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A PPEARANTLCES

Appearing on behalf cof the Debtor, Kaiser Steel
Corporation: '
Sherman & Howard

Craig Christensen, Esqg.

633 - 17th Street, Suite 2900
Denver, Colcorado BO202
and

Lindguist & Vennum

Darvyvle L. Uphoff, Esqg.

4200 IDS Center

Minneapolis, Minnesota B5402

Appearing on behalf of the Retirses Subcaommittee,
Kaiser Steel:

Roath & Brega

Carl Eklund, Esqg.

John Moss, Esqg.

370 Seventeenth Street, Suite 900

Denver, Coloradao 3¢202

Appearing on behalf of 0fficial Unsecured Creditors
Committee:

Katch, Andersocn & Wasserman

Michael Katch, Esg.

1410 Grant Street

Denver, Colorado BQ203

Appearing on behalf of Charlie McNeil and Monty Rial:
Joseph Gerard, Esqg.

Appearing on behalf of the United Steelworkers of
America:

Welborn, Dufford, Brown & Tooley, P.C.

David W. Furgasan, Esg.

Randall J. Feuerstein, Esqg.

1700 Broadway Suite 1100

Denver, Colorado BD290-1199

Appearing on behalf of Robhert N. Pritchett:
Quinn & Associates

Thomas Quinn, Esqg.

1801 Eroadway, Suite 220

Nenver, Colorado RO202
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Appearing on behalf of the Perma Group:
Alan Bugg, Esq.

102 N. Cascade Avenue

Colorado Springs, Cao 80801

Appearing on behalf of Pension Benefit Guaranty
Corpaoration:

John H. Falsey, Esqg.

2020 K Street, N.W,

Washington, D.C. 20006

Appearing on behalf of Peotentially Responsible
Parties: '
Kim Seter, Esg.

Appearing on behalf of the Internal Revenue Service:
John Weeda, Esqg.

Appearing on behalf of the Hining Reclamation
Corporation:

Levene & Eisenberg

Joseph A. Eisenberg, Esqg.

Gary Kovall, Esqg.

1900 Avenue of the Stars, Suite 1440

I.os Angeles, California 200867

Appearing on behalf of the California Department of
Health:
Gail Feuer, Esqg.

Appearing on behalf of the Environmental Protection
Agency:
Joel &Gross, Esg.

Appearing on behalf of Meritor Bank:
Kirkland & Ellis
David Bewuweck, Esqg.
1999 RBroadway, #4000
Nenver, Colorado Baza2
and
Drinker Biddle & Reath
Warren T. Pratt, Esqg -
1100 Phitadeliphia Natiognal Bank Building
FPhiladelphia, Pa 18107
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Appearing on behalf of ths Kaiser Foundation Health
Plan, Inc. and Kaiser Foundation Health Plan of the
Northwest, Inc.:

Zimmerman & Schwartz, P.C.

Steven Zimmerman, Esqg.

1625 Broadway #1800

Denver, Colorado BOZ02

Appearing on behalf of Chase Manhattan Bank; Mellon
Bank; Bangue Paribas; Rovyal Bank of Canada:

Davis, Graham & Stubbs

Glen Merrick, Esaqa.

370 ~ 17th Street, Suite 4700

Denver, Colorado B0201

Appearing on behalf of Travelers Insurance Company:
Rothgerber, Appel, Powers & Johnson

Michael J. Guyerson, Esg.

1200 17th Street, Suite 2800

Denver, Colorado Bo202

Appearing on behalf of the United States Trustee:
Steven Shirevy, Esqg.

Appearing on hehalf of Cooper & Lybrand:
Rubner & Kutner

Paul Rubner, Esg.

50 South Zteele Street, Suite 650
Denver, Colorado BO209 :

Appearing on behalf of the California Franchise Tax
Board:

Mathis &% Associates, P.C.

Karen Mathis, Esq.

Appearing on behalf of the State of Hawajii:
Bruce Campbell, Fsqg.

Appearing on behalf of GATX Leasing Corportion:
Tucker Trauiman, Esqg.
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ON BEHALF OF THE DEBTOR:

JAMES McCALL

Direct Examination by Mr. Uphoff
Cross-examination by Mr. Pratt
Cross-examination by Mr. Quinn

RICHARD E. STODDARD

Direct Examination by Mr. Christensen
Cross-examination by Mr. Quinn
Cross-examination by Mr. Bugg

DONALD THOMAS
Direct Examination by Mr. Christensen
Cross-examination by Mr. Quinn

ON BEHALF OF RETIREES SUBCOMMITTEE:

ROBERT SCOTT GREGORY
Direct Examination by Mr., Eklung
Cross—-examinaticon by Mr. Quinn

ALFRED B. FOWLER
Direct Examination by Mr. EkJund
Cross-examination by Mr. Quinn

LYLE B. STEVESON
Direct Examination by Mr. Eklund
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JOHN 5. COGSWELL
Direct Examination by Mr. Eklund
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THE COURT: Be seated, please. Al1l
right. We're reconvened in Kaiser on the
confirmation issue.

MR. UPHOQFF: Darvle Uphoff on behalf
of the Debtor. At this time, Your Honor, I would
request that the Debtor be permitted to call a
representative of Mine Reclamation Carporatiaoan, in
part, to testify reqarding the feasibility of the
plan, but also there's a motion appearing before this
Court reguesting approval of the Debtor's proposed
agreement with MRC.

The reason that I make this request,
Your Honor, is that the representatives of MRC that
are here today that were here vyvesterday are from
California and need to return to that state.

THE COURT: Are there any obijections
to taking this matter up?

MR, QUINN: No objection, ¥Your Honor.

THE COURT: That's fine, Mr. Uphoff.

MR. UPHOFF: Call James McCall.

JAMES McCALL,
having been called as a wifness on behalf of the
Bebtor, being first duly sworn upon his asath,

testified as follows:

MIDYETT REPORTING SERVICE
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MR. QUINN: Thank vou.

THE COURT: Mr. Bugg, any guestinns?

MR. BUGG: No guestions, Your Honar,

THE COURT: Mr., Uphoff, anvthing
further?

MR. ﬁPHOFF: Nothing further.

THE CQURT: Thank vou, Mr. McCall.
You may step down.

MR. CHRISTENSEW: If it please the
Court, at this time, the proponents will call Mr.
Rick Stoddard.

RICHARD E. SETODDARD,
having been called as a witness aon behalf of the
Debteor, being first duly sworn upon his oéth,
testified as follows:
EXAMINATTON
BY MR. CHRISTENSEN:
0 Please state vyvour full name and

address for the vrecord.

B My name is Richard E. Stoddard. That

is 8-t-o-d-d-a-r-4. T curraently live at 745 Fmersan,
Denver.

0 Do yvyou hold a pasition with the NDebtor
herein?

A Yes. T am the chief executive nfficer

MTIDYRETT REPORTING EFRRVTICE
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of Kaiser Steel Corporation.

Q Will vou give the Court, please, a
brief overview aof your involvement in this matter,
how vou came to held that position.

A Yes. Late in the summer of 1987,
while serving as managing director at Roath and
Brega, I was asked by the retiree subcommittee to
evaluate the joint ventures that were being proposed
by the Debtor to determine whéther nr not they were
being structured in a manner fto insure that Kaiser
would not bhear the costs of the capital infusion, and
structured in a manner such that the probable value
that would acecrue toc those joint ventures could he
realized at the earliest possible date.

Later, in 1987, I was appointed by the
entire creditors committee as their business
consuwltant to continue to evaluate the proposals of
the Tlebtor and to work with the Debtor in the
negotiations of these joint ventures. During a
management transitien that began roughly in January,
T became the businessz consultant and, with Mr.
Uphoff, in effect, ran the company from January on.

During the first guarter of 1388, the
creditors committee and management had formed a OFO

search committee, and in May of 1887, they offsred me

MTDYRTT REPORTING SERVIGE
(23653 2%4-2217
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the job as chief executive officer and effective June
1, this vyear, 1 toock over that position. The Court
approved that, I believe, sometime in July.

Q During vyour involvement as both the
business consultant and eventually the chief
executive officer, did vou have an opportunity to
review the assets and liabilities of the companies?

A Yes, T did, extansively.

Q Did yvou have the oppartunity and have
vynu formulated business plans for the reorganized
companies?

A Yes, I have.

Q Can yvyou tell the Court, please, what
the business plans nof the reorganized companies are
in the event the Court were tc confirm this plan?

A Yes. Thé new businesses aof the
reorganized Kaiser will consist of either three or
four businesses,. The three businesses include the
Eagle Mountain project, which has been described hy
Mr. McCall in previous testimony, which basically is
the rail haul of municipal trash from the
metropolitan area surrounding Loz Angeles and San
Niege inta a remaote desert site, which is the mite of
nld H¥ajiser iron ore mines near Desert Center,

Califernia. Kaiser still owns the §2-mile railronad

MIDYETT REPORTING EERVICE
(BCG3) 424-2217
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which delivers -- which used to haul iron ore fram
the mine.

Kaiser's interest, as Mr. McCall
indicated, is in the form of the lease and royalty
payments on that lease amounting to B percent of all
of the garbage deliversed to that site. It has
advance rovalty and guaranteed minimum royalties
beginning in the three years.

Q Can vou give the Court =s=ome magnitude
on what that means:; that is, how much garbage is
available to be hauled in the area? What's the
capacity for haulage? What's the capacity faor the
pit, and how does that translate into dollars? Can
vyou give us some guantification?

A Yes. The business plan of MRC, which
we have agreed with, proposes a start-up and
breakeven point of 4,000 tons of garbage to be hauled
a dav. The breakeven point appears, today, to be

arpound the §26 a ton range. The SCAG report, which

Mr. McCall referred, to has validated a per ton anrice

in the 35 to 240 a ton range.

Q That's the Southern California
Assorciated Governments when you say SCAGR

A That's correct.

G Thank vyou.

MIDYETT REPQORTTNG SERVICE
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& It is anticipated that the start-up
will be approximately 4,000 tons a dav. The actual
limiting factor, without extensive additional capital
infusion, is the a2bility of the railrcad to haul
encugh railroad cars, that occurs at approeximately
186,000 tons of garbage a davy. At 16,000 tons of
garbage a day, it is estimated that the pits, in

their present configuration, have a useful life in

excess of 100 vears. The deollar volume to HKaiser is
a complete net revenue. There are no costs
associated with it at all. At the 16,000-taon-a-day

maxXximum capacity, and at the $40 tip fee, the annual
revenue to Kaiser iz approximately €16 million a
year.

At the 4,000-ton start-up projection,
if we are able toc achiesve the 540 a ton tip fee, i=xn
in the 4 to €4 1/2 millicn range per year.

THE COURT: What was the ather figure,
Mr. Stoddard?

THE WITNEESEZ: At the 16,000 level?

THE COURT: Yes, sir.

THE WTTNESS: At 16,000 tons a day,
the net revenue tao FHaiser at 40 a ton tip fee is
appreximately £16 million a vear.

0 (By Mr. Christensen) Can you describe

L

MTIDYETT REPORTING SERVICE
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very briefly the need for such a facility in the
area, particularly with refarence to the city and
county of Los Angeles?

A Yes. The City of Los Angeles, in
particular, has been unable to permit any additional
landfill space in recent vyvears and it is anticipated
and forecasted at their current levels that the City
of Los Angeles will be entirely out of landfill space
in early 19g2.

| | The City of Los Angeles caontrols today
approximately 6,000 tons aof garbage per day and wants
to commit to 2,000 -- to a capacity of new landfill
of 3,000 tons per davy. The reasaon they are unwilling
to commit bevyvond the 3,000-ton figure Jis they have a
goal of achieving 50 percent reductian in garbage hy
recycling.

Today in the California areas, the

maximum success of recycling rests in the 17 to 18
rercent level, s0 a centract with the City of Los
Angeles, in my opinion, would be significantly higher
than the 2,000 tans a day. In addition, in the
broader Scuthern California metropolitan areas, it is
estimated under that same SCAG report that there will
be new garbage of 50,000 tons a day, which currently

has no landfill] to use for that dizsposal. That is

MIDYETT REFORTING ESFERVTCE
(203) 424-2217
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simply the new garbage, not assuming that the Haiser
landfill cuts inteo any of the existing market share.

