


ASARCO Incorporated is one of the
world’s leading producers of nonfer-
rous metals, principally sitver, 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, Asarcois 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, Southem 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
Isa mine and of coal from three large
surface mines. Qutside 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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or “The Company" includes Asarco and its
consolidated subsidiarnes.




FINANCIAL HIGHLIGHTS

FOR THE YEAR

Net sales

Earnings (Loss) before taxes anc
extraordinary items:

Operations. exclusive of ncome
from rights offening by M .M
Holdings Limited and unusual
lems. .

Income from nghts offenng by
M .M. Holdings Limited . . . . .

Equity in resuits of nonconsolidated

associaled companies
Earnings (Losses). excluding

foreign exchange translaton

gains and losses
Foreign exchange transiauon
gamns (losses) . .

Subtotal
Unusual items(a)

Total. .

Earnings (Loss)
before extraordinary tems. .
Extraordinary items (b}

Net earnings (loss) . .

Primary net earnings (loss)
per common share
Earnings (Loss)
before extraordinary items
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 depietion

AT YEAR-END

Total assets .

Total debt (c) . .

Redeemable preferred stock .

Convertible exchangeable preferred
stock . .

Preferred shares ou(standmg
SeriesA . ... .
Series B Convertible .
Convertible Exchangeable. .

Common stockholders’ equity

Common shares outstanding

Asarco’s pro rata interest in its shares

held by M | M Holdings Limited
Book value per common share (d)
Common stackholders of record
Employees (average tor year)
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$ 655.274 $ 641479 $ 692588 $1.024.657 $ 967.068
32,236 32.047 28.375 28.254 27.352
3.862 4.555 2.467 2415 2.401
$23.09 $23 33 326 73 539 b6 $38 76
19,100 20.800 23.800 26 600 30.500
7.000 8.200 10.000 9 900 10.900

v T ep ot O L T Y O I N TRII I TP LT P
L R AR BTN LATE SR T2 IS O

R IARERE

Wt Dby )t
R S e R TN LIRS o
R




Nineteen eighty-six was a beter
year for Asarco Not satistactory. but
better. On a reported earnings basis.
the Company was profitable for the first
vme since 1983. earning enough dur-
ing the last two quarters of the year
10 overcome the substantial losses
recorded in the first halt.

On an operating basis. however,
the Company was not profitable After
eliminating the accounting effects of
foreign currency transiation gans and
non-operating 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-
erating substantial and growing losses
and there seemed little likelihood that
a metal market recovery would turn the
situation around. In the preceding four
years the Company had closed and
written off its high-cost plants and
mines and had cut capital spending
to the bone. it was clear by late 1985.
however, that this was not enough

It was also evident that as a result

of the closure in recent years of more
than half of the copper mines inthe
U.S. and a number of domestic and
foreign silver-tead mines, Asarco’'s po-
sition as a custom smelter and retiner
of ores and concentrates from other
peopie’s properties was increasingly
vuinerable.
The strategy we developed was
to cut costs further in our operations.
eliminate all but essential support ser-
vices, and change our marketing pro-
gram so as to wnprove the profitability
of current sales We also concluded
that the Company's management
structure should be simplified and
1s management systems improved
~inally, we felt that we should seek
~vays of reducing the Company's
Jependence on short-term arrange-
nents for feed for its smelting and
sfining business =~
We have said a good deal dunng the
ourse of 1986 about our cost-reduc-
on program. Al its inception. we esti-
wated that savings of as much as $35
—iillion could be achieved without ad-

TO ASARCO STOCKHOLDERS

versely impacting Asarco s pDroauctive
capabilites. By mig-summer we haa
developed sufticient configence in the
program 1o raise our estimate 1o $75
milhon. and towards year-end to $85
mithon.

The program has invoived an exami-
nation. with outsiae professional help.
of all aspects of our business Organi-
zational charts were redrawn and re-
sponsibilities redefined. eliminating as
many as seven layers of management
in certain parts of the Company The
research, engineenng and environ-
mental science departments were
reduced in size and combined to
form a single techmical services unit
in Salt Lake City Exploration activities
were reduced in North America and
reorganized so as to be self-funding in
Australia. Other support services were
cut again by substantial amounts
Lower employment levels and better
than anticipated investment resulits
enabled the Company to reduce its
pension costs.

Labor agreements with umons rep-
resenting the workers at Asarco s
puncipal domestic copper operations
were renegotiated in mid-1986 and
with the union representing certam of
the Company's siiver and lead proper-
lies in early 1987 The new agreements
called tor wage reauctions and sus-
pension of automatc cost-ol-living aag-
justments for the three-year terms of
the contracts The Company aiso has
sought and recewved substantial re-
ductions in charges for transportation
services and energy

Alter careful study we conciuded
that the resuits of the Company s sales
program for copper and lead could be
improved by ncreasing the proportion
of sales made on an annual contract
bas!s tor specified delwery 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 lo market sutiuric acid

WIS 1S Now ProGuCe in subsiantia.
quantiies as a t, -pProQuct of tne en-
virgnmenial Conirol systems at the
Company s sme.ers

In early 1987 we pegan instaiing
new (0b evaluaron and periormance
management systems which were de-
veloped n conunctieon with the organ:-
zatonal restructunng in 1986 These
systems snouid provide for a closer
hnking of pay leve:s to relevant externat
job markets ang when appropnate
1o individual pertormance These
changes. togetner with the simpier
organizauon ana ciearer gefintion of
individuai responsibilities. shouio.
we beileve, improve the pertormance
of management a: ail leveis

In mid-1986 Asarco sold a new nssue5

of convertible exchangeable preferred
stock and common stock warrants.
raising in the process approximately
$93 million in new equity in eariv 1987
the Company compieied the saie of
$107 mulnon of fixeo-rate debt which
retinanced severa: issues of floating-
rate, tax-exempt gebt These two
tinancings were very helpful in improv-
ing the Company s ilquidity and debt
matunty scheduie

In late 1986 Asarco purchased the
Ray copper mine ang smelter and the
Ozark lead mune wrich it has renamed
the Sweetwater mine These are two
low-cost mining properties which also
represent importan: strategic steps in
assuring secure sources of matenal for
the Company's smeiting and refiming
plants With the purchase of Ray.
Asarco can now provide 60% of the
copper concentrates required by is
operating smelters The Sweetwater
mine. logether with the Company's
new West Faork mine. which 1s ex-
pected to reach tull production in 1987,
can provide all of the feed required
by the Glover lead smelter The Sweet-
water ming has been shut down and
mamntained on standby since 1983.
and we have no plans o open t in
1987 as suthcient matenals are cur-
renlly under contract for Glover

Looking to the future. our priorities
are 1o complete the task of restoring
Asarco’s existing business to solid
profitability at current metal prices




That task will continue to occupy a
substantial portion of cur ime and
attention in 1987 We will also seek op-
portunities to extend the use of existing
assets and technical skiils into new
pusiness areas. Beyond this effort. in a
manner consistent with the Company's
financial capacity. we will seek new
opportunities in retated basic indus-
tries which may be less vulnerable 10
the trade and economic pressures
which have led to the prolonged reces-
sion in nonferrous metals

This has been an extraordinanty dif-
ticult year for Asarco people. A great
many have retired or otherwise left the
Company as a resutlt of the necessary
cost-reduction programs and most of
those who have remained have done
so at reduced wages. It has also been
a very exciting year. Asarco is an oid
company undergoing a process of
change and renewal. A new culture s
emerging, and it 1s one which we think
s better suited to today's more com-
2etitive environment

The Board of Directors of Asarco
Anme in thanking you, our sharehold-
s, for your support during this diffi-
:ult period. We believe that better
‘mes lie ahead.

‘or the Board of Directors,

D AL g

ichard de J Osborne.
hairman

tbruary 27 1987

Chairman Richard de J. Osborne (lowest step. nght} and executives reporting
airectly to turn. Clockwise from Mr Osborne: John R. Corbett. vice president.
industrial relations and personnel. George W Anderson. executive vice
president; Robert J. Bothwell, vice president, sales; Alexander J Gillespie, Ji |
vice chairman; Robert J Muth. vice president, government and pubhc affairs;
Francis R. McAllister. vice president. inance and administration. angd Thomas
C. Osbhorne, executive vice president




MINES?

Silver

Coeur: Wallace. l[daho

Galena. Wallace. Idaho

Troy: Troy. Montana

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

Gold

Aguarius”: Timmins. Ontarno.
Canada

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

Copper

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

Ray: Hayden, Arizona

Silver Beli": Silver Bell, Ariz

Lead and Zinc

Leadville: Leadville. Colo

Sweetwater " Reynolds
County. Missour

West Fork™™: Reynolds
County. Missour:

Quioma (Compania Minera
Quioma S A ). Bolivia

Zinc

Coy:; Jefierson County.
Tennessee

immel; Knox County:.
Tennessee

New Market: Jetferson
County. Tennessee

Young: Jefterson County.
Tennessee

Tin

(Compania Minera Quioma
S.A); Bolivia

Berenguela®

Cerro Grande

Asbestos

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

Coal

(Midiand Coal Company)

Rapatee: Middlegrove, Ili

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. Arizona (Smeiter)

Ray. Hayden. Arizona
(Smelter™)
(Electrowinning Piant)

Silver and Gold
Amarillo. Texas (Refinery)

Lead

East Helena. Montana
(Smelter)

El Paso’. Texas (Smelter)

Glover. Missourt
(Smelter. Refinery)

Omaha. Nebraska (Refinery)

Zinc

Corpus Chnsti”. Texas
(Refinery}

Bismuth

Omaha. Nebraska

Cadmium,
High Purity Metals
Denver. Coiorado

.Palladium and Platinum
- {(Crude)

Amarnilio. Texas

Selenium
Amariilo. Texas

Tellurium
Amarnilo. Texas

CHEMICALS
AND MANUFACTURING

Antimony Oxide
Omana. Nebraska

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

Denver. Coloraao

Specialty Chemicals
(Enthone. Incorporated)
Chicago. lilinois

West Haven. Connecticu:

Sulfuric Acid
Corpus Christi Texas
East Helena. Montanga
El Paso. Texas
Havden. Arizona

Zinc Oxide
Hilisboro, iliinois

Asbestos-Cement

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

(PVC Pipe)
Litchfield. Hinois (PVC Pipe)

Cathodic Protection
{Federated Metals
Corporation)
Houston. Texas
Matamoros. Mex:co

Industrial and Electronic
Solders and Fluxes
(Fry's Metals Inc ) (20%:1
Alpha Metals.
Jersey City. New Jorsey.
Chicago. llimois
Federated-Fry
Altoona. Pennsvivariii
San Francisco Cahfornia

Lead Fabrication

(Lone Star Lead
Construction Corp )

Houston, Texas

Metal Products and Alloys

{Federated Genco Limned)
(60%)

Burington Ontano Canada

Montreal. Quenec. Canac

Tntersobay tranee g hoge ot B

“On grandt,
STLunibed proen.e i
(st et ot Coe gy gt

ASSOCIATED
COMPANIES

M.l.M. Holdings Limited

{373%)

Queensiang. Austrana
Cainnswviile (Coa!)
Mount isa (Coppe! Lead.

Zing Siiver)
. Newlanas (Coal!
QOaky Creen (Coal
179% MIM interesh
Townswville (Coppoer
Refinery)

Wastern Austranga
Agnew” (Nicke!)

{40% MIM mteresn

Northtieet Engiana
Bntannia Relmed
Metats Linutea
iLead and Siver
Refineries. Seconaary
Lead Piant)

Dattein. West Germany
{(Zinc Refinery)

(50% MIM interest)
{Zwnc Proaucts)
(33%1% MIM interest)

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

Eleven mines. tive
metallurgical plants
throughout Mexico
(Copper. Lead. Zinc,
Stiver Gotd. Coal.

Coke. Fluorspar)

Southern Peru Copper
Corporation (52 3%)

Cuajone (Copper. Silver,
Molyhdenum)

Inquepala (Copper. Stiver,
Molybdenum)

o (Copper Smelter)

Fooe o Lo o pracpe 11



NOTEWORTHY EVENTS OF 1986

Major Mine Acquisitions Assure Supplies of
.- Concentrates for Asarco Smelters

=+ 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-
scentrates have been pro-
.cessed-at-Asarco's nearby
Hayden copper smelter.
. Asarco also will complete
~the consalidation of all min-
- eral interests in its Mission
- copper mining complex near
- Tucson in April 1987 when it
-acquires for $1.0 million Ana-
-max Mining Company’s inter-
-est in operating equipment
.and mineral reserves owned
" by Eisenhower Mining Com-
“.pany, a partnership of Ana-
~“max and Asarco. In 1885
‘Asarco had acquired the
“Pima mine, the only other of
-the four mines comprising
“the Mission open pit that was
. ‘not Asarco-controlled. These

moves substantially increase

Mining and Exploration
8 The Wiluna gold mining
joint venture in Western
Australia completed con-
struction in December of an
expanded treatment plant to
process annually 440,000
tons of ore from its open-pit
mine and 880.000 tons of
tailings from old dumps
—remamning from previous
inderground muning. In Oc-
Jber. the joint venture had
acquired the taihngs dumps
— and an existing tailings treat-

Asarco's ore reserves at
Mission.

