit
credit method, assumed. a discount rate on benefit obhga-
“tions in 1985 and 1986 of 9% dechining to 8% at December
31. 1986: an expected long-term rate of return on plan assets
of 10%. and annual salary increases of 6% over the average
remaining service hves of salaned employees under the
plans. Vanances between actual experience and assump-
tions for costs and returns on assets are amortized over the
average remamning service lives of employees in the plans
The Company continues to use the aggregate cost
method in determining 1its annual funding requirements for
its fargest penswon plans. The aggregate cost method treats
current changes in pension benefits. which are affected by
credited past employment services, as future costs to be
funded from future earrings Thus. under this actuanal
method there 1s nc unfunded prior-service habihity The actu-
arial computations used with this method assume an interest
rate return on pian assets of 8% (7 /2%—1985 and 1984)
and 6% annual salary increases over the average remaining
service lives of salaned employees under the plans Cost
vanances resulting from changes in other assumptions are
spread over the average remaining service hves of the plans
participants. Actual investment income in 1986 was immed:-
ately recognized and in 1985 and 1984 was averaged over
three years. Benefits under the hourly plans are not based on
wages and theretore no benefit escalation assumption be-
yond negotiated increases is allowed by | R.S regulations
Net pension costs (credits) included in operating resulls
for Company-administered pension plans amounted to
$(13 3) in 1986, $(79) 1n 1985 and $15.5 in 1984
The net pension credits in 1986 and 1985 were comprised

of:
1986 1985
service cost $ 47 $ 47
nlerest cost on projecied benehit obhganons 262 2568
leturn on plan assets (372} (316
\mortization of excess pian net assets at
adoption of SFAS 87 {45y 145)
Jther items (25) (23
Total net pension credits (13 3 S 7Y

The table of actuarialiy computea penefit opngatons and
trusteed net assets for Company-administered pension
plans 1s presented below at December 31. 1986 and Decem-
ber 31. 1985 Plan assets are stated at fair value and are
composed primarity of U.S Treasury obligations and group
annuity contracts with major insurance companies at De-
cember 31. 1986. At December 31. 1985. plan assets were
composed primarily of corporate equity and debt securities
and group annuity contracts with major insurance compa-
nies Unrecognized net excess plan assets ana previously
accrued but unfunded pension costs at the adoption of SFAS
87 are being amortized against net pension Costs over the
remaiming service hves of employees or approximately 12
years

Dec 3¢ Dec a1
198€ 1985
Actuanal present value of beneh:
obtgalions
Vested $2823 S261 7
Nonvested RS 82
Total accumulated benefi:
obligations so2o 2 $ 26009
Projectea benetit obwgauons o
services rendered 1o qale S50 $291°2
Plan net assets al fair value (400 & (3723
Excess of plan assets over projected
penehit obrgatons 8¢ 7 811
Unrecogmzed net gans (301 (397
Unrecognized net excess pian assels
and previously accruedg but unNtundea
Dension Costs 10 be amortized (39 61 (54 11
Net prepaid (accrued) pension cos:s S¢oohe S 2N

The hourly employees of the Company's coal mining
operations are covered by a muliemployer defined-benefit
pension plan which 1s administered by the United Mine
Workers Operating results were charged with $0 9 1n 1986
(1985—80 2: 198431 4) representing the Company's
contributions to the plan

In addition. the Company and certain of 1s consohdated
subsidiaries provide post-retirement health care and life in-
surance benetits for retired employees Employees may be-
come eligible for these benefits if they relire while working
for the Company These benefits are generally expensed
upon receipt of lite Insurance premiuim invoICes or upon
receipt of valid health care claims Post-retirement benefit
costs were expensed in the amount of $3 8 1in 1986. $3 3
in 1985 and $4 110 1984

15. BUSINESS SEGMENTS

Asarco andits subsidiaries operate principally in the pri-
mary metals industry The Company carnes on olher impor-
tant operations in two industry segments. asbestos and
coal Operations In primary metals (copper. sitver. lead.
gold. zinc and related by-products) involve the mining,
smelting and retining and selling of pnmary metals trom
nonferrous ores and concenltrates Unhi June 30, 1986, as-
bestos operations were carned on pnncipally by a wholly
owned subsidiary in Canada where the asbeslos hiber

was muned and sold for international detvery Eftective




Business Segments (in milions)