Q Have there been any discussions with
the authorities in Riverside County with respect to
permitting this praoject?

A Yes. There have been significant
discussions by Kaiser and by MRC over the last six
meoenths. The County of Riverside is very supportive
of the Kaiser project for two reasons: One, a large
portion of Riversiae County is in the desert and it
is not an econamically healthy gecgraphical area.
For that reason, the tax revenues that will be
genarated by this project will be of substantial heln
to the County of Riverside and specifically to the
area surrcunding Eagle Mountain and Desert Center.

Secondly, many of the constituents of
the governmental authorities are former Kaiser
employees and Kaiser retirees and thev are very
anxioaus to do whatever they can do to assist in the
return of certain of the benefits and the other
opportunities those Kaiser retirees have lost.

Q Finally, with respect to Eagle
Mountain buszsiness in the disclosure zstatement, the
Nebtor placed a going-forward value on the project of

230 million, approximately. Can yvou tell the Court

MIDYETT REFPORTING SERVTICE
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how that number was derived?

A Yes, That number was arrived at by a
discounted present value of the cash flow anticipated
from the Eagle Mcuntain project. It estimated in the
first year of operation at 2,000 tons a day, not the
4,000-ton~a-day operating level. During the five
vear forecast, I believe the maximum that it hit was
6200 tons of garbage a day and basically continued on
after that five-year forecast far the 1life of the
project, lagging somewhat behind the MRC projections.

G That is talking a more conservative
view?

A That's correct. Assuming bhasically
the same business plan, but that it would take a
longer period of time to achieve those levels.

Q What disceount rate 4id vaou then apply

to those cash flows?

A 17 percent.
Q AJ1l right. That's the business of
Fagle Mcuntain. Can you describe the aother business

plans of the company should the confirmation he
allowed?

A Yes. The second major business that
is before the Court for approval today is a jcint

venture with the Tusk Company. That joint venture

MIDYETT REPDRTING SERVTICE
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will call for the cleanup and development of all of
Kaiser's real estate in the Fontana area. Kaliser
currently owns approximately 880 acres aof real
estate, including and surrcunding the old FKaiser
Steel mill, In additian, ¥aiser has lawsunits calling
for the return of other acreage surrounding that site
which would call for a total real estate development
in the neighborhood of 1200 acres if all of that real
estate were returned.

Q Let me interrupt vou for just a
second . Does that property of which vou discussead
the potential return include the property that Mr.
Bugg talked about in his ocpening statement, the West
End property?

A Yess, it does include the 240 acres
known as the West End option.

Q Is the agreement conditioned on
recovery of that preperty, or will it go forward if
the property is not recovered?

A No. The agreementsz were not
conditioned upon the return of the West End praperty.
There are really two separate agreements: One
ca]]ing.for the development of the West Fnd property,
and the second calling for the development nf the

mill site itself.

MTIDYETT REPORTING ESEFERVICE
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It was specifically designed that way
so as to allow the real estate development of eifher‘
the West End or the mill site, and, obviously,
preferably, both properties in tandem, but neither
one is dependent on the other.

Q Well, we will get to it later. The
cash flows, the five-year proiections for the
regorganized company, does it include any profit or
sale from the West End property?

A No. The projection that is included
in the disclrnsure statement includes na profits
whatsoeveyr from the development of any real estafe,
including the West End property.

Q Okav. I am sorry. Having diverted to
that point, could veu continue vaur explanation far
the Court of the industrial park development.

A Yes. The real estate developmant
works in the form of a traditional joint venture
where Kaiser has received a capital acecount credit
for the contribution of its lands to the joint
venture. That capital account credit is at a rate of
21.236 per foot. The Lusk Company has agreed to
pravide 89 cents a foot for the cleaﬁ up of the
property. Spread over the entire acreage, that

provides for an infusion of 244 miliion for the

MIDYETT REPORTING SERVICE
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cleanup of the propertv.

That 89 cents will reduce

Kaiser capital account such that its remaining

capital acceocunt would he the net value related to the

then cleaned-up property.

That net capital account

would be approximately 89 1/2 milliocn.

Kaiser return from the development of

this real estate takes three forms. The earliest

probable return to Kaiser will be any savings that

can bhe achieved in the cleanup ocr remediation af the

property. Co, for example,

if we are able to nlean

up the property at 20 millicon, the excess of the 44

milliaon that Lusk will make available over the actual

cleanup costs will be distributed to Haiser. The

first installment of that,

be pavable upon the time

egqual to 50 percent, will

that we have entered intan

the remedial action plan with the DepartmentAof

Health Services. Thereafter, the remaining amaount

will be distributed to Kaiser in three eqgqual

installments to insure that the actual costs are in

line with the budget under the remedial acticn plan.

The second faorm of distribution tn

Kaiser will be the return of the capital account of

£9 1/2 million which will onccur pro rata as

properties are sold,

but

in no event -- T beliesve, it

is more than five vyvears after the formation of the

MTIBYETT REPORTING SERVICE
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joint venture.

Thirdly, the profits from the sale of
the real estate will be shared 50 percent tc the Lusk
organization and 50 percent to Kalser. To give us
somé idea of the potential magnitude aof that profit,
the Lusk organiczcation is the major owner of the
company of a very similar project called the
California Commerce Center. The California Commerce
Center is apprcocximately four or five miles from the
Faiser site. It is currently selling comparabls
industrial sites in the 86 a foot range. It is
anticipated that cleanup costs and development costs
will be in the 82 range, 89 cents for the cleanup
costs and approximately £1 a sguare foot for the real
estate development and, using a 19838 value on the
sale of that land of $6 a foot, the potential profits
are about £85 millicon.

Q Noes the overall TLusk transaction aliso
involve a loan by the Lusk Company to the reorganiced
Debtor?

A Yes. The proposal as submitted to the
Court requires the Lusk organization tao make a £2
million loan to Kaiser. As it has been reneqgotiatend
in recent weeks and as submitted to the Caurt

yesterday, that loan amount has been increased to £5

MTIDYETT REPAORTING SERVICE
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million.
Q And confirmation is reguired as part

of the Lusk agreement?

A That's correct.

Q And as part of the locan?

A That's correct.

Q Does the Lusk asgreement, as well as

the development of the industrial park itself, as
well as the plan, all ceontemplate an agreement with
the Department of Heazlth Services, a consent nrder,
if you will, for the cleanup of the praoject?

A ¥Yes, it doges.

Q Do you have a copy of that consent
order in front of you as Exhibit No. 1, Debtor

Exhibit Nao. 17

A Yes, I do.

G Is that yvour signature at the hack?

A Yes, it is.

Q Is that the consent order provided far

by the plan and agreed to by the Debtor and by the

California Department of Health Services?

A That's correct.
MR. CHRTSTENSEN: T would move the
admission of Fxhibhit No. 1. I have copies if you

want .

MIDYETT REPORTING SERVICE
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MR. QUINN: No objection.

THE COURT: It will be received.

Q (By Mr. Christensen) All vright. That
covers Eagle Mountain and the industrial park. What
would be the next business aof the recrganized
committee, next, in terms eof your discussion?

A The third business that we are
proposing has been submitted to the Courf, T believe,
vesterday in the form of a preliminary letter of
intent for the modernization and upgrading of ocur
agueous waste treatment plan bordering the mill site
in Fontana.

That agueous waste treatment plant has
been in business with Kaiser, and it caontinues in
business today, but has been in business for aover 40
vears, It has primarily treated the oily and acid
waste generated by the steel mill. Currently, we are
under caontract with Califarnia Steel Industriaes known
as CEI, for the treatment of their waste generated
from the velling mill which Kaiser sold tn them in
the early 'B0s.

We have reguested this Court's
approv&l to enter into a 785-day pericd with American
New Camp out of Paramus, New Jersey. They aperate

several different types of waste treatment facilities

MIDYETT RFPORTTING SERVTCF
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around the country and have a plant that will serve
as the model for RKaiser's upgraded and modernized
plant in Detroit, Michigan. They are currently
proposing to provide all of the engineering studies,
the market studies, and the design contractis for that
proposed waste treatment plan. That waste treatment
plant will initially preovide three services to the
community surrounding Fontana.

First, it will continue to service the
waste generated by CST. Secondly, the technology
that exist in the American New Camp family of
companies will allow Kaiser to self-remediate, in
essence, to clean up our own environmaental damage o
a large extent, and have the ability to bring that
cleanup in at what we haope to be a substantially
reduced cost.

Thirdly, the industrial park that is
prapased as part of the Lusk organization real esstate
redevelaopment iz intended to be a magnet for waste
producers to that industrial park. That will be very
beneficial to Kaiser in two separate areas. One,
studiés have shown that those type of waste
generators who have a cn~site treatment plant can be
expected to pay 21 to &2 more per sguare foot in the

retail sales of that Jand, 50 percent of which would

MIDYFRTT REPORTTING SERVTCFE
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attribute to Kaiser's profit-sharing interests in the
real estate joint venture. Obviously, that also
would, in turn, generate additional revenues for the
waste treatment plant, which it is anticipated.that
Kaiser alsc would own a 50 percent share in. Thase
studies have just begun. And we are anticipating 75
days of exclusive negotiaticns with the American New
Camp organization.

Q A1l right. You saild there may
rossibly be a fourth business in your current plans?

A Yes. As the disclosure statement
provides, one of the valuable rescurces remaining in
the Kaiser properties is our ownership of

approximately 51 percent of the Fontana Union Water

Company. Water is an incredibly scare rescurce in
Southern California. The nature of Fontana Union
Water Company is that of a mutual water companvy. Tt,

in essence, allows the shareholder to receive water
at cost and it's typically used by that shareholder,
and was indeed.used by ¥aiszer during the operations
cf the steel mill when they had incredible needs for
large guantities of water.* Faiser use of that water
has been relatively dormant in recent vears.

However, there is a very active lemasing market in the

Southern California area for shares af stock to
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provide water at cost. The cost of our water is
approxXximately £47 per acre-foot and any alternative
source of water is well in e&xcess of £100 or greater,
in the %150 range.

Kaiser's share of the water that's
generated by Fontana Union Water Company is
appraximately 15,000 acre-feret of water a yvear and T
believe that will be utilized toc generate a
significant revenue stream so that, in effect,
Kailser, through the lease of its shares of Faontana
Union, will be in the wholesale water distributiaon
business. It has not vet been determined whether we
will engage in that husiness or nat.

0Q Is there a market for the stoeck that
iz for sale as opposed to lease?

F:Y Yes, there are active markets, both in
the sale of stock of that nature or in the lease of
the stock.

Q Can you give the Court the indication
aof the value aof that stock in that market, both today
and as vou see it in the future?

A Yes. The value, the actual value aon a
sales basis today, is very hard to determine. T can
give yvou the histaory of some of the negotiaticons

which Faiser has entered intoe and has not reached anvy

MINDYETT REPORTING SEERVTOFE
{203} 424-2217



10

11

12

13

14

15

18

17

18

18

20

47

satisfactory conclusion from Kaiser's perspective.

The City of Fontana has been the most
active city wishing to acquire that water stock.

They initially submitted a formal offer to Kaiser
calling faor the purchase faor that stock of 510
million. In that same meeting, they acknow]edged
that the city council had authorized tham to increase
that bid to €12 million, and they never did up their
cffer to $12 million.

At that peint in time, we told them we
were not interested in the sale, but we're more
interested in a lease arrangement with a possible
sale at a later date. Discussions centered araocund
that lease arrangement and we also had exploratory
discussion with four other municipalities: Ontario,
Chino, T believe Uplands, it might have been
Redlands. And the Cucamonga Water District,

Thaose fﬁur parties have joined
together and have expressed a great deal of interest
in the long-term lease of thaf water stock. There
have been no discussions with that particular group
abnut sale of the water stoclk.