Acquisition of the Ray
mine more than doubles
Asarca’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 pius
participation by Kennecott
in future revenues of the Ray
Unit resulting from increases
in the price of copper. The
price participation will 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 fimited

ment plant. Commencing
early in 1987 the AS14-milhon
plant 1s expected 1o produce
52.000 ounces of gold
annually

During the year. Asarco
reorganized its mining and
exploration activities in
Australia The Wiluna joint
venture agreement was re-
negoliated in February to
convey a 25% interest to
Asdarco’s partner for $4 0
million. thus leaving each
partner with a 50% interes!

to aggregate payments of
$65 million.

in 1987, Asarco plans o
modernize the soivent 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 ptant and
further reduce the already
low production costs.

B In 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 capabie of
producing annuatly 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-
est was translerred 0 a new
publc company. Asarco
Australia Ltd Subseguently.
Asarco Ausiraha Ltd. sold
25% of its shares to Austra-
han Diversified Resources
Lid . a venture capital com-
pany. for A%6 6 million
Asarco Australia is actively
pursuing exploration pro-
grams ftor gold and other
metals in Australia and
adjacent areas. ncluding
exploration of targe tracts of

basis in September 1985.
At full capacity, West Fork
will be able to produce an-
nually 51,000 tons of lead,
7.500 tons of zinc and
175,000 ounces of silver in
concentrates.

These two events provide
the mine capacity to supply
all 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 Plant 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 resuiting
from sales of lead at prices in
excess of 29 cenis a pound
adjusted for cost infiation.
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.

prospectlive gold tenements
in Western Australia The Wil-
una project is managed by
Asarco Australia s partner i
the joint venture

B Al the Rock Creek project.
apphcations tor patents for
the mineral nghts to a large
silver-coppes ore body were
compileted and wtil e sub
mitted 1o the federal govern-
ment i March 1987 Baseline
environmentai studwes wore
als0 compieted and work




commenced on the operai-
INg permit application

The Rock Creek project

1S located in northwestern
Montana near the Troy mine

M The Tennessee zinc mines
operated intermittently in
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 stang-
by status from January 31

to September 15 and sus-
pended operations at the
Young. tmmel 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
permanentiy in April A
second zinc oxide plant. Iin
Hillsboro, Hihinois, continues
1IN operation

W 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 investment in 1984.
Under the sales agreement,
Asarco will receive a royalty
on future production if the
mine reopens within the
next 10 years

W LAB and company limited.
a limited partnership in
which Lac d'Amiante du
Québec. Ltee (LAQ). a
wholly owned subsidiary of
Asarco. has a 33"% inter-
esl. consolidated all asbes-
tos-producing operations.
inciuding LAQ's. in the Thet-
ford Mines area of Quebec

NOTEWORTHY EVENTS OF 1986 (conta

as of Jutv 7 The new entity
significantiy improved overall
operations through rationak-
zation of facihties and was
profitable during its first six
months. However. world mar-
kets for asbestos remained
depressed due 10 reduced
demand. oversupply from
overseas sources. and the
foreign exchange probiems
of many consuming
countries

Smelting and Refining

B At the modernized Hayden
copper smelter. production
was 66% greater than in
1982. the last full year of
operation prior to installiation
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 iate in the first quarter
of 1987 for modifications
costing $1.5 miliion which are
expected to extend furnace
refractory hfe. increase
throughput. and consider-
ably fengthen the periods
between mamntenance shut-
downs Hayden s output of
copper anodes s shipped to
the Amarilio Copper Refinery.
which produced a record
439.600 tons of refined cop-
per in 1986

B The Easl Helena lead
smelter made good progress
N developing a more efficient
and less costly method of
recoverning antimony from
silver-copper-antimony con-
centrates produced at the
Coeur and Galena siver
mines in ldaho Since May
these concentrates have
been treated at East Helena
instead of being shipped to
the El Paso Plant where the
aniimory was recovered ds

meta The antimony meta:
piant at El Paso has since
suspenced operations

As in 1985. pperations at
East Helena were hamperec
by a shortage of ieaa con-
centrates resulting from the
closing of mines which previ-
ously supplied the plant The
plant curtalled production to
five days a week on April 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 effective on July 1
and inciude a first-year wage
reduction of $3.50 per hour.
suspension of cost-of-living
adustments, and minor
reductions in benefits. 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 1 was reached with the
union representing workers
at the East Helena tead
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-living
adjustments {(COLA) for the
term of the agreement. and
minor reductions in benefits
Also. 65 cents per hour of a
total 75 cents per hour of
COLA accumulated since
1984 was rolied into the waqc
base The agreement pro-
vides a wage restoration of
70 cents per hour plus a 5-

cent COLA roi-in m e sev
ong vear of the conract ana
a wage restoraton of 94
cents per nour plus another
5-cen: COLA roli-inin tne
thura vear of the contract

Technical Services

@ The new Technical Ser-
vices Center began opera-
tonin Salt Lake City It
comprises the tormer centii
engineering. centrai re
search and environmenta’
scliences departments The
center provides engineenng
environmental. apphed re-
search and assets protection
{secunty) services as well as
analytical laboratory suppor!
1o Asarco operations it also
offers these services com-
mercialiy to industry and
government

B AU S patentwas grantec
10 Asarco in December on a
process for manutactuning
high-strength battery arids
from rolled antimonial lead
alloys on a high-speed. con-
tinuous production hne Uni
now antimony-lead alloys
have required a less etficient
and casting process The
new process should signifi-
cantly reduce the cost ol
producing batteries contain-
ing antimomial lead gnds.
and Asarco 1s working with a
leading battery manutacturer
to further develop the process

Financial

B in Augusl, Asarco com
pleted the sale in a public
oftering of 3.450.000

32.25 Depositary Converlible
Exchangeable Preferred
Shares. offered at $25 per
share and 3.375.000 Com-
mon Stock Purchase War-
rants offered at $3125 per
warrant The nel proceeds ol



$92.3 million from these
sales were used pnncipally
to reduce debt.

W In early 1987 the Company
completed the sale of $107
million of fixed-rate debt
which refinanced several
issues of Hoating-rate. tax-
exempt debt

& M.1.M. Holdings Lim-
ited. Asarco’'s associated
company in Australia, an-
nounced a rights offering

in February to raise A$200
million. Asarco. which then
had a 44% interest in MIM,
exchanged its rights to pur-
chase 44 .2 million ordinary
shares of MIM for 6.3 million
new shares thus diluting its
interest to 377%. While the
transaction resulted in no
receipt or outlay of cash by
Asarco, t did resultin a
%9.0-million credit to Asar-
20's tirst quarter earnings
and an additional $16 4-mul-
lion credit to stockholders
equity When MiM increased
~ 1ts common stock owner-

ship in Asarco 1o 32 4% in
October 1985, Asarco had
agreed to réduce its interest
1N MIM to 40% within three
years. and this transaction
satisfied that commitment
Subsequently. MIM 1ssued
additional shares in connec-
tion with a small acquisition.
further diluting Asarco's in-
terest to 373%

Associated Companies

W MIM in Austraiia was prof-
itable in its fiscal year ended
June 30 after reporting a loss
in the previous tiscal year
MIM maximized production
while containing costs,
thereby achieving a 10% in-
crease in sales revenue while
costs of sales rose only

1.3% MIM continued to re-
port operating profits durnng
the first half of its 1986/87
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 s one of tne
world s largest progucers
of zinc. Cominco aiso pro-
duces substantal guantities
of lead. copper and fertil-
izers MIM also created a
new company named High-
lands Gold Limited to hold its
33'4% (nterest in the Porgera
gold prospect and other as-
sets in Papua New Guinea.
As exploration progresses.
Porgera 1s 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

governmeTinas announcen
tha! 1w, Jevaiw tne Per
vian curtercy in 1987 attne
rate of 2 27 per month

ASarce s equitv ntne
earnings ot MEDIMSA i
Mexico increaseq in spite O}
lower meia: prices The el-
fects of the lower prices were
oftset by the drop In the
vaiue of Ine peso and by
rmeasures taken to contro
operaung and aanunistrative
expenses which increased
considerabiy tess than the
rate of infiation Mine pro-
duction of suver. zinc, copper
and lead benelitied from the
start-up in the first quarter
of the new Rosano mine and
the expanaed facilities at the
Charcas mine. Refined siver
proauction increased by
15% and eiectralvtic zinc
production by 20% over 1985

The magnitude of the
combined impact of Asarco
and 11s associated compa-
nes on werly mining 1s
shown in the accompanying
charts

Carmer g i

R 2o R B e S

B .
2T G L B2 Ll B e




- Silver
. Average Domestic Sales Price
" {Doliars Per Ounce)

b £ N T T R I AR -

5 l In current dofiars
Ié\NBSG dollars, adjusted for inflation using the

-m&mm

: ~Copper

- Average nomesnc Sales Price
: (Ca'ns Per Pou

msasmmaammmmmmmu. -
GNP e .

METAL MARKETS

1986 Domestic Consumption

(B

a. Photographic/4S%
b. Electrical & Electronic Prouwsm%
€. Siverware5%

d. Jewelry/6%

e. Brazing Allays & Soldet/S%

f g;ans & Medsliions/4%

¢. Catalysts2%

h. Miscelianeous/5%

Source Bureaus of Mines, U S. Department of the trenor
Estimate tizsea o first 9 months of 1886

1986 Domestic Consumption

la

a Building & Construction/41%

- b. Electric & Electronic Products/24%
-C. Ingustsial Machinery & Equipment/14%
- d. Transportation/11%

& Consumer & General Products/10%

$Source: Copper Development Association.
Estimate based on hrst 11 months of 1986.

Silver

The average price of siver
1n 1986 was the lowest since
1978. As quoted by Hanay
& Harman. siiver prices aver-
aged $5 47 an ounce 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

Although the excess of world -

silver proguction over con-
sumption narrowed signifi-
cantly in 1986. a lack of
speculative interest ana
large overhanging stocks
of silver had a more pro-
nounced effect on siiver
prices.

Free World mine produc-
tion of silver fell to 325 million
ounces n 1986 from 330
mitihon ounces in 1985, due
primarily to the closing for
economic reasons of two
large domestic sitver mines
which had a combined out-
put of 9 million ounces in
1985 Also. world production
of silver tfrom secondary
sources. such as scrap and
old coins. telt in 1986 to 80
mitlion ounces. 298% below
1985 output This. 1o0.
reflected low siiver 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 to 383 million ounces.
spurred by growing usage
in 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-
mesltic siver usage. they
represented 50% of the
growthinU S silver con-
sumption in 1986.

As a resull. the surplus of

20 WO SHveT CuUtpu! Over
gmanc narrowad o 22 min-
1O QLRCes i 1986 Trug
CoOMpares to a surpus of 7t
miion ounces in 1985 anc
over 50 miliion ounces in
each of the tive preceding
vears mowever tnese staus-
112S Q0 NoLINciuge demana

T

" byvinvestors for siver i small

Dars wn.cn s believed to
nave peen substanuas
Looking ahead. the sur-
plus of silver output over
demand should continue to
narrow in 1987 Neither nune
nor secongary production
1S ukeiv o increase unless
there 1s a substanuat in-
crease in siiver prices. Con-
sumption should benetit trom
expeciegd mogest economic
expansion in the Free World
ana tne growing wortdwide
popularity ot siuver ewelry
and commemorative coins
In this country alone the new
one-ounce American Eagle
siver conintroduced by the
U S Mintin November is iy
great gemand and is ex-
pectedto consume 5to 10
milhon ounces per year of
government stockpiie silver
Also.the U S Congress has
authonized the minting of
10 mition Q.77 -ounce silver
coms in 1987 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-
chne of 700,000 tons 1n 1984
and 1985, stocks held by re-
tiners and fabricators and on
the commodity exchanges in
New York and London drop-
ped an additional 150.000
tons in 1986 1o a level that in
prior pernods of economic re-
covery would have caused
CONCern among consumers
about availabilly 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-t0 8.1 milllon tons
from 8.0 million tons in 1985
Demand in the United
States, however, fell nearly
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
of production relative to
consumption continued 10
narrow. Had it not been for
strong exports of 280,000
tons of refined copper 10
socialist countries. the draw-
down in stocks would have
been considerably less in
1986. Over three-fourths of
the exports were tc China.
which in recent years has re-
quired increasing quantities
of imported copper

With the perception
among copper users that
shortages of copper are
not imminent despite the
relatively strong market fun-
damentals and with a contin-
ued tack of interest in copper
among speculators, copper
prices remained in the dol-
drums. Asarco's average
copper price for the year
dropped to 64 .9 cents a
pound from 66.3 cents in
1985. Asarco's copper
prices remained within a rel-
atively narrow range of 60 to
70.5 cents a pound through-
out 1986.

Copper supply and de-

nand are expected to be
in balance in 1987 as Free

World refined production
increases slightly. This as-
sumes a continuation of the
relatively strong level 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 worlid copper
markel in such delicate bal-
ance. i11s vulnerable to dis-
ruptions in supply due 10
strikes or other causes, such
as occurred in the lead and
zinc markets in 1986. There
is little spare copper mine
capacity in the Free World
that can be brought back
into production quickly ana
economically to mitigate the
ettects of such disruptions.

Lead and Zinc

The markets for lead and
2inc were buoyed during
1986 by major production in-
terruptions, causing supply
to fall short of demand.

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

The supply shortfall was
filled by a drawdown in re-
fined lead stocks in the
United States. inventortes of
refined lead held by domes-
tic primary producers de-
clined from 89,000 tons
at the beginning of 1986
10 29,000 tons at year-end
These inventories had
reached nearly 130,000 tons
durning the middle of 1985.