Primar,
Metals Asbeslos Coa: Denes Corgorate Tota:
1986 (Q:
Sales of products and services $ 9097 $69.6 $15.6 Séc s - $1 0365
intersegment sales . 07 _ . 5 (1
Total revenue $ 9104 $696 $156 2 eyt S £1.056 5
Income (Loss) from products and services . S 943 $26 $ 0.8 $ g S0 109
Depreciation and aepletion . (46 ©; (17 (18, R {0 (530
Other income and ceductions ta} (37 61 22 (0 8 o= {19 9) (63 3
Earnings {L0oss) before equity in results of nonconsondated
associateo companies . . . 107 11 3) (16 53¢ 120 6) (7
Equity in earnings of nonconsolidated asscciated companies - - - 200 206
Earmings {Loss) belore taxes on income . $ 107 S 3 1O S 5¢e < - & 134
Identifiabie assets. . . $1.011 2 $506 $38.2 $ 3a¢ $700 7 $1.8303
Property expenditures . . . 927 02 g4 oa 05 ai v
1985
Sales of products and services $1.008 8 g7V 5 $158 et N S1pp 8
Intersegment sales g - - vE (2o
Total revenue . $1 0096 $775 3158 2 660 S 2 $1166 9
Income (Loss) from progucts and services S 902 389 $12 T Te S 0N $ 1078
Depreciation and depletion (50 O 24 (19 12 (570
Other iIncome ang deduchions (D) (49 9 37 {0 &) 20 1330 {90 &
Earnings {LL.oss) nefore eauity in resuits of nonconsolidated
associaled companies 97 28 (RISY 22 133 M (40
Equity in losses of nonconsolidatea associatea companies - - (R 19 7)
Earnings (Loss) before taxes on income S e T 28 Sy 5 R Si53 7 § {599
identifiable assets $ 955 561 4 §415 LR 3036 3 ARRER R
Property expendnures 22 C 15 O 0t 258
1984
Sales of proqucts ang services (L $1 087 2 394 4 3316 it T 3 $1.325 1
Intersegment sales a8 Qg W
Tota! revenue $109°2 394 4 3316 Sl I $1.3200
Income trom products and services 3 $130 $T78 o8- S 0 $ 824
Depreciaton ana gepletion (23 3 SRS (64 1)
Other income and deauctions (b1 148y (13 {30 44 5) {359 &
Earnings (Loss) before equity in results of nonconsoidated
associatec companies [P )! 72 33 (20 (34 4 {341 3y
Equity 1In earnings of nonconsoigdted associated companies - 317 317
Earnings (Loss) before taxes on income S (28208 L 7Y $ 33 S25 4 3127 3 (309 6)
ldentifiabie assets. S1 068 S66 ¢ %456 S hY $706 6 $1.9459
Property expenditures, . 248 10 02 A3 53 346

ta) Tne Pomary Metgis segment include s ncama o L3 1 IromiIne sale of 3 25% inlerest i al s, i aHAan Cxpioration andg minng Lehsla’, omany whonty owned The
Corpotaie seament incudes ncome of $9 0 1rom a nants olfenng by M 1 M motings, Limiher! ds descrnbed n note §

(D) INCudes unusua DI ey Crarges as aestrued nnote 2 asitoliows 1985 150 Prnar, Metais 1984.. 3028 70 Prmsrry Meis o0 0 320 Jn Otner

(T 10 1983 o mame customer acaounted lor Prmary Metais revenye of §148

(0} Tne Other ceqment InCadss Lo Lu

tre 1070 earminegs Lrdenan SO e Ddtate (S0

CONGIRT00) RO Iater vty g o e,

SELINA MO ALY Rdve "W Do Tonoied 4f SeRanle Segments, b9k, e e Dl e LUSINeSSes exceetded
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July 1. 1986, the Company's wholly owned subsidiary trans-
ferred control and use of 1ts asbestos mimng operations to a
newly formed partnership for a 33'4% iimited partnership
interest The partnership resulted from an industry-wide ra-
tionalization of asbestos mining in Canada. Also included in
the asbestos segment 1s a wholly owned subsidiary which
produces and markets in the U.S. asbestos-cement pipe and
polyvinyt chioride pipe Coal production is sold principally to
midwestern public utdities and industnial users