ZSubseguently, the City of Fontana came
in and reguested the ability to make an offer for the

long~term lease of that water stock resulting in the
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eventual sale. The last number that they propocsed to
us, by their own admission, had a present value nof
815 million, I believe there -~ in excess of £18
million. And also, they indicated to us that they
had an authority from the city council tc increase
that by a $5 million number which would be payvable in
the five-vyvear, which, by my calculations, which were
slightly more conservative than theirs, comes up to
between 17 1/2 millicn and 818 millian taotal, in
total value.

We have, at that time, indicated that
that form of an arrangement was probably not
satisfactory ta Kaiser at that point in time.

Q Because the amount was toa small?

A That's correct. 8ince then, we have
explored various arrangements of other opportunities
to finance that water stock and to use that as a
basis of capital and ather revenue stream for the new
Kaiser. We have been apprdached by the municipal
people of Prudential~-Bache, who have indicated that
they are advisers, financial advisers for the Oity of
Chino and City of Fontana and have indicated that
they would have the ability to finance that in the
$£28 miilion range, if the City of Chino or ?he City

of Fontana were interested in purchasing at that
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They also have indicated that they
felt there may be 2 public market for a financing
that would be sponsored by Kaiser, and the financing
proceeds would go directly to Kaiser in approximately
the same range, if Kaiser could enter into a
long-term lease contract with some other municipality
which would, of course, back the bond.

We also have been in cantact with
another private water company by the name of Suburban
Water Company through the Lusk Company, explaration
of the value of that contract. They have recently
been -- acquired water at a range that would approach
82 millien annually to Raiser if it were to enter
into, excuse me, identical contracts. And we alsno
have been in contact with gertain water brokers whn
have started the explaration and started the
compilation of comparable sales and comparable leases
in Southern California.

It is my opinion that, given enough
time, and that may take 6 months to 12 months, that
we should be able to realize very close to the 1984
appraised value of that water stock, of $£27.8
million.

G "When vou say "given enough time," that

MIDYETT REPORTTING SERVICFE
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ig, 8 to 12 months, is it an important component of
that time that the prospective purchasers with which
vou deal must have the belief that veou don't have to
sell the stock?

A Absolutely.

Q That is, if they knew yvou had to sell
it, the value would not be as high as if they
telieved you could hold on to the water, in your
judgement?

A That's correct.

Q Have vou done cash flows with raspect
to the reorganized companies, if this Court were tn
allow confirmation, showing the expected net receipts
as well as the expenditures going forward after
confirmation for the company?

A Yes, we have.

Q Do you have that in front of you as an

exhibit? It should be marked.

A Yes, I do.

Q That is Debtor Exhibit Number 27
& That's correct.

Q Were those estimates prepared by

emplayees directly under your supervision and
control?

A Yes, they were.
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Q And have they been reviewed by vyvou?
A Yes, thevy have.
Q And they contain vyour projections of

these business plans yvou have just identified going

forward?

A That is correct.

Q Far what pericd of time?

A Five years.

Q Are these the same projections that

were contained in the disclosure statement?
F:Y That!is correct.
Q You have -- also have the disclcosure

statement in front of yvou marked as an exhibit?

A Yes.
G Is it No. 37
A No. I am sorry, the summary of cash

flows was marked separately as Debtor Exhibit Nao. 3.

Q The disclosure statement is No. 27
A That's caorrect.
MR. CHRISTENSEN: T move Exhibits 2
and 3.
MR. BUGG: No obijection.
MR. QUINN: Ny objection.
THE COVIRT: They will be recsived.

G {By Mr. Christensen) No the cash
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flows for the next five years show a positive cash

flow; that is, the company paving its debts?

A Yes, they do.
Q Can vou tell me with respect toc the
those cash flows, let's start with Eagle Mauntain. T

think you have already said this, but I would just
like to repeat it. These cash flows start at the

2,000 tons pear day in 19917

A That's caorrect.

Q Now, they show positive income prinr
to that. How is that income derived?

A For purposes of the disclosure

statement, Eagle Mountain includes all of our
properties near Eagle Mountain, which are properties
cther than that included in the jeint venture
proposal with MRC, So we do héve a positive cash
flow today from various contracts, including the
rental of certain housing units, the rental of part
of the Eagle Mountain town site, certain mining
contracts and various other miscellaneous sources of
income.

8 Noes this also inp]ude a prepayment,
if you will, by MRC of certain minimum rentals?

A Tt does, in 1889, of €1 1/2 millieon

and the actual rentals which are in there, 7 baliave,

MIDYETT REPORTING SERVICEHE
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at the minimum level in 1881 through 1993,

Q Okayvy. And the maximum amount of
tonnage that yvou assumed in these projections acccurs
in 1983 at 6,200 tons a davy?

A That's correct.

8] That would be about 40 percent aof both
-—-— of the capacity of the facility?

A 40 percent of the capacity of the
railroad tracks. ‘

Q I apelogize. Yes. Without
improvement to the trachks?

A That's correct.

Q Now, the next line -~

THE COURT: Excuse me, Mr.
Christensen. Is that 40 a tan far the tipping fee?

THE WITNESS: I believe that is at £40
a taon, ves,.

Q {By Mr. Christaensen) With respect to
the next line, the industrial parl. Does that have
any income in it at all from the sale of properties,
prafit fram the sale of properties?

A No, it does not. Tt has ﬁc profits in
any nfrthcse five years fraom any of the three
sSpurces . Not profits, not return of capital, nor any

distributions to Hailser, based on the savings from

MIDYRTT REPORTING SERVICORE
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the $44 million cleanup budget.

Q Okavy. C€n if any of these things were
to happen, that weuld increase the revenues?

A That is correct.

Q But you have assumed that none of
those will happen in five years?

A That's correct,

Q On the waste treatment_facilitv, can
vou tell us if those numbers are praojected, just
based on current contracts, or if they include the
increased incame from the new project yvou described
te us moments ago?

B That income is hased solely an the
existing CS87T contract, assuming the CST contract
continues at Its present level throughout the
five-year prejection and no other increases from that
particular praoposal during that five-year period,.

0 Does CET have any alterﬁative sournoe

tag treat its waste?

A Currently, CST has no alternative
source. CETI alwavs has the ability to build their
own plant on-site. That would take a number of years

ta acceomplish.
Q My point is, there is no competitor

they couid go to as alternative? The only other

MIDYETT REPORTING SERVICE
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alternative is build their own plant?

A I believe that is correct. May T
carrect an error in line 27 The 3,655,000 shown in
the three months ending in 19888, as T stated earlier,
the 82 million locan from the Lusk organizsation has
now become §5 million, so that is §2 million higher.

Q Lesuming the Court approves, these

cash flows would increase a positive 52 milliaon?

A That's correct.
Q Now, I assume that the disbursements
are just what they say they are. The projected

expense as=zociated with sach of those three
businésses?

A That's correct.

Q And T assume that the next groupning,
the net cash receipts, is nothing more than an

arithmetic function of the first twa groupings?

A That's correct.
Q Now, turning, then, to carporate cash
flows. Can vou tell us basically what's in corpnrétﬂ

expenses, in particular, the 2 millicn amount in the
next 20 davys and then, thereéfter, the annual
amounts?

A The annual amounts, if T may take

thaose first, are simply the cost of personnel and the

MIDYETT REPGRTING SERVICE
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ocngeing continuing emplcyees of Kaiser, rental'costs,
insurance costs, so on.

Q Are those at levels that yvou have
already achieved, or are those projecting some new

reductions?

A Those are at levels which are nearly
achieved as nof this date. and they dno not anticipate
further reductions. I believe there will be further

reductions.

Q That is, you think there will be more
savings, but these numbers alane have already been
achieved?

A Have nearly been achieved. WHe are not
guite at that level.

o} When vou say "nearly," give us a feel

for what the difference is.

A I think we're within 10 percent of
what's there. Probhably claoser than 10 percent.
9, Tn the line, financing and water

lease, can you tell us what that line includes? Hoow
much does it assume for lesases? Tt is a miilion a
vear?

A Yes. The hackup, and T bLelisve it ':s
in that line, of the assumption of the water stock

lease iz €1 millicon a vyvear.
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Q When yau say finance, what is being
financed that is noted out in there?

A The financing that is anticipated
there is the Lusk loan and the Internal Revsnue
Service £5 million note that is prajected.

Q If either elect -- if the ITRE were to
elect Alternatives 2 ar 3, or if the litigatioan
proceeds were to come in under the amendment to the
plan, would that l1ine then o positive by the amount
of the TRE note; that is, if jt's paid tno scme other
source?

A It would be increased by the amount of
the IRS note, ves.

Q Is the amount of the note that'=s
assumed in that line £5 million?

A Yes, it is.

GQ Sa that line could go positive annther

five millicn in this five-vear projection?

A Well, T think it could sven be mars
than that £€5 million, because the 5 millicn is a
principal amecunt and interest wounld be in additian o
that 58 miliinn.

Q You are gquite correct. T astand

corrected. The next line, litigation and claims

management which is shown both negative in the next

MINYETT REPORTTNG SERVTICE
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three months and then positive.

A Yes.

Q Can vou tell

s how the PEBGC loan of 4

million will impact those numbers?

A Yes. If I could explain the

assumptions that are on that line first,

I beliesve it

would make more sense as to how the PRGO arvangemant

will affect it. What was contemplated was t

hat

Kaiser would bear all of the costs of the continued

litigation and that that cost during the third

guarter or, excuse me, the fourth guarter of

would be 2 negative §1,100,000,

1288

and continue at that

level thrcugh the end of the first gquarter of 1889.

At that point, the two wmillion eight positive number

in 1289, assumes that sometime during

would be successful in its

litigation,

1989 Kaiser

and t

hat the

cost expended for the litigaticn would be reimbhbursed

to the company out of those

litigation preceeds, and

that, thereafter, encugh money from the 11iti

gqatian

wottld be escrowed to go forward and pay for the

litigation cost,

The PRGC 4 million loan that

referred to vesterday and

i

was

s part of the application

before the Court will have a dramatic effect on that.

There will no longer bhe requirement faor the
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to fund that in the early inceptiocn nor will it be
dependent upon reimbursement on success of any oneg
piece of that litigation during early to mid-1989.
So that negative number in the fourth guarter will
indeed be a poasitive number calling for the
up—to-date reimbursement of the litigation cosfs
borne by Kaiser.

o the projection based on the PRGC
locan would, in essence, have a positive number in the
fourth guarter in the approximate range of 1 1/2 to
§2 million and zeros thereafter, It is important to
understand that the PBGC loan is not simply a $4
million loan, but rather a revalving line of credit
which is allowed to be drawn down on a total of 2 1/2
times, up to a total of €10 million over the next 30
months, with agreements as to extensiaons bevand that.
So that we can spend £4 million, pay back that loan
from whatever source we might choose, draw it down
again, so that total 10 million facility sheuld make
all of pour litigation self-financeable.

Q You mean if vou settle part af the
litigation, or one piece, but not all, yvou can pay
down from that settlement and finance the next 4
million the same way, rnlling forward through the and

aof the litigation?

MIDYETT REPORTING SERVICE
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A That's correct.

Q Up to £10 million?

A That's correct.

Q And if I understand your testimony,

then, what vou are saving is that line, litigation

and claims management, will remain the same in ternms

of the net dollars to the company, but you have

removed totally the assumption that voun will make a
recovery in 1989 and assured that those maonies will
come in?

B That's correct.

Q Finally, the last line on groundwater
remediation, noting the expenditures in the first two
vears, cah yvou explain bheow that goes to z=ero
thereafter?

A Yes, We currently are reqguired tno
remediate a groundwater cantaminatiaon problem rcaused
by the steel mill through seepage into the ground in
the early 1%70s. Measures were taken in the early
18805 to stop all of that activity, but the
groundwater that was contaminated at that time ha=
never been cleaned.

We are currently in the process and
have plans for the drilling of test wells and barrier

wells which will allow us to clean up that
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contamination. The groundwater, in large part, it is
believed, has moved off of the Kaiser site, and, as a
result, is no longer the responsibility, for example,
and has no effect on the Lusk Real Estate
Development.