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




the year at 18.5 cents a
pound and fell to a tow of
1775 cents in February.
Thereatfter, 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
alt 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 1985. The
production interruptions
occurred in the second half
of 1986 and coincided with
a rebound in demand. Free
World consumption of slab
z2inc increased 2.8% in 1986
to a record 5.4 miflion tons.
due largely to a 6% jump in
domestic usage of 2inc for
galvanizing of steel. The
sheet galvanizing ndustry
continued to demand in-
creasing quantities of zinc (o
provide corrosion protection
1o steel in numerous applica-
tions. By the end of 1986,
Free World stocks of stab
zinc were at the lowest level
so far in this decade.

The combination of lower
production and higher con-
surmption led 10 a strong re-
covery of zinc prices. which
had fallen sharply in late 1985
and early 1386. The domes-

METAL MARKETS (conid)

tic slab 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 settlement
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
10 38.0 cents a pound in
1986 from 40.3 cents in
1985,

The low 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 tead 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 in 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-
related, it is difficult to fore-
cast. Demand for zinc in
1987 1s expected to continue
to benefit from increasing
consumption by the galvan-
12ing sector,



MINERAL RESERVES —1986:a;

Mineral Average Mineral Content
Asarco Associated Reserves
Interest Company's {Thousands Silver Copper Lead Zinc Gold Other
ASARCO (%) Interest (%) of tons) {oz'ton) (%) (%) (°0) (oz ton) (%)
50 700 1975 080
r. ..
g;;una . 37.5 1.037 . 1564 053 WO N
Toy. - - 75 39,559 153 075
Mission Complex 100 (b) 275752 015 06
Ray. . - . 100(¢) 694 547 07
Sitver Bell. . . 100 20955 aov Qo8
Quiruvilca - 80 4,585 6 50 108 tan UV
Leadville . 50 7T 246 013 - RIS
Sweelwaler. . 100(c) 25445 o
west Fark. 100 11,293 030 04 e
Quioma. . 51 493 4.80
Jennessee . . . 100 6749 N
Aquanus . . 100 205 (AR
Wiluna 37.5(d) 830 R
Cerro Grande (Tin} . 51 57 1 ““f
Berenguela (Tin). . . . .. 51 97 Bt
LAB and company hmited
(Asbestos) . 33.3(e) 51762 363
Midland Coa! . . 100 20130
ASSOCIATED COMPANIES(a)
M...M. Holdings Limited . 373
Mount isa T 100
Copper . 137 784G 340
Siver-Lead-Zinc L 54 013 430 sk (B
Hitton(f) . . 100 79,366 100 O 8
Agnew (Nickel) . 40
Mine #1. . 1014 Do
Mine #2 (Undeveloped) 33510 200
Coal
Collinsville 100 281 089
Newlands 100 281 08Y
Qaky Creek. 79 655 8743
Undeveloped Reserves 60 2.904 587
Southern Peru Copper Corporation 523
Toquepaia 100 100 745 a VB
Cuajone . 91 308 490 ¢ U 8
MEDIMSA(h) 34 100 91 372

(@) Mineralreserves are as of December 31. 1986, excepl for M 1 M Holamas whict are: ax o dur: 30 1986 anct MLt
represent the proven and probable portion of controlied mineral deposiis Reserves dare eshimdlert Quaiide, of piove .
anticipated canditions may be economicaily mined and processed {or the exirachinn G 1hens menera Conten COnromed © ey ey, ' -

PRI

AT

T9H
senlangd
el hose nwnedd

craby s 40

oS ntudet

optioned. leased. or held under governmen! concesston

(b) Mission Compiex comprises the Mission. Eisenhower. Pima and San Xavier tmines 1he Gres (o whneh qre Do os,seg g
general parinership operated by Asarco which lies between the Misson and San Xdaviees mines, 1olat ceseives, o8 1N fafiner.
0.14 oz./ton silver, and 0 68% copper Included are reserves of 10.287 000 1ons contanmng O 35 G2 10n nver 4t T 1A% g .
agreement, are scheduled 10 be delivered 10 Asarco n Apn! Y387, Asarco wih acaure 101 $1 U miion 1he Ditance G e {avontio s e (oo
of the Anamax Mining Company. as a result 6f Anamax’s exercise of an optoN 10 teIMINALE e PATNRIS;.

(€) Purchased trom the Kennecot! Corporation, a subsidiary of The Stanaard On Compan, Ray Ming., Diveon bt ugrssit o fli o oo s 1
formerly Ozark mine, purchased December 30, 1986

(d) Wiluna s a joint venture which 1s 50% owned Dy Asarco Auslralia L1U o 7H%-0whe subuididty o Agarc, Mmoo neaege o,
the Wiiuna joint venture

(&) Etfective July 1. 1986. the Company's wholly owned substdiary. Lac o Amuante du Quenec Ltse teansterat o ontug iy o o
10 a newly formed parinership. LAB and company hmited 1o a 34" % toued pannersin olesess Mipstip 1eseryes, sode s 30 g,y
partnership interest in LAB and company hrmiled

0] Reserves make no aliowance tor matenal not recoverabile by estabnshea mimng prachoes

(@) Ores from Southern Peru’s mines contam small amounts of suver Inine year enading Decemuer 3 1986 gre, tre gty g e oo
2,564,000 ounces of siiver

(h) MEDIMSA and its subsidianes have CONCESSIONS Qranied by the Mesan Governmes winie o i e
designated areas Tne proven and probable reserves are as pubiisned by MEDIMS/A 1o inece cone e
ores currently bemng rmined at its vanous unils Inils operaluns year enaded Decemper 41 1GRE e, (rorur o
ounces of siver, 19.000 tons of copper. 64,000 tons of iead and 159 Q0U 1G5 OF 219, T et e, (laley 0, o i

. Ervsennhower v,
e
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METAL PRODUCTION

MINES

Metal Produced (in concentrates)

Asarco .
Interest Ore Milled Silver Copper Lead Zinc Gold Tin
(%) {Tons) (Ounces) (Tons) (Tons) {Tons) {Qunces) (Tons)
Coeur 98¢ 501a; 155000 2743000 1 200 RES
1962 151.000 2.628.000 1.200
1382 143.000 2485 00¢ 1.200
Garena 1988 37 5ty 201.000 2995 00U 1100
132 200.000 4103 00C 1.200
198< 209.000 <183 000 140C
Trov 1988 73(b) 3122.000 2076 GO0 19 Q00
1985 2.843.00C 3838 000 16 80C
HEl 3.033 00C +.262 00 12 000
Mission Compies 1285 1001(cy 9.928.000 1.296.000 61.600 T The
1922 9.807.000 *.073.000 52 00C
1982 10 343.000 887 000 56.900
Ra, 196¢ 100 1.073.000 37.000 7700
Sacator: 1984 100 e 1 000.000 33.000 1,500 478
Stiver Bet: 19 100h - 3600
*9EL - 4400
185 2.272000 102.00¢ 16 400
Quiruvnca 196t B8O (g 419.000 2609 000 1.100 3900 12000 1.671
t38% 438.00C 2035.00C 2.800 3.906 200 258"
1944 395.000 T 780 00 2700 3.90¢ 11000 2.500
Leadville 1988 50(a) 220.000 392.00¢ 7.500 4500 17700
1982 217.000 344.000 6.700 13 300 7.195
1482 . 214 000 363.00C 6 700 14 500 17.950
Wesi Fork 198¢ 100(h) 304.000 182.00Q 33600 T 200
72.000 2 000 3900 100
Buchans 49 3 102.000 233,000 1.600 4 600 T 800 1,140
Luttie River 250 132 000 168 000 14.900
Quiormna EARINS
054 000 131 000 1 500 1600
25.000 52 00U 1.200 * 300
Jennessee 1981 . 100 1939 000 47700
1985 1 566 000 37.500
1984 2 878 Q00 67 300
Wiuna 1986 37 Himy &16 00U 8.983
Berenguela. 1986 511k} 52.000 382
Cerro Grande 1985 60.000 299
1954 45000 203
Total 195t 18 239.000 15 333 000 95300 15,000 81400 30.932 382
1925 15 418,000 13 954,000 45 500 16.000 63 700 20,686 299
1984 20 804.000 14877 000 103 700 16 400 101 300 37.991 203

Nate Althqures represenl entirg anGuni . not AS31CO $ SHAL, UMELT TINRIWISE NOLe

(a) Operatec bv Asarco under iease and o venture artangements 1n Coear and Leadvr » 454100 hds d H0% intereshin operating expenses and protts of lnsses
(n Gatena Asarcoreceves 75% 01 Net 1ahls remdining alte: (uvaly DaviNents to e ao o 5% o gheraling profts betore depielion aenreciation, and ldaho taxes

(13} Operated by ASArCo WUC! 3 1BASE dQIEEITEN! ASAICO 1C1amns 7H% 01 0Ll DIOCEes s ale: Operalmg expeases but Delous demenon, yeprecialion and income taxe:,

(c) Mission Cammex compnses Mission Disernuwer San Aavier and bma mimes Lisenboans s g qenera patnersthep gperated v Asarco The properly 1s held undet
State of Arizond leases. PAN Ol wineh rapresenting 31 1 Mo 100, 0L Ore averawing U 7 o Lopper wdas conttsuted (o the partnershin by Asarco Produclion includet.
oniy ASArco s share of Ersennowes 1o A 1967, Asisty vl aCaues: 100 $1 0 munan e ad e of e bisenhowss genera: parinershep trom ihe Anamax Mining
Company 1ermmnalng the Dartiertei, St 2, s g0 Hothons Gf Mssion ann Pisa are 1o unae s (ong-lerm sases under which 125501 has retained a royally
inlerest

(a1 Purchased November 18 TOH6 from ke ccor Cormitaling @ suatinay 5t T Stanaas Oe Lompasy. BProauchon s tor penon subssguent [0 purchase date

(e Qoeranaon closed i Apin 1983 Uue 10 e

11} Concentrate procguchon Susaene e e/ CIGHT N, Gttt e e

(g1 Operated under o Poruaan goven sttty Corporicign ey Nor fern,

TN A DDI00N OF 1E B 05 BT OB b 0t Botn o hn: U6t Wby e, st g fesfogeliee:
stari-up in Septemty - 14845

1 Operated v / TGN i danigy,

) Onerated by 25 -owned |t Hove o .

L0854 06 DIOGLLHON I YUY S e Terer,t ' :
(e 1 Operated LY A BOAVIaN COTLOTHIGD 537 056 0 s VR L im0 Gy o Wi, Ghei] A,
41 10 188G, Opezralionns, at e o M togr o ¢ o

MOANS tNeQut the e Guatter Onefat
(my OPeralead ds d jornt veniuns whie by o 40 -

I OT e eIV et

e TGRA
EO s Gwned  uboithaty o a whony ownetd ASA160 subsithaty
Coaet o Teree U CHBe Do 0 e Dees olomnted roduc ion basrs Since

FU tobees YOm0t iGn O O teesertyes,

et e panpes TR Ot ahions, wete sunnended Septembes 1984 with only

NUPIRATAE

M LA ER'AL N
[ A FAA 4 e e e

oot gy DR THNIOE, dt e Qunorhog tretue geeee suspeadged in 1986
Gl T et (atlet A0 AT The Touenomane: eete susnended tor eaght
o It

st var, ob Asaron Dperations, Ltartees a0 May 1986
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METAL PRODUCTION

¥ v

SMELTERS (a) REFINERIES (a)

Birster Copper (D) Deined Detne:: ] ) X
(Tons) Capacity (¢) 1986 1983 1984 Capacits i« TORe BERE OB
Ei Paso 115.000 100.200 94.200 90.000  Siver {Ounces) . ) ) )
Hayden . . 175.000 186.500 166.900 80.000 Amanig (0 60.000 DO 37 2T 00¢ JOL U0 A 356 000
Hayden-Ray (d) 110.000 — — — Cocper (Tons) o
Tacoma . . (e — 8.300 58.000 Amarhe 456.007 R KRTINIAN

Tota! 400000 266700 269400 228000  havaer-Rayd 36 00 : -

Lead Bullion {Tons) . fota! Copper 482,000 320 00 HARBEVY RETNS R
East Helena 75.000 50.800 65.600 69300 readiTons: R
ElPaso (f) 85.000 — 33,700 48 200 Omana (i 156 000 ERRI Y] EARNTICY
Glover (g) 105.000 132.500 123.500 86 100 Gover 1Q) 110.000 BREVAY RIS

Totai 275 000 183.300 222.800 203.600 Toial Leaa 260 00C 205 800 TUE 300
Zmic {ons)
(a) Ali smetters and rehinenes are owned Dy ASarco ! Y . = AN FPTN o
{b} Anintermediate product containing approximaleiy 98°s coppe’ %Eorci\f;.—gcn,“(%[;,[{:) 107 00X A ST
(c} Asarco’s eslimate of actual capacity unger norma: operanng Sonalions wie ~"2:~ o u > (he ch e oot
aliowance for normal aowniime for repans and mamlenance ana Daseas on 1he HO“‘U 1ous 29 0B e I8 V\O“
average metal content of Input matena for ine tnree years snown NO adwst- B SOO‘? <= 0 2 DU i v
ment (5 Maage {or SuIdowNs Of PIOCUCTON Curltanments aue 10 siikes or a- Tota” Zimc Oxide 22000 BTN AN RSRIVE
quahly emissions restraints Gold (Qunces) o

{g; Purchaseo on November 18. 1986 from Kennecott Corporalion a sunsigian: 0! Amario GO0 00 Tt YO U BRI
The Siandard Oil Company Smetier operations have oveen suspended since (" Swcer proguction decared w1980 o Sl nlel nd gt O
1982. Relinery operations are represented Dy a soivent extraction eleclirow:in- Ol Sve -DEANIG (aw MAIETALS 1M (i
ning plant producing efecirowon cathodes ) i, Prant operalions were suspeaaed nust s RIS e IR L