Total revenue by industry segment. inciuding both sales to
unaffiliated customers and intersegment sales. 1s accounted
for at the current market price when sold “'Income from prod-
ucts and services’ consists of total revenue less operating
expenses. The computation of “income from products and
services” excludes "Other income,” “Other deductions™ and
“Equity in earnings (losses) of nonconsolidated associated

respect to the relative profitability of sales of procucts and
services to customers in foreign countries.

At December 31. 1986. the book vaiue of Asarco s invest-
ment In nonconsolidated associatea companies with primary
gperations outside the United States amounted 1o approxi-
mately $607 3 million. in adaition. at December 31 1986. the
identifiable assets attributable to fore:gn iocations amounted
to approximately $116 0 mitlion. of which $53 3 milhon were
in Canada There can be no assurance that operations and
assets of Asarco and nonconsoliqatea associated compa-
nies that are subject 10 the jurisdiction of foreign governments
may not be adversely affected by future actions by such
governments

Primary Metal Sales, excluding intersegment sales
(in millions)

companies.” General corporate administrative expenses asg 1985 198
are allocated among the segments generally in proportion _
to their operating expenses. Most research and exploration gQP?e' S ool
expenses are attnbutable to the primary metals segment. Cond = a RSN 1; ;
identifiable assets by industry are those assets directly used  Goa 608 538 104 ¢
in the operations of each segment. Corporate assets are Zinc ) 280 152
~ principally cash. marketable securities and investments Services A 239 307

Export sales of products and services. pnmarnly to Europe,  OMNe' - 18 130.0
were $128.6 milion in 1986. $151 3 million in 1985 and $1378 Total primary metai sales oo $10084 %1087
million in 1984 1t is not practicable to furnish information with
16. UNAUDITED QUARTERLY DATA (in millions. excep! per share amounts)

Quarters
1st 2na 3ra 4 Tota
1986 1985 1986 1985 1986 1985 1986 1983 1986 1985

Sales of products and services 32916 3260 7 §257 4 $305 ¢ 8252 7 $2a1 4 2594 8 33089 $105%5 $1.1669
Income from products and

services (@) . A 135 29 267 290 300 162 389 335 1091 107 6
Earnings (Loss) pefore taxes

onncome (b)(CI (28 9) (13 01 (L (15 95 185 69) 290 1235 134 (59 9
Net earnings (loss) 29 2» (14 (76 e 76 72 283 249) ER (62.2
Pumary net earnings {(loss!} '

per common share 11 22) 10701 143 (G71: ¢ 42 (0 40; o777 17 06) (0 46) (2.87)

{a) Inciudes the recogmnion of pre-tax pronis rom the quigation o LIFG o enton, of 34 0 tne secona quarter 1986 S8 0o

quarter 1986 and $14 6.0 the tourtn quarie: 1985

g ananter 1986, 314 4 the tounth

(D) First quarter 1986 inciuaes income of 3 6 rom tne sate of a 257, joint venture ateresh i the Wouna Qoid Droect n Austraiia Fouen aLarter 1986 imcluges mcome of
33 1iromine sae ol a 25% interest in an Austranan exporalion and Munng sLsiAidry, 1ormen,; whory gwned