Nevertheless, that mine continues to
be an obligation of Kaiser.. It is anticipated that
the downside scenario of the cleanup costs is
approximately a million dollars a vear faor 10 vears.

What this line item assumption is 1t
that we will have to bear the cost of the cleanup and
the investigation during the first year and
thereafter that we will reach a settlement with
Kaiser insurance companies for the pavment of that
cleanup cost.

Q Qkavy. And if you don't reach such a
settlement, then that lien would be increased hy a
million a year?

A That's correct.

Q Starting in 1990, where it goes zern,
or woutld it start in 19887

A Tt would start in 1889.

G Gkavy. So if T may summarice, yau have
nsed the existing company and its expenses in these

prajections with the FBGC loan, =save only for the
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fact that you assumed a settlement with the insuranace
company on groundwater that saves a million a vear,
and vou have assumed that starting in 1991, Eagle
Mountain will start up at 2,000 tons?

A That's correct.

Q Everything else is Just the way the
company is now?

A With the exception of the loan from
the Lusk organization, yes.

Q That's correct, which would increase
this by another €2 millian?

A That's correct,

Q Suppeocse you deon't settle with the
insurance company, will you be able to handle the
groundwater remediaticﬁ problem?

A Yes. It is my belief that from the
positive cash'flows of these businesses, as
anticipated in this cash flow analysis, as you can
see for vourself from the projections at the hottom,
if there was a million dollar reduction in cash flow
gach year, we waould =till he able to absarb that.

Tt's important to note that these kind
of passible downsides and this particular downside
specifically is why we have not entered into any

long-term arrangement vet for the Fantana Union Water
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Cempany . We have held that in reserve sc¢ that as
unexpected things arise, or as our projections qgo
wrong, that, if necessary, we can sell that stock.

Q That is, if you will, vour ace in the
hole if the cash flows don't materializs in any shaort
term?

A Yes, that's correct,

Q Have you had an aopportunity as the
chief executive ocfficer to examine the assets and the
liabilities of the cocmpany?

A Yes, I have.

Q We have already heard some testimony
extensively vesterday about range of liabilifties for
medical and pension. Have yvou had employees dirvrectly
under your supervision review the general and trade
unsecured claims?

A Yes. Emplovees under my direction
have started that review preccess.

THE COURT: A11 right. T think we
will take a five-minute recess.

MR. CHRTISTENSEN: Thank vyou, Your
Honor.

(Recess . )

THE COURT: REe seated, please.

Q {By Mr. Christensen) Just before the

MIDYETT REFARTTING SERVTCE
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adiournment, Mr. Staoddard, T asked vou ta give the
company's estimate of the general] unsecursed claims
based on the company's review.

A The claims as filed in both the trade
and general category totaled in, slightly in excess
cf 81 1/2 billion. In cur analysis of those claims,
we have excluded approximately $1,140,000,000 as
duplicate. Included in those duplicates are claims
that are technically not duplicates because they are
claims, if we were to pay them once, the others wonuld
go away, primarily in the form of indemnities. This
Teaves us with approximately £3758 million of slaims
that we have begun the analysis of. af that 2378
million approximately, 207 million exist in what we
believe are the steel estate alone,

We have performed an initial analysais
of those claims which consisted aof examining the
claim, any documents related to the claim, any
company contracts ar aczounting records which can
validate the existence of those claims and discussion
with remaining company personnel about those claims.

After that examination, the companvy

G

<y
w

has concluded in its preliminary estimate that
miilion of those claims are valid. There are claims

that the company is not vet ready to determine as to
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thelir validity which might increase that amount up to
€150 million.

Now, it is important to understand
that that does not include claims that are for
employees, whether medical, pension or other claims,
and there will be a relatively small number that will
be added to these numbers that will fit into the
general category.

Secondly, there has been no analvysis,
to my knowledge, of coél claims, and there is a
potential for errcocr in that some of them have been
improperly characterinced. If that were a 10 percent
error that mav have the range go up another, T am
quessing, about 20 toc £25 million. So T believe the
best guesstimate is in the 988 to £150 million, and
that high side may increase by 285 miltlion or soc. Has
not.

Q The plan reguires that vou pay the
administrative and certain of the priority claims in
full on an effective date. Assuming that the PBGC
and Lusk loans were approved, wpould you have the cash
to pay all of those claims or have vou made
arrangements to defer the ones vou can't pay?

A Yes. We believe we would have

sufficient cash to pay all c¢f those claims, including
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a deferral arrangement, primarily with New York Life
and various professionals in the case.

Q Now, having studied assets and
Jiabilities of the company, do yvyou have an opinion as
chief executive officer as ta the solvency of the

company?

A Today?
Q Todavy.
A Yes . My opinion is it is hopelessly

insolvent.

Q Assuming for a minute that vyvou could
realize all of the meoney in the currently pending
Jawsuits that you have; that is, in thes praver for
relief without expense, and that vou caould realire
the going-forward values that are in the disclosure
statement, would the company still be insolvent?

A Yes. If you take the most optimistin
view, and vou assume that all of the litigation
proceeds that we are seeking are returned in full,
with no related expense, and if vou include the
goilng-forward values that are set forth in the
disclasure statement, alsac achieved taday with nao
related expense, the company, by my estimate, would
21111 be 2400 million under water.

Q Could yrou compare for us the

MTRNYETT RFEFORTING SERVTICE
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difference from treatment which the unsecured
crediters might expect in Chapter 7 liguidation as
oppecsed to the plan you are asking the Court to
confirm?

F:y Yes. Tt is my --

MR. QUINN: Objectian, Your Honar, T
think the guestion calls for opinion answer, and thi=s
witness has not been gualified to express an opintan
as an expert as to these matters.

THE COURT: He is the chief executive
officer of the corporation.

MR. CHRISTENSEN: He's alsa, as vau
know, by training, a lawyer.

THE COURT: The 10th Circuit has very
clearly held that an owner, including chief executivs
afficer, can testify as to values without any
foundation being laid.

MR. QUTNN: I will accept that, Your
Honor.

A Yes. I believe that the liguidation
value, as zet farth in the disclosure statemant of
approxXximately 20 million, is what could be achiesved
aon an immediate zale of the assets.

The bulk of that 2720 million, as T

have previocusly testified, wauld be attributable to
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the value that could be achieved from the Fontana
Union Water Companvy. It is my estimation that,
currently, that we have in excess of £10 million of
administrative cost of this estate, which wnuld eat
up at least half of the assets before we got tn the
cost of any, excuse me, not before, but which do not
include any costs of administration nof a Chapter 7
pfcceeding. The result of that, T believe, is the
net assets available would eliminate any distribution
whatsoever to the unsecured creditors.

Q {By Mr. Christensen) Under the plan,
specifically Article 3 in the consent order, both the
Department of Health Service and the EPA agree to
make no claim for the cost of Fontana cleanup against
any of the distributable proceeds; is that correct?

A That's correct.

Q Now, if the plan is not confirmed, the
consent order provides that that agreement is not
binding on them; iz that correct?

A That's correct.

0 So under the consent order, how long
is it anfticipated by the parties will it take tn
clean up thiz property?

A 10 yvears.

Q With respect to the pursuit of the

MINYETT REFORTING SERVICE
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litigation, in your judgement, without the PBEGC laan
and Lusk loan, would this estate or subsequent
trustee have the money to pursue that litigation
effectively?

A No, not as effectively as it would
under the cuprent arrangement.

0 As chief executive officer and.based

upon yvour review of the claims and liabilities, as

well as your assessment of the business plans and the

litigation claims of the company, do vocu have an
opinion as to whether the percentage division amongst
the unsecured crediteors as modified, is fair for
those groups?

A Yes, T do. I have examined the
underlying claihs. I have either participated in ur
observed the various negotiations that have takesn
place with respect to those varicus caonstituents, and
I believe they have come to rest at a very fair
level.

G Does the inclusion of the 584 million
PBGC lcan as a part of the readijustwment of thaose
percentages bear any weight, in vyvour judgement?

A Yes, it does. I believe that the 4
miliion loan arrangement calling for a total

financing of 810 million, which the PBGO has
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approved, needs to be taken inta very carefual
consideration when evaluating those percentages. Tt
is my opinion that a2 well-~financed pursuit against
what I believe to be some of the more aggressive
corporate raiders in this country today and certainly
some of the more powerful institutions on Wall
Street, is dramatically more valuable to all of the
classes of creditors than an underfinanced pursulit of
that litigation. |

Q Mr. Stoddard, toc the best of your
knowledge, does the plan that you are asking the
Court to confirm comply with the Bankruptcy Conde?

A Yes, it does.

Q To the best of your.know]edge, have
the praoponents of the plan complied with the Code?

A Yes, they have, to the best of my
knowledage.

o) To the best of_vour knowledge, has the
plan been propesed in good faith and not by any means
forbidden by law?

A Yes, 1t has,.

Q Bre any payvments being made under the
plan to any proponents ar professionals or otherwiase
subjrct to review by this Court as to reasonableness?

A T am sarry -- all of the pavments ars
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subject to review by this Court; that's caorrect.

Q Has the disclosure statement disclosed
identity and affiliation of individuals who will
serve as officers and directors of the renrganized
Debtor?

A ¥Yes, it has. With the estception of
the director to be named by the PEGC.

Q Until named, you will be that

director, correct?

A That's correct.
Q Okavy.
A Secondly, a contraclt for a key officer

wha will become our chief finance officer by the name
of Stuart Dillingham, which was filed with this Courl
vesterdavy.

Q Do you believe the appointment of
those pecple as directors angd officers is consigslent
with the interests of the creditors and with public
policy?

A Yes, T do.

Q T think T have asked you this belaorae.
But except teo the extent that holders of
adminisfrative claims or priority claims have agreed
to defer their payment, do vou have the money and

daoes the plan provide that yvou will make payment of
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those claims in full on the effective date?

A Yes. We will have the money, assuming
the loan applications are approved and, vyves, we will
make the payments by the effective date,

Q Do vou believe, based an your review
of the business plans and vﬁur cash projections, that
this Debtor will be able to pay its debts ag it goes
forward so that this confirmation is not likely to be
felloawed by a liguidation or another bankruptcey
proceeding?

S Yes, I do.

Q Have all of the fees that are pavable
under Section 1930 either been paid currentiy with
the U.S8. trustee or does the plan provide it will be
paid in full on the effective date?

A Yes, they have and ves the plan does
20 praovide.

MR. CHRISTENSEN: Na further
gquesticns.
THE COURT: Mr. Quinn.
EXAMINATTON
BY MRE. QUINN:

Q Mr. Stoddard, T iust understocd you to

testify that it i=s your balief that in a liguildation

of this company, the unsecured creditors of Haisar
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would receive nothing?

-} . That is my belief.

Q If T understand you carrectly, that's
based upon vyour estimation that all of the assets of
Kaiser, including the litigation in which Kaiser 1is
currently involved, in Chapter 7 liguidation wouli
vield some 20 millian?

A I believe that is not correct. Tt s
the other assets, other than the litigation, which T
believe will yield %20 miliion.

Q What is your =sstimate of what the
litigation would generate in a Chapter 7 proceeding?

& In a Chapter 7 proceeding, with the
financing that I believe that would be available, 7
think it would be rather minimal. 7 have no numhber
for that.

Q Let me ask you this: With respect to
each item of litigation described in the disclasure
statement, have you received any settlement offers --
by vou, T mean FRaiser ~-- during vour tenure ar hefure
vour tenure?

A T don't Ee1ieve that there have hbeen
any formal settlement offers to FHaiser at this gstage.
Thers have been numernus discussions.

MR, CHRISTHENSEN: Just for the recor:d,
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because there may be confusion since the pending
proceeding is in the coal matter, there is the one
alternative settlement pending on Chase.Manhattan.

G (By Mr. Quinn) Have there been any
informal discussions aof settlement?

A Yes, there have been substantial
informal settlement discussions.

Q And would vou describe the terms
regarding which the settlement has been discussed
with respect to each of these pieces of litigation?

A No. As chief executive officer of
Kaiser, I believe it Qmuld be very imprudent for me

to disclose those at this time.