(e} Smelting operatons were permanentiy closec in March 1985 peen lempolaciy suspended Cictot e 198, g
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ASSOCIATED COMPANIES
Asarco
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‘eru (m) 1985 2 798.000 300.000 8.2 000
o 1984 2471000  277.000 679300 S it oL,
IEDIMSA(n) 1986 340 25635000 33106 69300 140300 60600 y g e
1985 22 866.000 34.300 83.000 164 000 2.700
1984 21,230,000 39 600 75.600 145 200 46 900
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INERAL PRODUCTION AND METAL PRICE INFORMATION

1e production information presented below represents Asarco’s beneficial share of mine production as set forth on page 12
31al price information is presented on pages 8 and 3 of this annual report
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FINANCIAL REVIEW

OVERVIEW

During 1984. 1985 and 1986 Asarco's earnings were ad-
versely affected by generally lower prices for ns major metai
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
$9.140,000. 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 level 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 maore than $180
million during the same period. in late 1985, the Company

began a new cost-reguction program aesigned to achieve
further annuati cost savings. currentiy estimated to be $85
million per year The program invoives an examination of at
aspects of the Company's business The organization was
reduced in size. The research. engineenng ang environmen-
tal science departments were combined ana reauced Ex-
ploration activities were reduced in North America and

. reorganized so as 10 be self-funding in Australia. Lower em-

ployment levels and-better than anticipated investment results
enabled the Company to reduce its pension costs. Labor
agreements with the unions representing workers at the
Company’s copper plants were renegotiated in mid-1986 ana
with the unions representing workers at the Company's siiver
and lead properties in early 1987 Tne 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 Anizona and the Sweet-
water lead property in Missour: These acguisitions improved
the Company's ability to supply its smeiters and refinernes
with concentrates from its own mines The purchase of the
Ray and Sweetwater properties for $79 2 miliion was the prin-
cipal reason the Company had a neqative internal cash flow
of $84.437.000 in 1986. Dunng 1985. the Company had a
posttive internal cash tlow of $23108.000. contrastedto a
negative internal cash flow 1n each of the four previous vears

Net proceeds of $32.3 million from an issuance of con-
vertible exchangeabte preferred stock and common stock
purchase warrants in mid-1986 were used primarily to reduce
debt Total debl 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 fuli market value of
metais. 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 similar materials on a foll basis
Sales of products and services were $1,.056.538.000
in 1986 compared with $1166.921.000 in 1985 and
$1.325129.0001n 1984 The 1986 decline was caused primar-
tly by a dechine in the volumes of siiver, zinc and asbestos
sold. which more than ofiset an increase in the volumes of
copper and lead sold The 1985 sales decline was caused
pnmartly by the declines in siver and tead prices and by
lower processing fees. although the quantity of copper, silver,
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 dechine Sales of services
for the treatment of materiais in Asarco’s smelters and refiner-
1es on a loll basis decreased 1o $21.585,000 in 1986 com-
pared with $23.853.000 in 1985 and $30.653.000 in 1984.
The full market value of matenals treated on a toll basis at
average pnces in effect dunng the year was $182 mithon in
1986. $153 mullion 1n 1985 and $188 million in 1984 In 1986
sales of services declined primanly because of the decrease
tn toll lead treated at the Company's Glover iead plant In
1985 toll processing fees per lon deciined and a greater
proporton of matenal was purchased on a custom basts.



resulting in the decrease in sales of services. in addition. miiiton In 1986 compared with $700 mulion 1n 1985 and $80C

U.S. mine ciosings and curtailments in 1984 and 1986 re- million in 1984. The declines in 1986 and 1985 were aue to
duced the amount of silver-bearing lead matenal available low metal prices.
for toll treatment.
. NET EARNINGS (LOSS)
COSTS For the year ended December 31. 1986. the Company re-

The Company's cost-reduction program and LIFO-valued in-  ported net earnings of $9.140.000. but a loss of $0 46 per
ventory profits improved income from products and services common share after providing for preferred dividends. com-

in both 1386 and 1985. pared with a net loss of $62184.000. or $2.87 per comrhon -
Costs of products and services decreased 11% in 1986 share, for 1985 and a net loss of $306.080.000. or $12.56 .

from 1985, while sales decreased only 9%. As a result, per common share, for 1984. items aiffecting 1986 resutts

income from products and services increased 1% to were $8,999,000 of income from a nights ottenng by MiM
$109,085,000. Costs of products and services decreased $3136.000 of income from the placement of a 25% common

15% in 1985 from 1984, while sales dropped 12%. As a re- stock interest in an Australian subsidiary and a charge of

sult, income from products and services increased 31%, or $4,248.000 for bad debts expense The 1985 net i0ss in-

$25,382,000, to $107,786,000. Operating resuits for 1986 in- cluded an unusuat pre-tax charge of $4.5 mullion of costs to

cluded a $26.9 million decrease in the cost of goods sold be incurred in closing the Company's Columbus, Ohio. zinc

resulting from profits realized on the hquidation of excess
LIFO-valued inventory; this compared with a $14.6 million
decrease in 1985 and no decrease in such costs from LIFO-
valued inventory liquidations in 1984. Total selling. adminis-
trative, research and exploration expenses were reduced & YV
17% in 1986 and 11% in 1985. 4 ; : %_,;;,;{,,;n " =
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ASSOCIATED COMPANIES

Asarco accounts for its nonconsolidated associated compa-
1ies by recording only its equity interest in the resuits of
aese companies.

Asarca's equity in the results of its associated companies,
principally M.IL.M. Holdings Limited i Australia (MIM). South-
ern Peru Copper Corporation (SPCC) and Mexico Desarrolio
Industrial Minero, S.A. (MEDIMSA), was a profit of $20.6 mil-
lion in 1986 compared with a loss of $19.7 million in 1985 and
a profit of $31.7 million in 1984 The results of MIM, SPCC and
MEDIMSA were adversely affected by low prices for non-
ferrous metals in each of these years.

Equity in earnings of the associated companies was af-
fected by foreign currency translation gains of $22.6 miilion
in 1986, $5.2 million in 1985, and $39.5 miillion in 1984. Trans-
fation gains resulted from the decline in the exchange rates
for the Australian Dollar, Peruvian Inti and Mexican Peso in
relation to the U.S. Dollar. in 1985, there were substantial
offsetting translation losses related to debt of MiM denomi-
nated in Japanese Yen, Swiss Francs, Deutschmarks and
British Pounds Sterling, all of which increased in value rela-
tive to the U.S. Dallar in late 1885. In both 1986 and 1984.
Asarco would have reported a loss from its equity in earnings
of associated companies in the absence of foreign currency
translation gains.

From August 1985 to January 1987 the exchange rate of
the Peruvian Inti relative to the U.S. Dollar was fixed. which
meant that the full effect of the high local infiation rate was
reflected in SPCC's domestic costs. SPCC's costs remained

high throughout the period also because of high internal fuel  (ZoB30 > : RN ORI g
oil prices which have been maintained at levels approx:- g RS Ty SR b P 0 A
" —mately double world prices For a discussion of Peruvian LS S 3 B S RPN

‘reign currency controls appiicabie to SPCC. see Note 7
the Notes to the Financial Statements.
Asarco’s proportionate mterest in the sales of the associ-
~ ated companies, which is not retlected in the Company's
3ales revenues referred 10 earlier, was approximately $600



oxide plantin 1986 The 1984 net loss included unusual pre-
tax charges of $254 million related to the closure or suspen-
sion of operations at several faciines. inciuding a copper
smelter, several ZINC Processing piants. a copper ming, 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 paositive
$27500.000 for 1985 and a deficit of $9.391.000 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 mithon to Asarco in 1984 but
paid no dividends in 1986 and 1985.

Depreciation and depletion expense, based on units of
production, was $53 miliion in 1986, $57.2 million in 1985 and
$64 1 miillion in 1984. The 1986 decrease resulted principally
from suspension of operations of the Company's E! Paso.
Texas, lead smelter. The 1985 decrease was primanly attnbut-
able to reductions in depreciable assets due to the 1984
write-ofts described above.

Working capital. exclusive of cash. marketable securities
and debt, increased $91 millton 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 acqu!si-
tion. The decline in working capital in 1985 resulted princi-
pally from ilguidations 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 silver.

The Company paid 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 preferred stock of $20.992,000 were paid in 1986 com-
pared with dividends of $18,663.000 in each of the years
1385 and 1984. The increase in dividends in 1986 resulted
from an issue of convertible exchangeabile 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
mitlion and other expenditures of $15.5 mililon, compared
with total expenditures of $25.8 miliion in 1985 and $34.6
million 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 Piant
Expenditures for 1984 included the Hayden modernization
project completed in 1984.

LIQUIDITY

Cash and marketable secunties increased $15.0 million in
1986. compared with increases of $3.0 miilion in 1985 and
$0.8 mitlion in 1984 Total debt increased $3 0 mullion com-
pared with a decrease of $106.9 million in 1985 and an in-
crease of $41.6 million 1n 1984 The weighted average interesl
rate on all Company indebtedness was 8.6% in 1986, 8 8%
in1985 and 9.9% in 1984 compared with the average prime

FINANCIAL REVIEW coma:

rate aunng tnose perioas of 8 3%. 9 9%, ana 12 0%,
respectively

At December 31. 1986. the Company s percentage o
debt-to-capialization was 35.0%. compared to 37 7% at
Decembper 31. 1985 and 41.0% at December 31. 1984 At
December 31. 1986, the Company would have been permit-
ted to borrow an additional $150.9 miliion under the debt
limiation covenants of its existing t1oan agreements At that
date, $155 milhion was available under its $350-mithion revoiv-
ing credit agreement in 1987 the Company expects that i
will meet cash requirements for operations and capital ex-
penditures from internally generated funds and. if necessary.
from borrowings under its revoiving credit agreement

Under the terms of its revolving creait agreement, the
Company is required to maintain tangible net worth in excess
of $675 mullion through March 31. 1988, increasing to $700.0
mithion through March 31, 1991. and $725.0 million thereatter
At December 31. 1986, the Company s tangible net worth was
$869.5 milhion. Under the terms of the revolving credit aaree-
ment, senior debt cannot exceed 75% of tangible net worth
until March 31, 1988. and 65% of tangible worth thereattet

CAPITAL STOCK
In mid-1986 the Company sold 3.450.000 $2.25 depositary
convertible exchangeable preferred shares and 3.375.000
common stock purchase warrants in a public offering The
net proceeds of $92.3 million were primanly used to retire
debt

in 1985. the Company sold in a pubiic offering 3.450.000
newly issued common shares Asarco realized net proceeqs
from the saie 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 1o the amount of each month's
salary reduction were 1ssued 10 a trust for employees. The
stock was distributed 1o employees at the end of September
1986 after the program was terminated

A total of 107979 shares of common stock were 1ssued
during 1986 under provisions of the Company’s Salary
Adjustment Program and 81,241 shares were contributed to
the Asarco Employees Savings Plan A total of 32.236.063
shares were outstanding at year-end 1986 compared to
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 actuarial cost method for determining pension
costs, valuing plan assets and recognizing income to the
required "projected unit credit method. " Net pension costs
included in operating results for Company-administered pen-
sion ptans amounted to credtts of $13.3 mullion 1n 1986 and
$79 million 1n 1985, and an expense of $15.5 million in 1984
The credits to income in 1986 and 1985 resull principally
from investment pertormance 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 million.

Retirement Plans are further discussed in Note 14 of the
Notes 1o the Financial Statements
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ASARCZO INCORPORATED

AND CONSOUIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF EARNINGS

For The Years Ended December 31.

Sales of products ..........

Sales of services.

Total sales of products and services

Cost of products and services

Income trom products and services

QOther income:

Income from rights ofiering by M.I.M. Holdings Limited .

P

Income from sale of subsidiary capital stock . . .

Miscellaneous. . ... . . ..
Total other income
Other deductions’

Selling, administrative and other expense . . .

Bad debts expense .

Depreciation and depletlon expense

Exploration expense .

Research expense . .. ...

Interest expense .
Unusual tems .

Total other deductions

Earnings (Loss) before equity in results of nonconsolidated associated

companes . . . . ..

Equity in earnings (losses) of nonconsondated assoc:ated compames

Earnings (Loss) before taxes on income

Taxes onincome. . . .
Net Earnings (Loss)

Dividends on preferred shares
Net Earnings (Loss) Applicable to Common Shares
Primary Net Earnings (Loss) Per Common Share.

Cash Dividends Per Share:

Common ..... .....
Preterred: Series A

Series B Coﬁvémble

Convertible Exchangeable .

1986 1885 1984

{aohars in thcusanas
excep! per share amounts)

$1,034.953 $1.143.068 $1.294.476

21,585 23.853 30.653
1.056,538 1168.921 1.325 129
947,453 1.059.135 1.242.726
109,085 107.786 2404
8,999 — -
3,136 - -
13,295 13.768 8.682
25,430 13768 8.682
35,110 40.000 41,54
4,248 868 421
§3.030 57.243 64147
4,250 6.131 10.231
3.979 €.034 6.738
41,063 46.991 556.371
—_ 4.500 254.000
141,680 161 777 432.449
(7.165) 140.223) {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) S (80.847) $ (324.743)
$ (06.46) S (287) & (12.56)

$ - S 3 0.30
7.00 700 7.00
6.25 625 6.25
2.70 —

See notes 1o financial staternents



ASARCO INCORPORATED AND CONSOLIDATED SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

At December 31.