(c) Retertanote 2 or Unusual ttems



AUDITORS' REPORT

To the Board of Directors and Stockholders of
ASARCQO Incorporated

We have examined the consolidated balance sheets of
ASARCO Incorporated and Consolidated Subsidianes as of
December 31, 1986 and 1985, and the related consolidated
statements of earnings, changes in financial position and
changes in common stockholders’ equity for each of the
three years in the period ended December 31, 1986 Our
examinations were made in accordance with generally ac-
cepted auditing standards and, accordingly. included such
tests of the accounting records and such other auditing pro-
cedures as we considered necessary in the circumstances

in our opinion, the consolidated financsal statements
referred to above present fairly the financial position of
ASARCO incorporated and Consolidated Subsidiaries at
December 31, 1986 and 1985. and the results of their opera-

tions and ::-- changes in therr financial position for each

of the three years in the pernod ended December 31. 1986
in conformity with generally accepted accounting principies
consistently applied. except for the change. with which we
concur, made as of January 1. 1985. in the method of ac-
counting for pension costs. as aescribed in Note 14 1o the
consohdated financial statements

COOPERS & LYBRAND

1251 Avenue of the Americas
New York, New York
January 30, 1987
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COMMITTEES OF THE BOARD

Finance

The Finance Committee reviews the plans of management
refating to the Company’s financial condition and present
and prospective cash requirements and debt and equity
tinancings out of the ordinary course of business.

Fietcher L. Byrom, Chairman
Willard C. Butcher

Louis W. Menk

Richard de J. Osborne

Audit

The Audit Committee recommends engagement of indepen-
dent auditors and reviews the plan and results of the audit.
The Committee also reviews the Company's internal auditing
function and the accounting and financial policies and pro-
cedures. The implementation and maintenance of the Com-
pany's system of internal control are recognized as primarily
the responsibilities of management.

James R. Greene, Chairman
David C. Garfield

Harry Holiday, Jr.

Michael! T. Nelligan

Pension Advisory

The Pension Advisory Committee reviews pension fund
matters and gives reports and recommendations on the
subject to the Board of Directors.

Louis W. Menk, Chairman
David C. Garfield
Alexander J. Gillespie, Jr.
James R. Greene

Ralph L. Hennebach

Organization and Compensation

The Organization and Compensation Committee considers
and makes recommendations to the Board with respect to
the nomination of directors and their compensation and com-
mittee assignments. It also considers organization matters
and makes recommendations to the Board with respect to
clection of officers. The Committee determines compensa-
tion and benefits of officers, reviews compensation and ben-
efits policy and administers the Company's additional and
incentive compensation plans.

Willard C. Butcher, Chairman
Fletcher L. Byrom

Harry Holiday, Jr.

Michael T. Nelligan

CORPORATE INFORMATION

Annual Meeting

The annual meeting of stockholders of ASARCO incorporated
will be held on Wednesday, April 22, 1987 at 2:00 p.m. in the
Ground Floor Auditorium, 1 Chase Manhattan Plaza, New
York, NY. A transcript of the proceedings will be available
after June 2, 1987, to any stockholder upon request to the
Secretary. The reques! should specify a proper purpose,
and should include payment of $10.00 to cover the cost of
postage and reproduction.

Form 10-K

Many of the Securities and Exchange Commission infor-
mation requirements are contained in this 1986 Annual
Report. A copy of Asarco's 1986 Form 10-K (excluding
exhibits) will be available after May 1, 1987, upon request
to the Treasurer.

General Office
180 Maiden Lane, New York, NY 10038

Corporate Office
28 West State Street, Trenton, NJ 08608

Transfer Agent and Registrar
Morgan Shareholder Services Trust Company
30 West Broadway, New York, NY 10007-2192

Stockholder Services Office
180 Maiden Lane, New York, NY 10038
Phone 212-510-2000

Stock Exchange Listing

The principal market for Asarco's Common Stock is the
New York Stock Exchange. The Stock Exchange symbol for
Asarco Common Stock is AR.

The principal market for Asarco's $2.25 Depositary Converti-
ble Exchangeable Preferred Shares is also the New York
Stock Exchange. The symbol is ARPr.

The principal market for Asarco's Common Stock Purchase
Warrants is NASDAQ and the symbol is ASRCW.

Common Stock Price Ranges
and Dividends Per Share

Stock Prices
High Low
2276 18%
22 143,
17Va 10
17Va 13%

Dividends Per

1986 Common Share

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

1985

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

27 17%
27% 20

2478 19%
19% 15%




ASARCO Incorporated
~ 180 Maiden Lane - :
New York, New York 10038 .