Q So you decline to state what those
settlement offers -~ settlement discussions were?
A Yes.

MR. QUINN: I would ask the Court to
direct the witness tno answer the guestion.

THE COURT: There have been no
nbijections interposed, Mr. Stoddard, and clearly the
guestion of whether there are defendants in this case
that have made offers of settlement may have some
bearing on whether there is any vatltue to that
lJitigation.

MR. CHRISTENSEN: I think, Your Hnonar,
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we will impcocse an objection at this time that the
settlement offers between the parties are privileged
both under Rule 408, but also te disclcese them at
this time, as Mr, Stoddard peints out, can only chill
any attempt with respect to settlement, it seems to
me, in the future.

THE COURT: Mr. Quinn.

Q (By Mr. Quinn) Mr. Stoddard, as T
understand vour testimony, as it now stands,
settlement discussinns have ensued, but you are not
willing to reveal the substance of those settlement
discussions to this Court; is that correct?

MR, CHRTISTENSEN: I object ta that
because he did sayv that -~ before he was reguired to

make that decision, T interposed an achjection.

THE COURT: OCbjection was made. T
asked for a response. Maybhe you did not understand,
Mr. Quinn. Do vou have a response to the ohjection?

MR. QUINN: 0h, IT'm scrry. Your
Honnr, it may well be that the effect of telling this
Court what the financial conditicn of the hebtor is
and the value of its assets is may have some effect
on the ﬁehtor and it may be something which the
Debtor desires not to don, hut it is a matter that the

Debtor is reguired to prove the value of this company
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in the Chapter 7 proceeding in this case, and that
settlement discussions are clearly relevant and
essential. If you lock back toc the disclosure
statement, these assets have been valued at some 200
million, far exceeding the values attached to the --
any of the tangible assets regarding which there's
been extensive, extensive testimony here tadavy.

THE COURT:  The problem is, Mr. Quinn,
that the question, the valuation that Mr. Staoddard
has placed on it, has been in the assumption that the
case isg in Chapter 7, and circumstances where the
estate is without funds to diligently and
aggressively pursue the litigatiaon. And settlement
of fers that are made at the present time in the face
of a Debtor geared to proceed are very different in
what a trustee might perceive.

MR. QUTNN: In my view, Your Haonor,
the first guestion is what the settlement offers are
and follow~up question is whether any of those
settlement offers are conditioned upon the Debtar
being a.Debtor in Reorganizatiaon asg oppesed to
Chapter 7 Debtor.

THE COURT: T don't agres. The
nuestion is, the hypothetical guestion is, would an

offer -- wnuld a defandant in one nof thaose cazes he

MIDYETT RFEPORTING SERVICE
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willing to make a settlement on, with the trustes, on
the same terms that he would make with debtor in
possession.

MR. QUTNN: Your Honor, I differ with
the Court's suggestion that that's a hypoathetical
guestion. I don't think that it's a hypothetical
guestion. I think it's an actual guestion as to
whether or not that has been a condition of any of
the terms of negotriation.

And if it is not a condition of any of
the terms of negotiation, I would submit that the
offer is eqgqually available to a Chapter 7 trustee as
it iz to this bDebtor.

THE COURT: Well, T submit you daen't
deal with realities of how pecple bargain with Debtar
in Ponusession nr with the trustee, Mr. Quinn. T will
sustain the chiection.

»; (By Mr. Quinn} Tn coming back to vyour
valuation, Mr. Steddard, vou deposit a value of 20
million for all of the nonlitigation assets of
Faiser; is that correct?

A Tﬁat’ﬂ correct.

9] And of that amount, what amaount do vou
include for the Fontana water stock?

A T believe at the time the disclosurea
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statement was formulated, we used the actual written
of fer from the City of Fontana, which was $10
million.

Q So that's value?

A That's caorrect, that is the number
that is included.

Q And T helieve 1t was alsa your
testimony that the Fontana, City of Fontana officials
indicated to vou that they had an authority to
increase that nffer to £12 million which was rejected
by Kaiser:; is that caorrect?

A T indircated that they had aunthority to
increase that offer by 82 million,. Since it was
never offered, Kaiser never rejected; that FKaiser
waounld have, haowever, rejected that.

] But Kaiser felt that was inadeguate
affer for that --

A That's cnrrenct.

Q What is it about the Fontana watsar
company Stdck which makes it not suscepfibié tn
liquidatian hy a Chapter 7 trustee?

A T am sorrv. I am not sure T
understocd your guestiaon.

Q What s it about the Fontana water

stock that makes it more difficult for a Chapter 7

MIDYETT REFORTTNG SERVTCFE
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trustee to liguidate that than for Kaiser to
liguidate that asset?

A T think it is probably the timing and
the necessary pisces of the puznle that have tno he
put together all at the same time to achieve maximum
value for that water stock.

The value in that water company, whiuh
is Fontana Union Water Company, not Faontana Water
Company, there are two separate companies, but is
simply the flow of the water. Basically, you nesd to
put together a finance arm, a user who needs the
water at the right point in time, needs it over the
right period of time, at the same time that water is
available. To cause all of those elements to come
together at the same point in time to achieve maximum
valune simply ié not confrollable in any short period
of time where you are necessarily required to
ligquidate that in a given point in tinme.

0 When you say maximum value, are you
positing a value in excess of 310 million. T guess
what T am savying, do vyaoau think the City of Fantana
will not pay a Chapter 7 trustee 5172 million for that
water stock; is that what your testimany iz?

A My best guess of what the City of

Fontana would do, if vou are propasing a trustee,
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assuming this was converted to Chapter 7, they waonuld
come in with an offer substantially less than £10
million.

Q So your answer is yves?

A If you repeat vour gquestion.
Q The answer to the guestion -- the

guestion is, you think that a Chapter 7 trustee caould
not sell that water stock for more than $10 millian?
A No, I did not answer vyes, T answered
what I thought the City of Fontana would do. T
believe that the trustee could sell that at £1i0

million.

9} Not above?
A I don't know.
Q What other valuations 4did vyvou inclunde

in the balance of the 820 million in assets?

A T wan just read from the disclosure
statement, which totals 219 1/2 millicn. The first
item is cash of 82.2 million,. The =zecond item iz

miscellanenus receivables, which Faiser still has nn
its hooks, aof S500,0006. The third item i3z the
existing waste treatment facility which is estimatad
at g2 1/2 millian. The land is estimated at =eaero.
The Eagle Mountain site is estimated at 81 1/2

milliion, the Lake Tamarack and Union Eteel real
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estate which is primarily desert real estate is
estimated at a half million dollars. The existing
mine properties or properties are estimated at
nothing. The office equipment, miscellaneous
propgrties in the corporate headguarters are
estimated at §£100,000. We already discussed the

Fontana Union Water stock which is esstimated at £10

million. We have estimated the IMAC note receivable,
which is a zero coupon note, at £2 milliecn. And

anothar note receivable nof £200,0080 totaling 819 1./2
million.

2 Let's turn to the Fontana property,
for a moment.

A Yes.

Q Under plan reorganization, the Fontana
property is to be developed and liguidated or revenue
generated therefrom under an agreament with Lusk,
correct?

A That's correct.

Q What management and bhusinsss activity
is Kaiser going te undertake with resnect ta that
venture, other than contributing the land?

A Halser, its management, its farmer
employees and retirees will be extremely active, hoth

in the ponlitical and necessary permitting process
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that will go on with the various governmental

agencies in both the City of Ontario, the City of

Faontana, and unincorporated San Bernardina County.
Q The joint venture calls for the

appointment of a managing partner, doces it not?

A Yes, it does.

Q Who is the managing partner?

A Lusk organization.

Q Is Kaiser a managqing partner?

A No, it's not.

0 What are the duties af the managing
partner?’

A The duties of the managing partner are

primarily all aspects surrcunding the actual
development of the real estate.

9] What role in management of the
partnership is ressrved to Kaiser?

A The role in the management, the
development of the real estate, as I indicated, i3
the activities surrounding both the permitting and
governmental approvals necessary as well as the
praocess of determining haow to clean up and remediate
the property.

0 Where dowrs Waiser reserve that power

in the management of the partnership under the terms
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of the joint venture?

A 1 am not sure that it is specifically
reserved under the documents, and T would have to
Iook to refresh my memory whether it is or isn't.
However, it is praovided in the documenfs that there
will be a five-person management team composed of twn
members of Kaiser and three -~ excuse me, twa menmbers
of Lusk organization and one managing director. That
committee has been formed, has been meeting on a very
regular and periodic basis and the management
decisions that have ccme down from that committese
have identified the duties and roles in the
develcpment of that real estate proiject, as T have
testified.

Q Is it not true that the joint venture,
by its terms at lesast, vests the management of the
partnership in Tusk not in Haiser?

A That's correct.

] Tell me, if vou can, in what way,
beyond the cantribution of preperty, that Faiser's
involvement in this joint venture is s essential to
its success that, under Chapter 7, this property has
a value of zZero and under the reorganization plan it
has a value of tens of millions of dolilars?

A Let me explain that a 1ittle hit.

MINYETT REFAGRTING SFRVTICE
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Q I wish you would.
A Henry FKaiser created an empire that
wag centered in Fontana, California. By example, the

Fontana football team are called the Fontana
Steelers. The impact of the Kaiser retirees and its
former employees in that area is pervasive. We have
local politicians who, as a very large proportion of
their constituents, represent former Faiser
emplovees, farmer Kaiser retirees, and the existing
ménagement of Kaiser todavy. They are acuiely aware
af the need for the success aof these ventures, far
that matter, the success of the litigation, so as to
be able to achieve an angoing company tao not only
ctreate the value in that company so that the
sharehoclders of the reorganized Haiser will hawve
returned toc them =zmome of the value which they have
lost, but also to bring back to life certain johs and
the reputation of the Fajiser name in that area.
Becausse of that, thoze politicians are
vaery, very helipful to us and o that joint venture
with cobtaining the necessary appreovals and being
positive forces hehind the development of the Fagle
Mountain praiject. The real estate development and
the waste treatment plant, as has heen testified to,

are very dependent upon various permitting processes
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which we hawve now started.

In addition, and specifically
responsive to vour guestion regarding the real estate
development, T believe that Kaiser has formed an
unigue and very beneficial partnership with the
Department of Health Service and with the
Environmental Protection Agency calling for the
cleanup of that land in an orderly fashion. Tt is my
opinian that withoﬁt baoth the active invalvement of
the Kaiser emplcovees and retirees, who are also their
constituents, and the Lusk organization, which
provides real estate expertise and financial backing,
that that partnership today would not exist.

Q If I_understand vou correctly, vyvou are
gaying that the political suppoert of the retirees and
other perscns affiliated with Xaiser having a
historical involvement with Kalser, somehow aids the
development of this real estate project?

A That's carrect.

9] And that it's your belief that that
political support would naot be available to a Chapter
7 trustee or an entity tn whom that Chapter 7 trustee
might transfer the asset”?

A That is one of the components T

testified to. To stand on ancther component, the

MIDYETT REPORTING EERVIORE
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cleanup, which has been left primarily to Haiser as
part of the management team, is very instrumental.
Kaiser participaticn is very instrumental. Reason
for that is most real estate developers, including
the Lusk organization, de not have any strong
environmental cleanup arm.

You are aware from previous testimony,
Kaiser has been in the waste treatment business as to
the type of wastes that are praoduced with the
steel-making activities, for over 40 vyears. In
addition, Kaigser has on its management staff peonple
who have 30, 25, and 38, if I recall the numbers, but
they are appraximate, that many vears of experience
with HKaiser.

Part of the reason that the Department
of Health Service is so anxious to work with us and
has been so supportive cof this public/private
partnership is because we know exactly what wastes
were deposited nn what pierce of that real estate. We
knaw exactly what vyvear, we know what praduced them,
what the technology was to make the steel, so we are
able to identify the by-praoducts that Teaked into
that sc0i]l and that eventually contaminated the
aqroundwatrer; that management staff, under my

direction is s8till on astaff and plans tno stay on
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staff thyouqh the Chapter 11 proceeding and through
the reaorganized company and indeed employment
contracts have been approved by this Court providing
for that.