ASSETS
Current Assets:
Cash

Marketable securities (at cost, which approximates market)

Accounts and notes receivable.
Trade, less allowance for doubtful accounts
Other U .

Inventories . . . .

Materials and supphes { average costor |ess)

Prepaid expenses .

Total Current Assets .
Investments in Nonconsolidated Associated Companres
(Equity Method) .
Property:
Buildings and equipment
Mineralland . . . .
Land. other than mmnerai . . .
Other.

Total Property . .
Less: Accumulated deprecranon and depletion .
Net Property .
Other Assets . . .
TOTAL ASSETS

LIABILITIES
Current Liabilities:
Notes payable:
Bank loans . o
Long-term debt due wrthm one year .
Accounts payable
Trade . . . .. .

Accrued liabilities:
Salaries and wages
Taxes onincome. . .
Other taxes
Currrent portion of reserves for plant closrngs
Other current iabilities
Total Current Liabihities
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 . . L o
COMMON STOCKHOLDERS' EQUlTY
Authorized—=80.000.000 common shares withoul par value
Issued 34.928,223 shares . S S
Additional Capital
Retained Earnings
Treasury Stock (at cost)-—common shares
1986—2.692.160: 1985-—2.881.380 .
Asarco’s cost and pro rata interest in the cost of ns shares
held by M | M. Holdings Limited

TOTAL LIABILITIES. PREFERRED STOCK AND
COMMON STOCKHOLDERS EQUITY

1986 1985
(doliars i tnousands?
$ 11,192 S 1634
40,020 21.518
$ 177,996 S 210917
23,720 201,716 18.333 229.250
104,027 81.551
50,641. 46.107
4,737 6.004
412,333 399.074
615,845 576.000
1,379,233 1.330.008
166,547 174.701
33,316 26.681
35,713 35967
1,614,809 1.564 357
848.167 835 410
766,642 728.947
45,494 41.411
$1.840,314 $1.745.432
7.216 S 24808
5892 S 13,108 12338 § 37.146
171,393 183.534
22,574 193,967 22029 205.563
9,914 11476
’ 9,776 Q444
9,662 29,352 10 134 31,054
15,252 16.349
13,897 . 10.363
265,576 300.475
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 15.402
426,123 438473
(151,484) (162.131)
(129,685) 655,274 (152.620) 641.479
$1,840,314 $1.745.432

See notes o nanciat stalement .




——

ASARCO INCORPORATED AND CONSQLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTOF CHANGES

INFINANCIALPOSITION .

fFor the Years Ended December 31.

SOURCES (USES) OF CASH
Operations:
‘Netearnings(loss). .. ... . ... .. ... .
Noncash elements in net eammgs (loss)
 Depreciation and depletion . )
Deferred incometaxes .. . ... ..
Nonconsolidated associated compames

Equity in (earnings) losses . o L

Dividends received .
Income from rights offering by MIM Holdmgs Limited
Reserves for plant closings and other items

Cash provided from (used for) operations. .

Cash Dividends Declared and Paid:
Common shares . . . .
Preferred shares . .. .. ..

Cash used for dividends

Investment Activities:

investments, net. . . . ..

Asarco's cost and pro rata mterest n the cost of ns shares held by MIM.
Holdings Limited. .. . ... . . ... ..

Book value in excess of amount reahzed under the rughts offermg by M.ILM
Holdings Limited. . . . . S . . ..

Property:
Acqursition cost of the Ray Mines Division .
Obligations assumed net of working capital ourchased

Property acquired
Other property expenditures
Other, net

Cash used for iInvestmen! activities

Working Capital, Exclusive of Cash, Marketable Securities and Current Debt:

Accounts and notes receivable
Inventories . . .. .. . ...
Other current assets . .
Accounts payable .. .. ..
Other current liabilities ‘ )
Cash provided from (used for) working capital
Internal Cash Flow . .
Financing Activities:
Bank loan repayments, net .
Long-term debt incurred. .
Long-term debtretired . . . .. . ..
Debt proceeds released from escrow for construcnon
Proceeds from sale of 862.500 convertible exchangeable preferred shares
Proceeds from sale of 3.375.000 common stock purchase warrants
Proceeds from sale of 3.450,000 common shares. .
Treasury stock transactions. net.

External cash flow

Net change in cash and marketable securities
Cash and marketable securilies, beginning of year

Cash and marketable securities. end of year

1986 1984 1984
(aouars N thousands)
$ 9140 © (62.184) $(306.08(

53.030 57.243 64 147

2,064 (73) (12.790)
(20,571) 19 700 (31,717

7.000 4.891 32.867

(8.999) —
(11,303) 7.923 244 182

30,361 27.500 {9.391)

-_— — (7.750)
(20,992) (18.663) (18.663)
(20,992) (18.663) (26.413)
(17,871) 51.168 (176)

22,935 (51.749) (1.534)

(5.966) —

(73.320)

(1.495) -
(74,815) - -
(19,930) 125 768) (34.570)

10,911 {4.942) 6.856
(84.736) (31,291} (29.424)
27,534 27.072 23.642
(22,476) 57.819 51.650

(3,.267) 7.025 6.480
{11,596) {15.364) (60.459)

735 (30.990) (9.249)

(9,070) 45562 12.064:
(84.437) 23,108 (53.164)
(17.,592) (1.009) {9.124)
62,037 220.778 92.302
(41,488) (325,297) (41.602)

1,104 4.156 9397

82,348 . -

9,950 —
—_ 75.716
3.128_;7__ 5.828 3.040

99.4§:i___ mwﬂ%a.B?B) 54013

15.050 3.280 849

36, 1~6_2_ . d28ee 32033

$ 51212 ¢ 30162 % 32882

See noles to hinanciat staternents



ASARCD INCORPORATED AND CONSOLIDATED SUBSIDIARIZS
CONSOLIDATED STATEMENTOFCHANGES
INCOMMON STOCKHOLDERS' EQUITY

For The Years Ended December 31.

Common Stock

Balance at beginning of year- 1986—34.928.223 shares. 1985 and 1984—

31.478.223 shares . .. ..
Sale of 3.450.000 shares .
‘Balance at end of year: 1986 and 1385—34. 928.223 shares. 1984_
31.478.223 shares .

Additional Capital
Balance at beginning of year . . .
Charge for treasury stock sold and used
Book value in excess of amount realized under the rlghts offenno by
M.L.M. Holdings Limited

Net proceeds from saie of 3.375. OOO common slock purchase warrants

Issue costs of convertible exchangeable preferred stock
Balance at end of year .

Retained Earnings
"Balance at beginning of year . .
Foreign currency adjustment
Net earnings (loss) . . . ..
Cash dividends declared and paid.
On common shares . .
On preferred shares.
Adjustment for Asarco s pro rata mterest Inits duwdenos on common
shares paid to M |.M. Holdings Limited .. .

Balance at end of year

Treasury Stock
Batance at beginning of year. .
Purchased
Used for additional compensatlon stock oonon bonus savmgs and
salary adustment plans

Balance at end of year: 1986—2,692 160 shares. 1985—2.881.380 shares.

1984—3103,487 shares .

Pro Rata Interest
Asarco’s cost and pro rata interest in the cost of its shares held by M |.M
Holdings Limited . . .

Total Common Stockholders’ Equlty

1986 1985 1984
(aohars in thousanqs)
$ 502,355 & 426.639 $ 426.639
— 75.716 -
502,355 502.355 26.639
15,402 22.072 25651
(7,.519) (6.670 (3.579)
(5.966) -
9,950
(3,902) —
7.965 15400 22.072
438,473 519.377 852,952
99 (57) (1.082)
9,140 (62 184) (306.080)
—_ - (8.490)
(20,992) {18.663) {18.663)
(597) - 740
426123 138,473 519.377
(162,131) (174.629) (181.248)
— (25) (3)
10.647 12523 6.622
(151,484) 1162.131) (174.629)
(129,685) (152.620) (100.871)
$ 655,274 $ 641.479 $ 692.588

See notes (o financiai statements



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

principles of consohdation: The consofidated financia state-
.ts include all significant subsidiaries of which the Com-

2ny has voting control. Significant investments of 20% or
are in the capital stock of associated companies and sub-
 diaries of which the Company does not have voting control
bre accounted for by the equity method Other investments

e carried at cost or less.

efineries and other metal plants are valued at the lower of
kast-in, first-out cost (LIFO) or market. Other inventories are
X lued at the lower of first-in, first-out cost (FIFO) or market

property: Assets are valued at cost or less. Betterments,
ewals, costs of bringing new minerai properties into pro-
duction, and the costs of major development programs at
existing mines are capitalized. Maintenance. repatrs, devel-
bopment costs to maintain production at existing mines, and
nains or losses on assets retired or sold are reflected in
mings as incurred. Plant assets are depreciated over their
estimated useful lives, generally by the unit-of-production
ethod. Mine asset depreciation and depletion are com-
nuted generally on the unit-of-production method using
Inroven and probable ore reserves.

ploration: Tangible and intangible costs incurred in the
gearch for mineral properties are generally charged against
jgarnings when incurred When a commercial ore body is
kdiscovered, the related exploration costs previously charged
iagainst earnings are credited o earnings and capitalized
“Property.” Qil and gas activities are accounted for by the
Buccessiul-efiorts method

Hnvestment and energy tax credits: Such credits are ac-
jeounted for by the flow-through method

etirement plans: in 1985, the Company adopted the princi-
ples of "Statement of Financial Accounting Standards No 87,
ployers® Accounting for Pensions.” which requires the use
of the projected umit credit actuarial method for financiat re-
fporting purposes. Prior to 1985, the Company used the ag-
gregate cost method for financial reporting purposes and
ontinues to use that method for funding purposes

UNUSUAL ITEMS (in millions)

ourth quarter 1985 operating results were charged with
4.5 for the permanent shutdown in 1986 of the Company's
INC oxide plant in Columbus, Ohio. Operating resulls for
1984 include total unusual charges of $276.0, partally oftset
OY a credit of $22.0 from changes to estimated costs for
Previous plant closings. The 1984 unusual charges include
costsl associated with the permanent shutdown of the Com-
Pany’s Tacoma, Washington, copper smelter: the write-down
8nd indefinite suspension of operations at the Company's
QOVDUS Christi, Texas, zinc plant and write-down of related
Zinc fuming and zinc oxide facilities at other plants, the write-
Off and future holding costs of the Sacaton underground
Coepfsr mine in Arizona; the write-down of the Company's

%o Interest in the Little River joint venture. which owns a
h anaC!lan Iead-_zinc mine: the permanent closing of a metal
€cycling plant in Houston. Texas, of Federated Metals Cor-
g_?ratlon. a whotly owned subsidiary; and the write-down of

lland gas assets.

baventories: Company-owned metals pracessed by smellers.

NOTES TO FINANCIAL STATEMENTS

3. TAXES ON INCOME (in minions)

Earnings (Loss) Betore Taxes on income

MRS 1980 19843
From domestic operations AR $(389 $343 5
From foreign operations o (22O 33@
Tota: S SR O 309 B
Tax Expense (Credut).
TOBE 1085 1984
Current
us s S 14
Foreign and state o2z 24 7
Deterred .
us (90t
Foreign and state o [RRR (36
Totai 8§33 g2 3. 3G
Reconciliation ot Statutory tncome Tax Rate
1960 1985 1984
U S. statutory iIncome tax rale 4p 0% {46 01 (46 0¥
undistnibuieda equity earnings on
which tax was not provided at the
statutory rate i0 114 (10t
Foreign taxes and tax creans 5 47 132
Investment tax creais - 93
Depetion (323 (2 B (o2m
Mintmum tax (VXY
Net operaung losses not utizedt
and carned torwara 367 260
Other 3" (0.21 (14
Taxes on income-eflective rate 31 8% 3 8% (1 1%
Deferred Tax Expense (Credis)
1986 1985 1984
Depreciation expense versus ta
deduction $(24) $(07) $ 04
Tax deauctions tor current mine
development COSts versus amaori-
2ation of capitalized costs on
books (13) 15 02
Estimated costs of mine and plant
closings versus tax deductions 69 63 37)
Unaistnbuted eguity earnings on
which tax 1s accrued v 7 (41) 4.6
Pension expense versus tax
deduction 58 77 22
Capitalized interes! cosls versus tas
deduction 27 (2 8} {07)
Utihization of net operating losses (16 - (68 8
Reversat (Use) of investment and!
foreign tax credits 597
Other (474 (80 (67,
Tota! $2: %y %128,




Tax Carryforwards

At December 31, 1986. cumulative unused net operating
loss (NOL) carryforwards on a tax and book bas:s amount to
$211.6 and $211.7 respectively i not used. the NOL carryfor-
wards wili expire between 19388 and 2001. At December 31.
1986. expiration dates and amounts of unused investment
and energy tax credits and foreign tax credits are as follows.

investmen: Foreign
Tax Credits Tax Credits
Tar Boon Tax Book
Expiravon Dates Basis Basis Basis Basis
1987. S - S $ 52 § 52
1988. . - - 8.5 138
1989 . 37 37 56 60
1990 . . 1.2 1.2 i2 1.2
1997 . . . 66 66 14 32
199212001, . . . a0 7 40.7 - -

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

1987 and by 35.0% if used thereatter.

4. PRIMARY EARNINGS (LOSS) PER COMMON SHARE
Earnings or loss per common share are calcuiated by using
the weighted average number of common shares outstand-
ing after deducting the Company's pro rata interest in s

shares held by M.1 M. Holdings Limited

1986 1985 1984
Weighted average number of Asarco
shares outstanding {000) 32148 31136 283
Asarco's pro rata. weighted average
interestinits shares heldby MM
Holdings Limited (000) 4.025 3.008 2.483

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 commaon share was anti-dilutive.