Under a Chapter 7, T guestion whether
or not that expertise would remain available, and 7T
guestion whether or not the Department of Health
Service would be an active supporter af our
development.

o] So, bhased on that, it's vour belief,
having examined this, that you really believe that a
Chapter 7 trustee would realize nothing from that
land?

A Yes, I do.

Q Turn yvounr attention to the Eagle
Mountain propertv.

THE COURT: Let me ask this point of
clarification. Do you believe that, Mr. Stoddard,
even if the Court approves the Tusk joint venture, if
that's in place, asince we have that staring at ua
now, that contract is approved, and the Faiser astate
should convert to a 7, iz it s5til1) vwour view that
Lﬁsk joint venture contract would have_nc value to &
Chapter 7 trustee.

THE WTITNESS: As vou know, Your Honor,
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the contract provides for Lusk, in essence, ta have
an option. They are infusing 2 1/2 to £2 millinn
during the investigatory pericd, and at any time that
they determine that it cannot be cleaned up or it
cannoct be cleaned up within the type of budget they
are willing to go at risk for, they can withdraw.

We have had a maior event like that in
recent months. As vou knaow, or may know, the Kaiser
properties have been proposed to be listed on the
national Superfund list. That has caused a
substantial amcunt of caoncern and has created a
hurdle that the Lusk organization has had to overcomse
that they were not anticipating.

The Lusk organization, primarily
through the California Commerce Center, has already,
in the last few months, become aware of the value
that the ongeocing company and the desire aof the
constituents, aof the pb]iticians have for an ongning,
profitable Kaiser.

I pannot anawer on bkehalf aof Lusk I1f
whether ar not the conversiaon tao Chapter 7 coupled
with the appropriate listing on the Environmental
Protection ~- excuse me, inclusicn on the Superfund
list, together would be encugh teo cause Lusk to

dispense with their joint plan, but, in my
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estimation, it would be.
THE COQOURT: Thank vyou.

Q {(By Mr. Quinn) Turn vyour aftentinn,
Mr. Stoddard, to the Eagle Mountain venture. Is
Kaiser required toc undertake an active part in
management of that venture?

B No.

G Is Kaliger permitted to take active
role in the management of that venture?

A T don't know the answer to that

question. We have been regquested to take a very

active rolJe in certain aspects of that joint venture,

have done so0, and cantinued to do so jointly with

MRC.

Q That venture has not yet commenced,
has it?

A That's correct.

Q What's the total value on liguidatian

kasis of the assets that vou have embondied under that

venture?
A What's the total] value of the assets

embodied under that venture on liguidation basis?

Q Yes.
A That is probahly the maost difficult
aszet to determine. Tt 1s simply four incredibly
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large holes in the ground way out in the desert. We
estimated a value on liguidation basis of one and a
half milliaon. The support for that, or the
assumption that was made is, as you know, as part of
the MRC Corporation Joint Venture, they were willing

to put tectally at risk a2 million and a half dollars

" in advance reovalty pavment, which, basically, in my

mind, can be compared for an option to determine
whether or not those holes can, indeed, bhe used as =a
municipal landfill.

Because of that, T used the million

and a half, assuming that some other party and

perhaps even MRC itself, would be willing tao purchase

that property for the same reasnon at that amount.

Q Have vyou solicited any appraisals or
contracted for any appraisals of that praoperty?

A No, we have not, in recent ysars.

Q Have vou solicited any offers to
purchase.the praperty?

A No. We have not, under order of this
Court, approving the preliminary agreement with MRO.
Tt's my view that we are prohibited from doing that
for the last 12 months.

Q How long has Faiser been in Chapter 11

proceedings?

MINYETT RFREORTTING SERVIOR
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A Approximately 18 months.

Q Prior te the entry into the

preliminary agreement with MRC, had yvou solicited any

sale agreements for that asset?

A T was not active with ¥aiser at that

point in time, but it is my understanding that we

golicited several praopecsals frem a wide variety

aof

people in the waste management business for joint

venture type of purposes. T do not knaow whether

there were any actual solicitation of sales.

Q Have you made any investigation of
that?

A T am sorry. Of what?

Q Have vyou investigated to see whether

ar not Kalser had received any offers tno purchase

those assets?

A N, T have not made any investigation,

but T believe T would know if they had.
MR. QUINW: T have no further
questicns, Your Honor.

THE COURT: Mr. Bugg.

EXAMINATION
BY MR. RUGG:
Q Mr. Stoddard, yvou just testified
you -- Haiser, I mean -- have a very intimate

MIDYETT REPORTTIHNG SERVICE
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understanding of the probhlems of the envircnmental
problems on Tthe mill site. Do yvyou have a preliminary
estinmate of what the cleanup is going to cost on the
mill site?

A We have had tweo different
environmental engineering firms evaluate, an a very
preliminary basgis, the cleanup costs. One is
Montgomery Engineers, who has given us a general
estimate of 331 million te clean up the propesrty.

The second is a firm aout aof Haouston,
Texas, who has been employed by the cleanup of the
Amoco steel mill, which has since been converted into
an industrial park, which is about three vears ahead
of ocur planned development. That firm name is Janes
and Neuse. And they have come in with an
approximately €28 million cleanup cast.

Q T understand that this cleanup under
the Lusk agreement iz to bhe funded at 89 cents a

sguare fooft?

‘ & That's correct.
G And based on the amount nf sguare
footage of the mill site, how musch does that come tn?
A Right at 232 or 8§34 milliaon. T wounld
have to do the arithmetic aon that. This encompasses

A3l of the planned development which includes

MIDYETT REPORTING SFRVICE
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Q In other words, it encompasses -- the
44 million that vou testified earlier to encompasses
88 cents per sguare a foot on the West End property?

A That's correct.

Q Therefore, the capital account that
vou testified to of 29 1/2 million that was gning_fo
be developed in the ~-- on the West End property,
wauld be reduced 1if vou deon't get the West End
property?

A That is not correct. The capital

account is based solely on property which we cwn

today.
Q At $1.36 a square foot?
A That's correct.
Q € there would be ~-
A Tf T could bring those two answers

together, the net capital acecount wounld be increased
if the cleanup was only nerformed on the miil site,
because the c¢leanup costs would be about 210 millian
less; therefare, the capnital account wonld be about
£i10 million more.

Q Are vyvou testifying that it would cnst
S10 million to clean up the West ¥nd property?

A I am not.

MIDYETT REPORTING SFERVTICE
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Q But the cleanup there waould be 10
million less than if you cleaned up the rest of the
praoperty?

A I have madse no testimony whatsoever
about the cleanup costs on the West End praperty. T
have solely testified as to what the economic
workings of the joint venture between Tusk and Haiser
are. They do not in any way bear any resemblance fto
what any anticipated cocsts may be for any specific
piece of property, including the West End propertv.

Q BEut it's true that cleanup money
available under the Lusk agreement, if you do not get
the West End property, is reduced by appraximately
£10 million; Jis that correct?

A Yes, that's correct. Very
approximate. As T sajid, T haven't done the
arithmetic but, ves, that's corrsct.

Q And therefore the 10 milliion, if theay
do not put in that extra €10 milltion, that would
reduce the amount of money that might come back to
haiser if the cleanup costs are less?

A I don't believe so. T believe that it
3imply changes the form in which thecse dollars come
back to Kaiser. As T testifisd, the 8I1C million Jess

that would go intec the cleanup cosztz, weould have the

MINYETT REFORTING SERVTCR
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effect of increasing the net capital account. Sa
that rather than getting them back in the form of the
savings of the remediation cast, we wauld get them
back in the form of our capital account, which would
then be approximately $19 1/2 million not 8§99 1/2

million.

Q It would be a2 dollar-for-dollar
savings?

A Tt would be a dollar-for-dollar
savings according to the arithmetic. The capital

account comes back to Kaiser slightly slower than the
remediatiﬁn savings, so there would bhe a slightily
reduced amount if it came back in the form of a
capital account, due to the present value monev.

2 And if the cleanup rcosts exceed 323
million, how dnes Haiser propese to raise the maney
to dno that cleanup?

A The joint venture agreement with the
Lusk company does not provide that the 544 million
for the total project aor the lesser amocunt for the
mill site on the stand-a2lone basis is the cap at
which TLusk ceases to infuse cleanup moneay. Tt simply
provides the cap at which we acecrued to the saving::
and, secrcondly, the cap as tno where they fund all of

the cleanup costs without our 30 percent interests

MINYRTT REFORTTNG SERVIGE
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being affected.

There is a formula that provides for
the Lusk Company to infuse in excess of 544 millinn,.
or in excess of the asmaller amount, solely nn the
mill! site and Haiser percentage interest, B0 percent
interest is then reduced acknowledging the fact that
Kaiser may not have cleanup cost available at the
point in time they are needed.

As an additional benefit to Faiser, we
have a look-tarck pericd so that we have the ability,
after the cleanup has been accomplished, after the
dollars have been apent, to reimburse Lusk for onur 50
percent share far that average. Tn that event, our
50 percent interest in the partnership jig lefft
intact. We get 2 20-%20 hindsight laook at whether or
not we want fto find an alternative measure to fund
that excess cleanup cost. But keep in mind at aill
times, Kaiser is not reguired to fund that. And that
Lusk understands that the cleanup cost in excess of
that amcunt are coming initially from the Lusk

arganizatiaon.

Q Under the pftion out terms of that
agreement, can Lusk opt not to fund that cleanun cost
at aill if they -- the West End i3 not acguired?

A Well, let me answer that a little more

MIDYETT RFEEORTING SERVICE
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breoadly, which T think answers your guestion. Tluslk ,
at any time during the investigatory period, can
chaaose not to go forward with development af this
real estate project at all, if it determines it to hbe
economically unfeasible.

G So that is -- that would be something
that falls within that term, as yaou see 1t7

A Nae, T don't think it falls within that
term. Keep in mind, T testified sarlier that there
are really two joint ventures, twno different
documents; that aone iz an opticon contract, one ia =a
joint venture agreement, which I believe is in the
form of partnership agreement.

The West End property is in a separate
agreement . €o if they did not want to go forward
with the development of the West End property hecause
it was not returned to Kaiser, or for any aother
reason, that would have no effect on the
determination nf whether or not they wanted to ago
forward with the mill site development.

Q Wall, I want ta make my questiaon

clear. _WeJl, egither deoesn't necessarily affect it

e

Tt would be maomething they could use as a reasocn notl
to go ahead with mill site development becausne they

didn't then deem {t economically feasible; is that

MIDYETT REPORTING SERVICE
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carrect?
A You are asking me to look inteo the

minds of Lusk of why they might not want to go

forward with the mill site. T can only answer vyou
that negotiations were very specific. There are two
separate sets of negotiation: One that focused non

mill site, and one that focused on development of the
West End property, and they were totally sseparate.

Q Except that option agreement for
putting funds inteo it is one agreement and
anticipates the putting in af funds an both
agreements pursuant tpo its terms; isn't that correct?

A That is carrect. That cleanup funds
are anticipated to'be spread oﬁer the entire parcel.
That's how that particular monetary element was
negotitiated.

Q ‘ Now, T would like to go back very
briefly to, T believe, it was Exhibit 2, which is the
summary of projected cash flows. Just very brisefly,
and this may have been asked befare, d4id vyvou prapare
these yourself or have somenne 2lse prepare it under
vour direction?

A This was the joint effort of, T am
guessing, 12 enplovees of Haiser Steel Corporation,

with the assistance of Price Waterhcouse through the

MIDYFETT RFEFORTTING SERVICE
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Q The line under proiject cash receinpnts
from operations, next to the industrial part.

A Yes.

Q What are the sources of those
receipts? I understand that the first year, the
first gquarter there, 3 million of that comes from

Lusk: 3is that correct?

A Yes, which is now caorrected to he &
million.

Q But the --

A ODther than that 5 million, we have

various leasezs an the praperty today and variaous --
am sorry. We are talking about the industrial park
1ine?

G Yés.

A And various contracts that we are
receiving revenue from today and we have baen
receiving revenue from throughocut pendency of the
Chapter 11 proceedings. These are leases, sales of
salvage materials, certain storage contracts, the
processing and sale of slag. T believe the other
contracts are in the waste treatment facility line,
s0 T believe that's everything.

Q 30 anyway, they come from leases and

MIDYRTT REPORTTING SERVICFE
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other contracts related to the praoperties that were
considered included in these projected cash flows?

S Yes.

Q In regard to the waste treatment
facility, are voun familiar with a contract between
Parson's Company and CEI under which Farson's will
build an agueaus waste treatment plant for CSI7?

A I am not familiar with the contract.
I am totally familiar that CST has emploved the
Parson's Company for the purpose of evaluating the
cast of building their aoawn in-house waste treatment
plant.

MR. BUGG: T have no further
guestions, Your Honor.

THE COQURT: Anvone else?

MR. CHRISTENSEN: What T weould liks to
do at this time, Your Honor, we have one witness with
a 1:20 airplane. I dan't know what vour preference
is. T think he's a short witness, T would like to
take him out af arder so he can catch the airplane
and take a late JTunch break. T don't know ?nur
Hanor's preference or calendar.,

THF COURT: That's all right.

MR. CHREISTENSEN: T might want to

recall Mr. Ztoddard.

MIDYRTT REPORTTING SFERYTCFE
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THE COURT: All right. Mr. Stoddard,
if you would, step douwn, please.
MR. CHRTISTENSEN: Mr. Don Thomas,
please.
DONALD THOMAS,
having been called as a witness on behalf of the
Debtor, being first duly sworn upon his oath,
testified as follows:
EXAMTINATION

BY MR. CHRISTENSEN:

Q Would vou state vour full name and
address, please, for the record.

A My name is Nonald E. Thomas. T live
in Nallas, Texas, at 8025 Nel Rey.

Q By whom are vyvou employed?

A T am partner with the firm Price
Waterhouse.

0 What position do you hnldr?

A Ag a partner, T am responsihle far a
specialized group in the consulting practice that
deals with financial restrugctures, bankruptcy and

litigation support services.

G Oo yvyou have in front aof vyou Fxhibhit 47
A Yes.
Q Can yaou tell the Cnurt what that isa,

MTDYETT RFEFORTING SERVICE
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please?
A Exhibit 4 is our standard resume
format for Price Waterhouse, rvresume on myself.
Q This has your education and vocational
backgroung?
A Yes, it does.
MR. CHRTETENSEN: T wauld mave the
admission of Exhibit 4.
MR. QUINWN: Nao ocbiecticn.
MR. BUGG: No obijection.
THE COURT: It will be received.
Q (By Mr. Christensen) The only
guestion I would like to ask vou, based on Exhibhit 4,
if yvau would, Mr. Thaomas, have vou testified in other
bankruptcy preoceedings as an expert witness with

respect to the feasibility of business plans?

A Yeg, T have.

Q Approximately how many?

.y Approximately half a dozean.

Q How djid you come to be inveolved in

thizs particular case?

A We were asked by you and your firm,
representing the Debtor, to take on an assignment to
review the projections and assumption and feasibility

nof the plan presented hy the proponents.

MTIDYETT REPORTING SFERVTCE
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the business plan fezsible?
A Jf Lusk or someone else does not make
a contribution like this, and if those enviranmental
problems were very large, then I think that the
company does have a difficult time in spending money
to clean up those environmental issues.
Q Is that a vyves?
THE COU?T: That's what it is, Mr.
guinn.
MR. QUINWN: I have ho further

aguestiaonzs, Your Hanar.

MR. BUGG: I have no guestions.
MR. CHRTSTENSEN: No redirect, Your
Honor. The witness might be excused. T waould

appreciate it.

THE COURT: Okavy. Thank you, Mr.
Thomas . Nice to see you again.

MR. CHRISTENSEN: Convenient time for
lunch break.

THE COURT: Recess until 1:30.

(Recess .}

THFE TOIURT: Be seated, please.

MR. CHRISTENSEN: T waould 1ike o
recall Mr. Stoddard to the stand.

THE COQURT: Mr. Stoddard, if yvoun waould

MTIDYETT FEPQRTTNG SFRVTCFE
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take the stand, please.

Q ({By Mr. Christensen} Mr. Stoddard, 7T
would like to just cover three areas with you very
briefly. Mr. Quinn asked you if the MR or Eagle
Mountain transaction had been shopped. T think vou
indicated that it had not been actively because aof an
agreement with MRCO. Subtseguent, however, to the MREC
transaction being filed with this Court and being
made public, did vou receive independent inguiries

from third parties about this transaction?

-3 Yes, we did.

Q Who were those third parties?

- There were two separate parties. One
was Western Waste Corporation. And secondly, a

railroad contracting company by the name of Sharp and
Fellows.

Q Did they indicate that they wanted to
review this project with an.idea cf making a hetter
proposal to Kaiser?

A Yes, they both 4id.

Q Did Kai=ser make available whatever
daocuments they requested?

A Yes, they did.

Q And did they both decide not to make

any better offer?

MIDYETT REPORTTNG SERVICE
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A That's carrect.

Q With respect to the company's cash
pozition, in the absence of a confirmation, and the
two loans that are contemplated in a subsegquent, but
a hearing part aof the confirmatiocn, what is the
company's cash position and how long can yvou go on?

-} In unrestricted cash, cash that has
noct been reguired to be set aside for some other
purpose, pursuant to scome Court order or stipulated
settlement, we have slightly in excess of $2 million
taday.

Q How long will that last? Give the
Court some of the different variables as to what vou
might or might not do.

A The biggest variable is whether or not
we were reguired to pay professicnal fees on an
ongoing basis to keep the litigation altive and tn
continue these proceedings, or svents surrounding
these proceedings.

It iz my esstimate, based on that rcash
value alone, that we have 60 ta 40 days to survive on
that cash balance, if we were reguired to pay thnse
professional feeg. Tf we ware not requirﬁa to pay
those ongoing professional fees, and, in essence,

woilld shut down the part of the litigation that is

MIBYETT REPORTING SERVICE
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not currently on contingent fee, we might be able ta
stretch that to something like 120 to 1520 davs.
Q That's assuming that nothing adverse

happens in that time frame?

A Yes.

Q Reguiring any additional expendiftures?
A That's correct.

Q And on the importance of the Lusk

transaction and the consent arder, can vou just
describe for the record the interrelationship;:; that
is, does the consent to confirmation of a plan, is
the Lusk agreement itself dependent on a confirmed
nlan? Does the consent order 1tself also depend on a
confirmed plan?

A Technically, I cannot remember whethear
or not the TLusk agreement is subject to a confirmed
plan or solely approval of the joint venture
agreement . As a praactical matter, the TLusk
organization has advised us that Kaliser going forward
is an element of their continuing in the joint
venture, The interrelationship of that 3ioint venture
and the caonsent arder is critical.

The consent order is dependent upon
the Lusk corganizaticn going forward and us going

forward with that cleanup. And it iz what provides

MIDYFRTT RRFORTTNG SFERVTCE
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the separation of the litigation praceeds, the

distributable proceeds from the new company.
Without that in place, we have no

ability to isclate those litigation proceeds.

Q The cansent order isalates all the
litigation and tax refund proceeds?

A That's correct,

Q Fven if you eventually and
subseguently breach the consent order?

A That's correct.

Q Except that the consent order reguires
that the plan currently before the Court bhe
confirmed?

A That's correct.

Q If it's not coenfirmed, they da not
waive or isnlate the litigation and tax proceeds?

A That is my understanding.

MR. CHRISTENSEN: No other nguestions,
Your Honor.
THE COURT: Mr . Quinn.
EXAMINATION
BY MR. QUINN:

Q Mr., Stoddard, referring to the Western

Waste and Sharp and Fellows negotiation, did vou

participate in those neagntiations?

MTTIYETT REPORTTING SFERVICE
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A I would not describe them as
negotiations. They were inguiries by talephgne.
There were further telephone discussions, bath with
Kaiser counsel, primarily Mr. Christensen, and with
Jerry Faucet, one of the key Kaiser emplayees
involved in that particular project, but T would noft
describe them as negotiations, by my meanings.

G Are you aware of the position of
aither aof those entities vis~a-vis develaopment of the
Eagle Mountain venture in a Chapter 7 reoporganizmation?

A Na, T am not.

Q Thank vyou.

MR. QUTNN: N further guestions, Your
Honor.

MR. CHRISTENSEN: Nothing further,

THE CQURT: Thank you, Mr. Stoddard,
vyou may step down.

MR. EKLUND: Your Heonaoar, T believe the
Debtor has concluded their witnesses. And now T
wonld like to call Scaott Gregory.

TBE COURT: Mr. Gregory.

ROBERT ESCQOTT GREGGRY,

having been called as a witness on behalf of the
Retirees Subcommittee, being first duly sworn upoaon

his oath, testified as follows:
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(203 4A24-2217






7w

15

16

17

19

20

21

23

24

25

UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF COLORADO
IN BANRRUPTCY

Lae TS

___________________ Fi oty
) - STRTESTMRRURTCY ¢,
In Re. i +'STRICT Cf GOLORADY
KAISER STEEL CORPORATION SEF 2 s 87 B 1552 E
- ' i H _
(L) Continued Hearing on Confirmatlew-of : ...t
Chapter 11 Plan . BRADFORAD L A0LTON, Cwe;
BY : e
{2) Continued Hearing on Debtozsl 3 DR e
Motlion to Approve Sale of Assets :
Pursuant to Section 363(b) and (£) :

and the Agreement and Lease with Mine :
Reclamation Corporation and Related
Documents and Transactions

(3) Obijections of UCC and Perma Pacific
to Settlement Agreement between "Edison
Group"” and Kaiser Steel

s 0% 8 B #a

L T

(4) Cbjections of (a) Thelen, Marrin, : 7
{b) Steelworkers of Ararica and

{c) Retiree Subcommit-ee of Official
UCC to Debtors' Motion for Order
Authorizing Use of Cash Collateral

(5) Meritor's Obijection to Debtors'
Motion for Determination that Meritor's
Secured Claim is Satisfied, or in the
Alternative, that it be Estimated and
Modified.

'y 48 83 s AP w2

45 89 ae

— . s g e e s e e mmer ek e vem  mma e mae e mew m— e e

Courtroom A
1845 Sherman Streot
Denver, Colorado

September 23, 1988
_ ———
BEFORE THE HEONORABLE CHARLES E. MATHESON, Judge.

EXHIBIT

F
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APPEARANCES:

For the Debtor:

On behalf of Perma:

Cn behalf of the
Retirees Subcommittee:

For United Steel
Workers:

For Long Airdoex Co:

il

- For. the Unsecured
Creditors Committee:

For -_ank of America:

On behalf of Marrin:

Craig A. Christensen/Hal Lewis
Attorneys at Law

Sherman & Howard

633 Seventeenth St., Suite 3000
Denver, Colorado 80202

Alan L. Bugg, Attorney at Law
102 N. Cascade Ave., #502
Colorado Springs, Co. 80903

Carl Eklund, Attorney at Law
1700 Lincoln
Denver, Colorado

David W. Furgason

Randall J. Feuerstein

Attorneys at Law

Welborn, Dufford, Brown & Tooley
1700 Broadway, Suite 11090
Denver, Colorado 802%0

Jane Frey, Attorney at Law

- Garry Appel, Acltorney at Law

Rothgerber, Appel, Powers &
Johnson

1200 Seventeenth Street
Denver, Colorado

Michael Katch, Attorney at Law
Katch, Anderson & Wasserman
1410 Grant Street

Denver, (Colorade 80203

Jack L. Smith, Attorney at Law
Holland & Hart

555 Seventeenth St., Suite 23500
Denver, Colcorade 80201 -

Warren T. Pratt, Attorney at Law
Drinker, Biddle & Reath

1100 Philadelphia National Bank
Bldg.

Philadelphia, Pennsylvania 19107
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APPEARANCES: (Cont.)