5. FOREIGN CURRENCY (in mitlions)

The net transaction gans (losses) included in determining -
pre-tax earnings were' 1986—$24.0; 1985—3%8 7. and
1984 —%$44.0. The major portion of the gains or losses are
reflected in “Equity in earnings (losses) of nonconsolidated

associated companies

6. INVENTORIES (in mitlions)

At December 31,

Inveniories of smellers. refienes and other
metal plants-
LIFO cost of market
Provisionat cosl of metals recerved for
which prices have not yel been lixea
Mine invemuones at FIF0 cost or marke!
Other

Tota!

1986 1985
$ 139 3206
329 201
46 4 337
108 72
$104 0 381 6

Replacement cost exceeas nventones vaiuea at LIFO cost
by approximately $118 4 (1985 —$1501}

Year-end inveniones used In determining cost of sales
were' 1986—$104.0 1985—%816. 1983-3139 4, 1983~
$191.0. Liquidations of LIFO inventories resuited in pre-tax
earnings of $26.9 in 1986 and $14 6 in 1985

7.INVESTMENTS IN NONCONSOLIDATED
ASSOCIATED COMPANIES

Asarco has substantal interests in associated companies in
Australia. Mexico and Peru which are principallv engaged

In mming, smelting and refining nonferrous metals These
companies are M.L.M Holdings Limited {(MIM). Mexico De-
sarrolio Industnal Minero. S A (MEDIMSA). and Southern
Peru Copper Corporation (SPCC) MIM also has major coal
mining operations. The fiscal year for MiIM engs June 30
MEDIMSA and SPCC report operating results on a catendat-
year basis ending December 31.

Taxes have not been provided on the undistributed earn-
ings of associated companies more than 50%-owned and
accounted for on the equity method wnere earnings have
been reinvested indefinitely At December 31. 1986. the cu-
mulative amount of eguity in such unaistributed earnmings on
which income taxes have not been proviged 1s $200.9 mitlion.

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 million
which restriction results from foreign currency controls es-
tabitshed in the third quarter of 1986 bv the government
of Peru These controls suspend for a penod of two vears
certain cash remittances of foreign exchange from Peru by
companies operating in Peru as discussed below

SOUTHERN PERU COPPER CORPORATION  Peruvian taw
gives workers in mining companies an increasing participa-
tion in profits and management advisory commitiees and an
nterest in hquidation proceeds. Profit participation is dis-
tnbuted in cash and in the form of ownerstup shares and
interest-bearing obligations 1ssued 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 tuture earnings, this percentage
could increase to 333%

In general. the etfect of Peru’s new foreign currency con-
trol faw on SPCC for the two-year period is that il suspends
cash remittances from SPCC's Peruvian branch to s cor-
porate office in the United States for earnings. depreciation
and repatriation of capital. but permits cash remittances for
certainloans. expenses and 'rmports

M.I M. HOLDINGS LIMITED At December 31. 1986, Asarco
owned 37.3% (1985—44.0%) of MIM's common shares and
MIM owned 10,353.363 (1885 10.353.363) common shares
or 321% (1985-- 32 3%) of Asarco Thus reciprocal share-
holding resulls in Asarco having a pro rata interest of 12.0%
(1985—14.2%) n 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 pra rata inter-
estinthe Asarco shares Asarco's equity in earnings of MIM
exciudes any Asarco dividends inciuced in MIM earnings




The Company's MIM investment carrying value and retained
earnings are adjusted 10 reflect Asarco's pro rata nterest in
its dividends paid to MiM.

In the first quarter of 1986. MIM made a rights offering to
its shareholders, entithing 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 nghts to purchase 44.2 million common shares of MIM
for 6.4 million common shares of MIM This action reduced
Asarco's interest in MIM from 44.0% o 37.7%. thereby satis-
fying a provision of an agreement entered into in October
1985, whereby Asarco was to reduce its interest in MIM to
40% within three years. In the second quarter of 1986. MIM
issued additional common shares for a minor acquisition 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 common shares
at a cost of $23 per share plus expenses

Details of the investiment are as 1oHows (1 mulons)

L8 IR

Numper ot MIM common shares ownea o,

Asarcoc IS 20

Carrying vaiye

Cost ot shares heiq

Major Investments Accounted for by the Equity Method (a) (in miiions)

Mim SPCC MEDIMSA
June 30, Dec.31, Dec.31
1986 1986 1985
Financial Position (v) (b)
Current assets .. $ 4510 $2228 $1232
Current liabilities . .. (186 3) (64 3) (36 9i
Working capital . . 2647 158.5 86 3
Property-net. .. . 1.6399 a71¢@ 2134
Deferred foreign exchang
fluctuations . . 320.3 -
Other assets 289.2 21 30
Long-term debt . . ' (1,342 1) - (839
Other habiliies . . (17 31 (29 1 (09
Delerred income taxes (89.9) (1127
Minority interest - 148 0) 03
Net assets .. . $1.064 8 §442 7 $§217 6
at December 31, 1986
Asarco’s Interest . .. 37 3% 52 3% 34 0%
Asarco’s investment . $ 2626 $2233 $1156
Market Value . . 344 2(c) (di (a

{a8) Asarco s invesiments (n nonconsohdatea associaled compaiues carmed o
the equity method inClude otner companies N aauiion 19 tNose shown apov:
Equity 1n earnings {losses) for Inose compantes not separately aisclosea wiich
are included in the Consoligated Statement of £arnings were 1980 —$(0 3
198580 4. and 1984--${0 4) Dividends receives wete 198G~ .50 9 1985 -
$0 4, and 1984—%10

Translated into U S dollars at rates in effecl al Decemper 31 1986 MiM-
Austrahian $1 = US$0 6580 (rate at June 30 1986 was A$1 = USS0 6662;
MEDIMSA-Mexican MN$1 = US$0 0011 Mexican governmen: controlied rale tor
commerc:al transactions (rate at December 31 1985 was MN$1 - USS0 0027
The capsule financiat positions of MIM and MEDIMSA are as reported unde:
Australian and Mexican accounting standards respechively

b

(c

Represents value ol Asarco’s investment in COMMAnN stock Based upon o
December 31, 1986. ciosing marke! price on Ine Sydney {Austrana} Stocr
Exchange Value is not necessartiy (ndicative ot an amount (eanzabu- 1« "twe
event of a sale

(@

Quoted markel prices on ASarco s thvesiments irt COMmMOnN Stock are nnt
avattable since the shares dre not publicly lraded

(e

Translaled at the monthiy averane exchange rate: The hnancia inlommano o
MIM and MEDIMSA 1s as reparted under Austrahan and Mexician ac counbng
standards, respectivery

Equity in unaistnibutea earnings JA0
Agjustment tor Asarco s pro 1ata cumc dne
interest N Asarco dividenads pa: (0 AR RIR REUM
Eauny N premium over DOOK value rea 17ex
unger a fights ottering bv M’ T JaT
380 RPN
Asarco s pro rata mnterest in the Cost of IS shard
neld by MiM g0 T RECSES
Net carrying value 000w AR
MiM SPCC MEDIMSA

for the Years Ended December 31,

Net Sales 100% e fergn
1986 . S o8BT8Y Sowg $291 s
1985 gua & 3350 KRN
1984 1o i 31H 6 i
Net Earnings (Loss) 100°% [

1986 LT Sa6 T S
1985 g 120 68 2ha
1984 R H3 54 4
Equity Earnings (Loss)

Reported by Asarco (138 (hi
1986 S otgd S0Mm NERARY
1985 93 (12 T
1984 SRS L 8"
Dividends to Asarco
1986 S O ) $
1985 an
1984 ar 185 37

e

[{oH

Hesuds tor 12 monthy enged Sephinben ac S5 ooenoris ds eaily th edrn
INQS ON & ONe-qguarter aelav bas -

Eauity earmings reported Ly ASarao mciade weriar s aliustments to Sontor witt
united States reporbing standargs Sigritcant acwstments ncludn the recogn
tonan 1486 ot $12 4. net loreign exchange gamnms (1985 $73 19Rk4 $28 ).
e §17 capianzaton otulterest costin 1984 4 54 9 cout ol sales charge in 198G
tor hegh mstoncal cost nveniary Draauc e Do i Aevaluation of the Agstralian
gokar (1985 520 5y the ehmunation o) $1.40 0 1986 CIYBYS - §5 61 resuiting trom.
changes in the economuc ives O Cerlinn geprecratie assets in accoraance wih
MIM s review poncy, and e $15 4 elimmation o 1986 of MIM's reported extriaon
hinary 1055 fram the amorhzatnon of deterres unreanzed exohange 1nsses pno
cipany on U S godar-denominatert den!

Unaer MexiLan accounhng standat i, M e, compamet are teaured 1o
present hnanGial slaementa on an mtuate s oo s, Al g tesall of
MEDIMGA -, une othintlahon accountmg ard ' ronm gt United State, o
DOINNG SIANURAS5 ASANCH has e reane Clecroasod) de Weaee of MEDIMGA -,
earnkds hy 3170 1986, 306 Hrea 1985 1 010 G 1984 1o the enerene o
Letwee InBanoN-LasCd ver LGS tslonr g GOt boaned At Al Sliglethent’,

10, 3T renQn exChange s, of S IR T DR O RTIS NI LANTATE B SA
Y84 rasuting Trom o Carenc ¢ 1eas L0 Wit e reLagen e Dy A,
Tre 1985 transiahon Gar wa ottaet Ly coiraengives of MEDIMOA -0 gt
Fa Loy nhnees et Gl A




8. ACQUISITION OF THE RAY MINES DIVISION

On November 18, 1986. the Company purcnased the assets
of the Ray Mines Division. located in Arizona. from Kennecot!
Corporation. a subsidiary of The Standard Oil Company The
purchase price was $72.0 million in cash plus assumption of
certain liabilities. Asarco's costs associated with the acqui-
sition, and participation by Kennecott in an amount equal to
25% ot the incremental revenues generated by the Ray mine
from Comex copper price increases above 68 cents a pound
adjusted for cost infiation The price parucipation will be

9. DEBT AND AVAILABLE CREDIT FACILITIES (in millions)

Long-Term Debt al Decemper 31,

hmited to a 10-vear perod peq:nning November 1988 ana
will also be imited in tne agaregate 1o $65 (0 muion Such
payments will be capnaiizea as an aadiional property cost
The assets acquired are principatly comprnised of an oper-
ating open-pit copper mine. its reliated faciities ana equip-
ment. and a copper smeller which 1S not presentiv operaung
The purchase price was allocated 1o the assels acauired
based on their fair vaiues at tne aate of acquisition For sev-
eral years prior 10 i1s acquisition bv Asarco. the Rav Mines
Division had sold its copper conceritrate proguction to Asarco

$350 0 revoiving credu agreement dated October 1885 fully avariable unt: June 30 1988. and decuning

thereatter in quarlerly amounts of aporoximately $22 0 until March 3t 1992

7% notes tauthonzed $70.0) due Aprii 1 1994 prepaid i Juiv 1986

9%:% Sinking Fund Debentures (autnonized $100 C) gue 2000. Sinking Funa pavments of $6 0 requrea annuass,

Debentures have teen purchasea covering pavments through 1993

$69 3 industnal Devetopment Authonty of the County of Gila. Anzona Potiution Cantrol Revenue Retunding

Bond Series 1985, due 2006

Obligations under Nueces River Autnority (lexas) 7 »-%: Environmental improvement Revenue Bonds
Series 1976-—A and B (authonzed $55 0) due 2006 Pavabie in annuai instaliments of $1 3 commencing

in 2004: $3 0---2005 with balance payable at maturity

Obligations under Lewis and Ciark County tMontana) 6 :% Poliution Controi Bonds 1976 Series
(authonized $370) due 2006 Pavabie in annuadinstaliments of $0 6 commencing in 1992 throuah 2005

with balance payable at matunty
Other obligations (various rates ana matJrines:

4:/2% Twenty-Five Year Sunordinaiec Oepentures (auinonzed $50 O) gue 1983
of $1 2 required in 1987 with baiance pavabie ar maturt,

Total ionga-term aebt
Less. amounts due withm one vear
Long-term debl - not due wilhin one yea:

At December 31, 1986. total debt matuniies were' 1987 —
$5.9; 1988—%6.9: 1989 —82 8: 1390—3$2.5, 1991 —%2 4
and $447 .9 thereafter.

Borrowings under the $350.0 revolving credit agreement
bear interest. at Asarco’'s option. through June 30. 1988. at
either the prime rate. %% over LIBOR (London interbank
Offering Rate). or %% over the CD Rate (the nterest rate on
certificates of deposit of certain major commercial banks).
gradually increasing thereafter to 1% over prime. 1'% over
LIBOR or 1'% 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 aiso
exists with respect to the maintenance of additional com-
pensating balances equal to 3% of the loan commutment
and additional compensating balances of 2% on loan com-
mitments used in excess of $300.0

The highest level of borrowings during 1986 under the
above-mentioned facilites was $210.0 (1985-—-$270.0)

At December 31, 1986. $195.0({1985—%137 0) was oul-
standing at a weighted average interest rate of 7.0%
{1985—8.9%). Borrowings averaged $174 0 tor 1986
(1985—%195 1). with a weighted average interest rate
ot 8.0% (1985--9.0%)

198¢ 1985
S195 (0 $13T 0
364
RN H1 T
6a 2 69 3
SRR A
70 370
B ISR
Sinking Funa pavment
bl 6 h
RITams 78
59 123
ERIH F435H 5

The $69.3 Industnal Development Aulhority of the County
of Gila. Anizona. Poliution Control Revenue Refunding Bond
agreement gave the Company the option to borrow lunds
enther through a tax-exemp! vanabie-rate loan agreement
or through the tax-exempt demand note market. Borrowings
under the former bore interest at 73% of the prime rate with
a 2% per annum commitment fee pavable on unused por-
tions. while borrowings under the latier bore interest at the
current tax-exempt demand note rate Al the Company's
option, the interest rate can be converted 1o a ixed rate of
interest, not to exceed 20%. at any time Prior {o the interest
conversion date. the Company has the opiion of redeeming
the bonds at par The bonds were supported by an irrevoc-
able letter of credit, on which there was a 4% per annum
tee. expiring on January 15. 1990 in arder 1o provide tor
the remarketing of the bonds. the Company entered nto a
remarketing agreement on which inere was a 4% fee per
annum In addttion, the Company was paying 1% pet
annum facing fee on the outstanding pnncipal balance

The outstanding balances under tne above Gita County
(Anzona) Pollution Control Revenue Refunding Bond had
a weighted average interest rate at December 31, 1986. of
4 9% (1985 -- 7 0%) anu a weighteo average mteres! rate tor



e vm o —-——

1086 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
issue 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 is required
to maintain a tangibie net worth of at least $675.0 through
March 31, 1988, increasing to $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 tinancial
covenant prohibits the Company from incurnng 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.I.M Holdings
Limited, unusual items and extraordinary items, reduced by
50% of the proceeds from any sale of Company commaon 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 tangible net worth
or $650.0 until March 31. 1988, and 65% of tangible net worth
thereafter. Under the most restrictive loan agreement cove-
nants at December 31. 1886, the Company could have bor-
rowed $150.9 in addition to 1ts then-outstanding indebtedness

The Company has entered nto three agreements to fix the
rate on a portion of its variable rate debt. The first two agree-
ments became effective in 1883 and 1984 with durations of
10 years each. and reguire the Company to make an average
fixed interest payment of 12.8% per annum on an agreed
principal amount of $12.4 against receipt of interest pay-
ments based on a floating rate at LIBOR on the same agreed
principal amount. The third interest rate exchange agreement
became effective April 26. 1986. and has a duration of seven
years, requiring the Company to make fixed interest pay-
ments of 8.2% per annum on an agreed principal amount of
$100.0 against receipt of interest payments floating at LIBOR
on the same agreed principal amount. The effect of these
agreements Is recorded in operating results as LIBOR
moves above or below the tixed rates the Company has
agreed 1o pay. LIBOR averaged 70% during 1986 (8 4% —
1985, 10.8%—1984) resulting 1n $1.7 ($0.5—1985; $01—
1984) of additional interest expense to the Company under
such agreements.

_ Asarco also has short-term bank loans outstanding. The
highest 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
rate of 8.6% (1985—9.2%: 1984 —8.8%). Borrowings
averaged $151 (1985—$24 1; 1984-—$35.0) for the year.

With a weighted average interest rate of 79% (1985—10.6%.
1984—11.8%).
10. LITIGATION

Asarco received notices from the United States Environmen-
at Protection Agency (EPA) concerning releases or threal-
€ned refeases of hazardous substances, poliutants or other
Contaminants at the following locations. in the years indi-

cated Commencement Bay area .~ Jacoma Washingten
{1982} tne Picher Miming Fieia in Norineastern Onianoma
(1982). the Yak drainage tunnel iccatea near tne Companv s
mine in Leadwilie. Colorado (1883) and leaq ana zinc minming
areas In Southeastern Cherokee County. Kansas (1985)
These notices. 1ssued under authority granted to the EPA by
the Comprehensive Environmenta: Response. Compensation
and Liabihty Act of 1980 (CERCLA} tne " supertund’ taw.
state that EPA believes Asarco i1s potentiaiv a responsible
party as defined by CERCLA for such reieases and mav be
hable for the costs. it any. necessary 10 correct the protiems
at these locations. in 1983. the area arouna the Company s
East Helena smelter was listed for stuadv under CERCLA In
January 1987 the State of Texas iisted parts of Feaerated
Metais’ former Houston plant site on the state’s “"Supertung
Registry.” Corrective action 1s being unaertaken by the EPA
at the Picher Mining Fieid site. The Company has insutticient
information to determine whether corrective action at any
of the other sites 1s necessary unaer CERCLA and. 11 so
whether it has any liability with respect thereto Several other
parties have been advised of ther potential hiabihity for the
Picher Mining Field, Leadviile and Tacoma sites The Com-
pany has received notices at two other sites in wiuch it
believes its aggregate financial exposure will be modes!

In 1983, the State of Colorado filed two lawsurits agamst
Asarco. under CERCLA and state law. in feaerai court n
Colorado. alleaing emissions of hazardous substances trom

the Company s Globe Plant in Denver. and from the Yak drain-

age tunnel. referred to above The suits claim substantial
damages for each release into the environment. and the state
jaw claims seek 10 compel clean-up of the siles in Septem-
ber 1985. the court. in ruling on a motion in the Globe case.
found the Company habie for two minor releases trom the
plant without permitting the Company 1o submit evidence
thal the releases did not occur The court aiso ruled in that
case that under CERCLA the state couid recover for damage
to private lands. including the plant site, as well as for dam-
age 1o publicly owned lands. In connection with the action.
the stale and the Company have entered into a joint program
to study the environmental impact of the plant site. The study
is nearing completion. In addition. in December 1986 the
State of Colorado Department of Heallh 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 April 1987 Additional parties have been joined as
third-party detendants in the Yak drainage tunnel case, and
in August 1986, the state brought a similar action in state
court seeking remedial action under state law. This action
has been stayed by the courl. Also in Augus! 1986, the ted-
eral government brought a similar action in federai court

seeking remedial action under CERCLA A motion ta consoli-

date this case with the other federal court action is pending
in 1983. Wickiand Oil Termunals, a California corporation,
sued Asarco and the State Lands Commussion of Califormia
Iin federal district court in California seeking as to Asarco a
declaration that Asarco 1s solely responsibie for clean-up
costs due to emissions from the slag pries at the site of
Asarco's former Selby. Cahfornia. smetter and $400.000 in
damages for CERCLA response costs allegedly incurred by




Wickland 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 ot Calitornia as having the potential of requiring reme-
dial action as a result of hazardous substances found at
the site. All claims in 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. Ltee (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 plaintiffs in the state or federal courts
in 21 states. The primary plantiffs seek substantial money
damages for aileged personal inyury or death atlegedly
caused by exposure to asbestos fibers. The secondary
plaintitfs seek recovery for damages caused by the injury or
death of another. In some instances. both primary and sec-
ondary plaintit{s also seek punitive damages. Asarco s a
defendant or a co-defendant with LAQ in 20 cases brought by
20 primary and 4 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 plamtiffs. Asarco has

. settled one lawsuit brought by one primary and one second-

ary plaintiff.

LAQ is a defendant along with numerous other companies
in lawsuits seeking removal or containment of asbestos-con-
taining products in buildings. One such action brought in
federal court in Philadelphia. Pennsylvania, has been certi-
fied to proceed on behaif of a class of all pubtic 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 ciass actions (hospitals. colleges and
universities, private buildings under lease to the federal gov-
ernment), three purported statewide class actions (Pennsyi-
vania schools, Pennsylvania public buildings. California
homeowners), and 50 actions brought on behalf of 165 indi-
vidual school districts in six states, pubiic buildings in 11
cities. counties, states and universities, and one private reha-
bilitation 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 unioading ships In addition, Capco has been
sued in lawsuits alleging wrongful death or injury to three
other persons due to exposure to asbestos-containing
products

in 1983, LAQ sued three insurers in federal court in New
Jersey for (1) a declaration of rights and obligations under
various umbrella and excess liability insurance policies as
to claims asserted agamst it for personal injury and property
damage alleged to have resulted from asbestos sold by LAQ.
and (2) damages in excess of $7 miilion In 1985, the court

granted LAQ s motion for partiai summary juagment, ruing
that LAQ's insurance pohcies snouia pe interpreted 1o pro-
vide it with the comprehensive continuous theory 0t cove: -
age. which it sought. for its aspestos-reiated personal injury
and property damage fitgation in 1986. the court ruted that
the insurers have defense-cost obligations 1y addiion {o tner
policy limits.

In 1985, Asarco was servea with writs (oining t as an
additional defendant in 49 lawsuits brought during the period
1981 through 1984 by 49 individuals. and in most cases therr
spouses. in state court in Philageiphia Pennsvivania The
lawsuits are for alleged personal injunes aue to workpiace
exposure to lead. other heavy metals and chemicals at a
secondary lead smelter in Philadelphia Asarco is a geten-
dant in tawsutts brought by tive other plaintitfs seeking
damages for personal inury or death allegedly caused
by exposure to lead

In 1978. the Gila River Indian Community filed an action in
the federal district court in Arizona agamst numerous water
users. including Asarco and other mining companies. chail-
lenging the right of the defendants 1o 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 n state court with the damage and
injunctive portions of the Indian claims to be retained in ted-
eral court but abated pending the stale court determinations
The Company has been made a party to similar Generat
Adjudication proceedings regarding the Saft River Watershed
and the Gila River Watershed which potentially affect water
used at the Company s Anizona copper mines. It 1s expected
that each of these proceedings will take several years to
reach trial The Ray Unit formeriy obtained trom the Gila River
indian Community by settiement the naht to use suthicient
waler for its operations upon payment of specified amounts
The Settiement Agreement has been assigned (o the
Company subject to the tribe’s consent which has been
requested The Ray Unit s also involved in the San Pedro
water litgation described above

While Asarco is unable 10 estimate the ulimate dollar
amount of exposure to 10ss. 1t 1s the opinion of Asarco’s
management that the outcome of the suits and proceedings
mentioned, and other muscellaneous hitigation and proceed-
ings now pending. will not maternally adversely atfect 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 oulstanding
1.550.000 shares of Senes A Cumulative Preferred Stock and
1.250.000 shares of Senies B Cumuiative Convertible Pre-
ferred Stock The Series A1s a 15-year sinking fund preferred
with an annual dividend of $700 per share The Series Bis a
convertible 15-year sinking fund preferred with an annual div-
idend of $6.25 per share and convert:ibie into common stock
at $45.19 per share as of December 31. 1986 (intially convert-
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



preferred shares have not been paid. The Company is 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
peginning in 1990. If payment on preterred 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 thereafter.

12. CONVERTIBLE EXCHANGEABLE

PREFERRED STOCK »

In a third quarter 1986 public offening. the Company sold
3,450,000 shares of $2.25 Depositary 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 to repay debt.

The Convertible Exchangeable Preferred Stock has a
liquidation preference of $100 per share in an involuntary
liquidation, or $100 plus a premium per share in a voluntary
liquidation. The preferred stock is convertible into common
stock at the option of the holder at any time 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 is in arrears. the preferred stock-
holders of alt series, 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 $3's per warrant. The $10.0 million 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 marketable securities.
Each warrant gives the holder the right to purchase one share
of common stock of the Company at a cash price of $16.09.

subject to adjustment unger certain condiions, until
August 15,1991, when the warrants expire

Duning 1985, the Company sola in a public ottering
3.450.000 newly issued common shares at $22 s per share.
thereby generating cash proceeds of $75 7 million whicn
were used to reduce bank borrowings unaer existing revory-
ing credit and term loan agreements

Stockholders approved in 1985 an amendment to the
Company's Certificate of Incorporation increasing the author-
1zed number of common shares irom 40.000.000 shares to
80.000.000 shares.

The Company purchased for corporate purposes 1.012
common shares in 1985 (1984 — 100 snares) in 1986,
189.220 common shares (1885—223119 shares. 1984 —
120.402 shares) were used for additiona! compensation.
stock option. bonus, savings and salary adjustment pians

“Retained Earnings™ at December 31, 1986. included un-
distributed earnings of $185 7 milkon tor nonconsolidated
subsidianes and $4679 million for ali 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 assocrated
company, as descrnibed in note 7 ana a consolrdated Peru-
vian subsidiary The restriction resuits irom foreign currency
controls established n the thirg quarter of 1986 by the gov-
ernment of Peru. "Retained Earnings’ has been reauced by
cumulative foreign currency adjustments of $5 4 miliion at
December 31. 1986 ($5.5 mition—1985: $5 4 militon— 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 farr
market value on date of grant Options aranted may be non-
qualified or incentive stock options. as defined under current
provisions of the Internal Revenue Coae Stock options for
734153 shares were oulstanding a! December 31, 1986.
at prices ranging from $14.70 to $41 63 per share

The Pian permits the granting of "Stock Appreciation
Rights™ (SARs) to officers holding options An SAR permils
an optionee. in heu of exercising his option. 1o receive trom
the Company payment in an amount equal to the ditference
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, 1386, twenty-seven inds-
viduals held SARs covering options for 385,565 shares, rang-
ing n price from $20.57 to $41 63 per share, exercisable as
either regular stock options or SARs

Numper of Shares

Authonzed Granted Exercised
Regular SAR Total
Shares under the plan. December 31 1984 1 815,663 899 932 347.08% 25.838 372.923
Granted at $21.94. . . 135 800
Exercised at $18 75 10 $22.32 4110 4110
Cancelled at $2194 1o $41 63 (26 840)
Expired at $18 7510 $4163 10 200)
Shares under the plan. December 31 1985 1 815,663 998 69C 31195 25,8348 377 033
Granted at $14 7010 $20 57 143 800
Cancelled at $20 57 to $41.63 17 307;
Expired at $18.75 10 $41 63 (13.999,
Shares under the plan, December 31 1986 1815663 1111186 357199, 25834 37703




14. RETIREMENT PLANS (:n miifons:
The Company and its subsicianes mamtain several non-
contributory, defined-benefit pension plans covernng sub-
stantially all employees. Normal retirement age 1s 65. but
provision 1s made for earlier retirement. Benehts for salaried
plans are based on salary and years of service. while hourly
plans are based on negotiated benefits and vears of service

in December 1985. 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 credn method which attrib-
utes an equal portion of total projected benefits to each year
of ermployee 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 actuarial computations. using the projected unit
credit method, assumed: a discount rate on benefit abliga-
tions in 1985 and 1986 of 9% declining 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 lives of salaried employees under the
plans. Variances between actual experience and assump-
tions for costs and returns on assets are amortized over the
average remaining service lives of employees in the plans

The Company continues 10 use the aggregate cost
method in determining its annual funding requirements tor
its largest pension plans The aggregate cost method treals
current changes in pension benefits, which are afiected by
credited past employment services, as fulure costs to be
funded from future earnings. Thus, under this acluanal
method there is no unfunded prior-service liability. The actu-
arial computations used with this method assume an interest
rate return on plan assets of 8% (7 ¥2%—1985 and 1984):
and 6% annual salary increases over the average remaining
service lives of salaried employees under the plans Cost
variances resulting from changes in other assumptions are
spread over the average remaining service lives of the pians'
participants. Actual investment income in 1986 was immedi-
ately recognized and in 1985 and 1984 was averaged over
three years. Benefits under the hourly plans are not based on
wages and therefore no benetit escalation assumption be-
yond negotiated increases s allowed by | R.S. regulations.

Net pension costs (credits) included in operating results
for Company-administered pension plans amounted to
$(13.3) in 1986, $(79) in 1885 and $15.5n 1984

The net pension credits in 1986 and 13985 were comprised

of: S —

1986 1985

Service cost .. . . . . . .. $ 47 $ 47
Interest cost on projected benefit obhgations 262 258
Return on plan assets (372) (316

Amortization of excess plan net assets at

adoption of SFAS 87 45) 4 5)
Other items . . .. (25 23
Totat net pension credits $(13 3) % (79)

The tabie of actuanain COMuuiea Benan! oLLQAuENSs andc
trusteed net asseis tor Compans -agminisierea pension
plans 1s presented below at Decemper 31 1986 and Decem-
ber 31. 1985 Pian assels are siateq ai fair vaiue ana ate
composed prnmarily of U S Treasurv cbngations ana aroup
annuity contracts with major insurance companies at De-
cember 31 1986. At December 2. 1985, pian assels were
composed primarily of corperate equity and aebt securities
and group annuity contracts wih major insurance compa-
nies. Unrecognized net excess plan assets ana previousiv
accrued but unfunaed pension costs at the adoption of SFAS
87 are being amortized aqains: net pension costs over e
remarning service hves of empiovees or approximatei 12
years

Do 3
19845

Dec 30

1980

Actluanal present vaiue of benet.:

obugations
vesied oS et T
Nonvested by 82
Totat accumulated benets
obligations soov S 2Ean

Proected benetit ouiQatons tix
services rendered 1o aate S anr soa?

Plan net assets al tair vawe 1100 (3723
£xcess o pian assets over roecied

penetit obrgatons 867 813
Unrecogmzed net gains (32 1 (39 7y

Unrecoanized net excess Dian assehs
anc previousty accrued but untunaed
pensiN COSES 10 De amoerized {39 6!

¢ ho

{(H11)
SN

Net prepard {accrued) pension cosis

The hourly empioyees of the Company s coal mining
operations are covered by a muliemplover delined-benetit
pension ptan which s adminisiered by the Unned Mine
Workers Operaling results were charged with $0 9 in 1986
{1985—30 9: 1984—3%1 4) representing the Company's
cantnbutions to the plan

in addition, the Company and certan of 1ts consohdated
subsidianes provide post-retirement health care and e in-
surance benefits for retired emplovees Employees may be-
come eligible for these benefits if they retire while working
for the Company These benetits are generally expensed
upon recept of hfe insurance premium voices of upon
receipt of vahd health care claims Post-retitement benefit
costs were expensed mn the amount of $3 8in 1986, $3.9
in 1985 and $4.11n 1984 )

15. BUSINESS SEGMENTS

Asarco and ils subsidiaries operate principally in the pn-
mary melals industry The Company carnes on other ympot-
tant operations in two industry segments, asbestos and
coal Operations in primary metals (copper. siver, lead,
gold. zinc and related by-products) involve the miming.
smelting and refining and seliing of pnimary metals from
nonferrous ores and concentrates, Until June 30. 1986, as-
bestos operations were carned on principally by a wholly
owned subsidiary in Canada where the asbestos fiber
was mined and sold for international delivery Effective




e e e

Business Segments (in mitlions!

Primar. R
Metais Aspestos Coa’ e carporate Tota
1986 .
Sales of products and services S 908 7 $69.6 315¢ s $1.055 5
Intersegment saies . i o7 "~ 01
Total revenue . S 904 369 ¢ S15 6 S §1056 5
Income {Loss) from products and services & 919 §2¢ S 08 EAE S 108,
Depreciation and aepletion (46 B (7 (6! e BAM
Other income and geductions (3} (37 6 22y (08 1199y (63 31
Earnings (Loss) befare eguity 1n resuits 0t nonconsondated
associated companies . 107 (13) [RY R3S (206 (T2
Equity in earnings of nonconsotigated associated companies - - 2006 200
Earmings (Loss) before taxes on :ncome S 107 S8 3 $(16. 3L N § 154
Identifiable assels . . S1.071 2 350 ¢ $38°2 3 39y ST00 T STRI0 3
Property expenditures o 927 2 Qa4 [V 05 Q17
1985
Sales of products angd services $1.008 8 8775 $15 8 NSRS : S166 9
Intersegment sates . . & - v om
Total revenue $1.009 € 877 & 3158 S 66 2o $1 1669
income (Loss) from progucts and services . . $ 902 S 8¢ $12 T S nh S 1orH
Depreciation and depletion . . 150 O 24 (W 29 ) [RRe
Other income and deductions (D) . (49 9, {37 (0 8 2 133 4 (90 8y
Earmings (Loss) before eauity in results of nonconsolidated
assocated companies 97} 2¢& [RERY o REEN (A0 2y
Eguity in losses of nonconsolidatea associated companies . (197 (RIS
Earnings (Loss) before taxes on intome N (97 S 28 St h oo SH3 T $(h0Mm
Identifiable assels S 9556 $67 4 341 5 Ioan $638 4 $1 74h 4
Property expenditures 225 1e 16 07 0 28
1984
Sales of praducts ano services (L $1.087 4 $94 4 $31 6 S < $1.3051
Intersegment sales J8 (o 117
Tota! revenue $1.091 2 a4 4 $31 6 $11le ST 51,3201
Income from products and services S 524 8140 $78 OB L0t $ 824
Depreciation and gepletion (55 7y 23 3 UM {64 1)
QOther income and deductions (b} (278 71 14 5) (13 [ISRY (44 5y {359 6
Earnings (Loss) betore equity in results ol nonconsolidated
associlated companies (282 0) s 3o (26 (44 0 (341 3)
Equity in earnings of nonconsoltgaled associaled companies - 417 317
Earnings (Loss) before taxes on income . § (282 O § 70 § 33 S (244 0127 $ (309 6)
Identifiable assets $1.068 ¢ $66 6 $45 6 S Hu $706 6 $1.9459
Property expenditures . 24.8 10 02 35 53 34 6

(3) Tne Pnmary Melats segment includes income of $3 1 from the sale of @ 25% inaterest 1n an AusEnan ex pIoraiion and mrng Subscar, Fomerly wholy owned 1 he
Corporate segment inciudes income of $9 O rom a rignts offenng by Mt M Huitngs Limien as oescrbed in nole 7

(b} Incluges unusual pre-1ax charges. ds aescnbed innole 2, as follows 1985 $4 50 Pimary Metais 1984 S228 7.0 Primary Mot e 15205 41 Othet

{c) In 1984 a majnr customer accounted tor Primary Metais revenue of $148

(d) The "Other  segment INCludes CaNan HusINEsses hal NISIONCANY DAve Dy Beon tenoned 8, Sapasate LROGMONE, 10 198 e e of these DUSINesses exceeded
the 10% earnings crilenon tor separatn (MsCosure due [0 3 SULHIANTALIMIOVement 11 CongO g result, A cordmgy sepaidabe of St e Gl LU BUSINESSES 15 ot
consdered appropnate mthese circumstance,




July 1. 1986, the Company's wholly owned subsidiary trans-
ferred control and use of its asbestos mining operations o a
newly formed partnerstup for a 332% imited partnership
interest. The partnership resulied from an industry-wide ra-
tionalization of asbestos mining in Canada Also inciuded in
the asbestos segment is a wholly owned subsidiary which
produces and markets in the U.S. asbestos-cement prpe and
polyvinyi chioride pipe. Coal production s soid principaily to
midwestern public utilities and industrial users

Total revenue by industry segment. including both sales to
unaffiliated customers and intersegment sales. 1s accounted
for at the current market price when sold. “Iincome 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 1o the reiative profitability Ot saies ot proaucts and
services o Customers in 1oreign countnes

At December 31. 1986. the book vaiue of AsarCco s invest-
ment 1N nonconsohdatea associatea companies with primary
operations outside the United States amounted (0 approx:-
mately $607.3 milhon in addition. ai December 31 1986. the
igentifiable assets attributabie to fore:gn iocations amounted
10 approximatety $116 Q milhon. of wricn $53.3 miliion were
in Canada There can be no assurance that operations ang
assets of Asarco and nonconsoligated associated compa-
nies that are subject to the unsdiction of foreign governments
may not be adversely atiected bv fuiure actions by such
governments.

Primary Metal Sales, excluging intersegment sates
{in milhons)

compantes.” General corporate administrative expenses O 1955, 198
are allocated among the segments generally in proportion o -
to their operating expenses. Most research and exploration goooe’ Siee ® j‘;‘;‘ S d 4“3 .
expenses are attributable to the pnmary metals segment. Do e ) e
!dentifiable assels by industry are those assets directly used  Goig g0 O 63 4 104
in the operations of each segment. Corporate assets are Zine o) 280 150
principally cash, marketable securities and investments Services o 236 30+

Export sales of products and services. prmarily to Europe. O™ e e 100
were $128.6 million in 1986, $151.3 million in 1985 and $1378 Totar prmaty metas sare St SIO08s Sron
million in 1984. I 1s not practicable to furnish information with
16. UNAUDITED QUARTERLY DATA (in millions. except per share amounts)

Quarlers
1st 206 3ra Ay Totan
1986 1985 1986 1985 1986 1985 198¢, 1985 . 1986 1984

Sales of products and services $291 6 $260 7 $257 4 $305 9 $252 7 $291 4 $254.8 3089 $1.0565 $1.1669
Income from products and

services (a) . . . . 135 291 207 290 300 162 38 ¢ 335 109 1 107 8
Earnings {Loss) before taxes

onincome (b) {c) {28 9) (14 0) (52) (155 185 [(SR<]] 290 (23 5) 134 (59 N
Net earnings (10ss) . (29 2) (141 (7 6) (16 0 176 (7 283 249) ui (G20
Primary net earnings (loss)

per common share (122 070 (043 071 04z (0 40, a7v 1100) (0 46) (2 87)
(a} Includes the recogrtion of pre-tax profits from ine ngurgation o} LIFG inventon, of 4 0.0 the secona quarler 1986 S8 U v v o guarter 1986 314 9 the tousth

quarler 1386 and $14 610 the fourth quarier 1985
{b) First quarnier 1986 ncluaes income of $3 6 from the saie ot 3 25% jomt venture interest o1 Ine Wituna Qold project 0 Austiaug Foufth Guotles 1986 mcludes mcome o!

$3 1 fromtnhe saie of a8 25% interest in an Austraian expioralion and MmNy SULSIAIETY TOMMEely Whty OWnNed

(c} Reler to note 2 on "Unusual items *



AUDITORS’ REPORT

To the Board of Directors and Stockholders of
ASARCO Incorporated

We have examined the consolidated balance sheets of
ASARCO Incorporated and Consolidated Subsidiaries 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 magde 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 financial statements
referred to above present fairly the financial position of
ASARCO Incorporated and Consolidated Subsidiaries at
December 31, 1986 and 1985. and the resuits of their opera-

tions and the changes in therr inancia: position tor each

of the three years in the perica ended December 31, 1986

in conformily with generally accepteq accounting principies
consistently applied. except for the change. with wnich we
concur. made as of January 1. 1985. in the methoa of ac-
counting for pension costs. as cescrbed in Note 14 (o the
consolidated 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
relating to the Company's financial condition and present
and prospective cash requirements and debt and equity
financings 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 resuits of the audit.
The Committee also reviews the Company's intermnal 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
election of officers. The Committee determines compensa-
ton and benefits of officers, reviews compensation and ben-
chts 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 tncorporated
will be held on Wednesday, April 22, 1987 at 2:00 p.m. inthe
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 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 infor-
mation requirements are contained in this 1986 Annual
Report. A copy of Asarco's 1986 Forrn 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

22% 18V
22Vs 14Y,
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

247 19%
1978 15%
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