On behalf of the
Jacobs Group:

On behalf of the
Edison Group:

On behalf of Mine
Reclamaticn:

Christopher C. Wilson
Richard P. Krasnow
Attorneys at Law

Weil, Gotshal & Manges
767 Fifth Avenue

New York, New York 10153

Arthur L. Sherwood

Attorney at Law

Gibson, Dunn & Crutcher

333 South Grand Avenue

Los Angeles, Calif. 90071
and

James P. Montague

Attorney at Law

2244 Walnut Grove Avenue

Rosemead, California 91770

Richard Lee Wynne
Attorney at Law

Levene & Eisenberg

1300 Avenue of the Stars
Suite 1440 :

Los Angeles, Calif. 90067
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WITNESSES:

John Houston

L NDEX
DIRECT CROSS REDIRECT RECROSS
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PARTIAL TRANSCRIFPT OF PROCEEDINGS

JOEN HOUSTON

~was called as a witness herein and, having beén first duly

Sworn, was examined and testified as follilows:

DIRECT EXAMINATICN

BY MR. CHRISTENSEN:

S Q - Would you state your name and address for the record?

A 7 My name is John Houston, and I live at #2 Shining Oak
Drive, Littleton, Colorado.

And by whom are you employed, sir?

Xaiser Steel.

For what company do you work?

The Procyon Group.

Q
A
Q
A
Q All right. Can ,ou spell that, please?
A P-r-onmc-y-o-n Group.

o What is the business of the Preocyon Group?

A Our business is, as principals, to buy and sell water,

as consultants, to value and market water for municipalities

and private individuals.

Q Can you tell the Court briefly your educational back- -
ground?
A I have a Master's Degree from Stanford University in

Geolegy. I have a J.D. from the University of Colorado.
Q How low -- let's turn to your experience. How long

have you been active in the purchase, sale and evaluation of
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n A That's correct; it's volumincus.

water rights and other private transactions.

water rights? ;

A The last 13 years. E
Q And in what states do you conduct business?

a Colofado, Arizona and California.

q Are there publications or literature in this particular

field that you use toc keep up to date?

Q@ T Can you give the Court a feel for the type of literature

that you regularly examine and what informaticn you derive

from it?

A We read the monthly publication of the Metropolitan Water|

District of Scuthern Califeornia, by the name of Focus. We

read --
Q What kind of inr.rmation is in that literature?
A All of the activities of the Metropolitan Water District

cf Southern California in terms of their constructicn of new
projects, acquisition of water rights, their political

position with regard to marketing of such things as Indian

Q Okay, go ahead. What other literature do you regularly
use?
A The American Water Works Asscciation, which is heag-

qguartered here in Denver, has a monthly publication called
The Journal, and it describes all recent market transactions,

reports on the amounts and qualities, guantities cof water that
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are distributed by all the various agencies, as topical sort

of articles by lawyers and engineers as to water transactions,
trades, policy, federal and state statutes and that sort of
thing.

Q Have you or your company been involved in the purchase

and sale of water in Southern California?

S A That's right.

Q = Eave you been involved in the evaluation of water rights

in Scuthern California?

A That's correct.
Q Were you asked by Kaiser Steel to value its water rights?
A That‘é correct.
Q Would you teli the Court what you did ia order to make an

evaluaticn? What did you review or do?

A First, we reviewed the documentation furnished to us by
Mz . Stoddard, which included the articles and by-laws of the
Fentana Union Water Company, and we reviewed engineering
documentation as to the amounts of water that have been
ndiverted by the mutual. We reviewed engineering‘documentation
as to the demands and use of water by the Fontana Water -
Company, which is the local purveyor. We reviewed the
valuation, 1985, Don Owens' appraisal of water rights. We
reviewed the decrees in the Rialto Basin and the Chino Basin
situation in Liddle (phonetic) Creek. We reviewed the report

of the water master for the Chino Basin, and various other
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documentation. In addition to that, we pulled out and re-
viewed our own informaticn as to recent transactions --

Q Comparables --

A -=- comparable situaticn, what people are paying for water
in Scuthern California and various districts, including Orange
County Water District, éity of Inglewoed, California, San
Diego County Water Authority, and what the average cost in
terhis of their wholesale acquisition costs are for those
varicus districts, as well as their sale prices and revenues.
Q And based upon vour experience in Scuthern California

and your review as you have described it of the Kaiser water
rights, did you reach a conclusion or an opinion as to the

value of these rights?

A That's ceorrect.

Q And what is your opinion as to the value of those water
r2ghts? .

A We wvalue the water rights at in excess of 27.5 -- or .8

million dollars, as previously appraised; we would agfee with

-that figure.

Q So you're saying the previous appraisal would be the -

floor number?

A Would be the flcor number.

Q And they could be worth more?
A Absolutely.

Q Will you describe for the Court the analysis which you
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performed that led you to that conclusion? That is, what were
your methodologies of valuation?

- Well, in valuing water rights, we used, and have used in
this situation, three basic means. One is comparable sales.
We looked at comparable recent transactions for the purchase

of water rights in the Southern California area for distribu-

. tion in the Southern California area. The second means that

we used was basic income or valuation method in terms of
looking at what the cost of raw water supplies are, for
example, of the San Diego County Water Authority, and then
looking at that income stream and discounting it to net
present value. And the other means that we used, the third
means, was avoided cost basis. That is to say there is a cost
of importation of watcr into Southern California, Southern
California,being‘largely dependent upon imported supplies, and
w2 looked at the cost of importation, and then compared that
to this local supply of water, taking the Metropolitan Waterx

District's present cost of water importation and their pro-

jected cost of imported water supplies, capping that out and

| discounting that to net present value. -

Q Dealing now specifically with the comparable sales, can
you tell us in brief what the comparable sale range was?

a Comparable sale range was 1,500 to $2,500.00 per acre
foot right in perpetuity.

Q And approximately how many acre feet does Kaiser have?
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million on comparable sales?

A That's correct. And you are a lawyer, your arithmetic
is a little different than mine.

Q All right? What about the second means: can you just

give us a more specific indication on how vou performed that

|| anzlysis?

A Certainly. If one loocks at the value of the resource in

terms cf per household in the City of Inglewood, the

average =--
Q Inglewood, Californiaz?
A Inglewood, California. The average water bill in

Inglewood, California per home owner is in the neighborhood of

$365.00 an acre foot per year, because each home takes about
&n acre foot of water. Backing out the various infra-

structure costs and the rest of it, one gets a figure of in

the neighborhood of $200.00 per househcld per year just for

‘the water resource in the City of Inglewood, California. 1If

one looks at the amount of water that Xaiser's stock repre-
sents, being on the order of 25,000 acre feet, that's
sufficient to sérve on the order of 25,000 homes. So 25,000
homes times 200 to $250.00 an acre foot per household, and
capping that out, disccunting it to net present value, you

get a figure in excess of 40 million dollars, depending on

H
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i
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! purveyor. They enjoy, therefore, the lowest per unit cost of

11

the discount rate one uses.

Q Okay. And on the aveided cost basis, can you tell the
Court how that analysis went? i
a Ceﬁtainly. Avoided cost situation, the Metropolitan
Water Distric; of Southern California is the largest importer

of water into Southern California, and the largest wholesale

importation of water inte the Southern California area. Their

cost of importation through the state water project from

Northern California to Lake Matthews c¢f raw water was $212.00 !
an acre foot this year. If one subtracts the $47.00 per acre
fcot cost of production that the mutual --

Q But the mutual, do you mean Fontana Union Water Company?
A By the Fentana Uoion Water Company. -- from that figure,
capitalize..that income stream, or discount it to present value
cver a 20 year period of time, also generates a figure in
excess of 40 million dollars.

Q Can vou tell the Court -- one last guestion -- with

respect to your minimum value of 27.8 million dollars, can you

characterize for the Court your level of confidence in that-
value? That is, are you pretty sure, are you real sure; just
characterize fcf us -~

A Real sure.

MR. CHRISTENSEN: Okay. I have no further guestions.
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CRCSS-EXAMINATION

BY MR. PRATT:
Q Mr. Houston, I'm Warren Pratt. I represent Meritor
Savings Bank. You testified that you have an M.A. from

Stanford in Geclogy?

A They c¢all it an M.S. there.

b Q An M.8., okay. Could you tell me what the Pacific Plate
is¥ -
a The Pacific Plate is a geotechnic plate that is being

subducted under the California cecastline presently.

Q Which way is it moving?

A Well, it depends on if you -- relative to the piece of
land we're standing on or relative to the piate on which you
would --

Q Is it possible that there could be a severe earthquake
in California at some time within the next five years or so
because of the movement of the Facific Plate?

A In my reading of the MWD's Focus situation, the USGS has

determined that there's a 70 percent chance of such an earth-

guake in the next 30 years. -
Q What would happen to the water right values that you
testified to in the event that occurs?

A That would be a unique valuation exercise, and one that
we héve not presently conducted. I can only speculate on it.

Q You have no opinion on that?
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A The -- I do have an opinicn about it, but it does not
relate to the economics presently.
Q Well, would the value of the water rights go up or down

in that event?

at an earlier appraisal of the water rights that was done in

1385, was your testimony?

A That's correct.
o) Was that performed by Stetscn Engineers?
A No, that was performed by Don Owens. Le may or may not

be with Stetson Enginc<:ring.
0 All right, could you explain to me -- well, let's first
e8tablish that Fontana Union Water Company is a mutunal water

company in California; is that correct?

A That's correct.
Q And could you tell me what a mutual water company is?
A I'm not a licensed California attorney, but a mutual -

company, water company in Southern California, is very much
like a mutual water company in the state of Colorado, although
California being a code state, it's created and exXists under
special statutes provided for mutual water companies in

California.

A My opinion is that they would go up.

Q That they.would go up?

.A Up.

¢ T ©Okay. Now, you said that, among other things, you looked |
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Q Now, because it's a mutual water company, is it subject
to regulation by the California Public Utilities Commission,
if you knew?

2 No, it's not.

Q And why is it not?

MR. CHRISTENSEN: Excuse me, could you speak up just a
little bit? There's a fan back here. I'm just having a
li€tle trouble hearing.

A Not being a California attorney, I can only give you my
basic understanding of why it is not subject to the PUC, and
that being is it does not éistribute water to customers at
large, as defined under the ccde, and that the code heing
jurisdictiocnal, then it's not covered in that sense.

0 (by Mr. Pratt) .ell, who does it sell the water to?

A It really doesn’'t sell water to anybody. It produces
water for the benefit of its stockholders. The stockholders
are entitled to take their pro-rational amount of water from

the total production at cost.

Q And you testified that that cost was $47.00 an acre foof?
A That's correct. -
o) So that the mutual water company does not make a profit,

it's not intended to make a profit; isn't that right?

A That's absolutely true.

Q Now, what basin does this water company derive its water

from in Califeornia?
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if my memory decesn't fail me, was 1961.
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A It derives its water from three different sources. It
derives water from the Chino Basin, the Rialto Basin, and
from Liddle Creek surface socurces, and alluvium from wells

in the Liddle Creek area.

Q Are thosg subject to -- are those sources of water --
are the water fights appurtenant to the land in those
instances, or are they not?

A T It varies., 1In the case of the water rights that have
been decreed to the Fontana Union Water Company, theose rights
are not appurtenant to. land.

Q So that the Fontana Union Water Company's rights are not

appurtenant; 1s that your testimony?

A That's correct.
Q And on what basi. do you say that? Court judgments?
A Court Jjudgments.

o And. when were those entered?
A The Liddle Creek decree was entered in, I believe, 1324.

The Chino Basin decree was 1978, and the Rialto Basin decree,

Q Now, you've testified basically that Kaiser owns water
rights. What does Kaiser own, really, with respect to Fontana
Union Water Coméany?

A Water stock.

Q Stock in the Fentana Union Water Company?

A That's correct.
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Q What percentage of the stock of the Fontana Union Water

Company does XKaiser Steel own?

A A little in excess of 50 percent.
Q Can that stock be conveyed? |
A It's my Opiniqn that it can be conveyed.
Q Is it you£ opinion that the steck can be pledged as
"collateral?
|2 ~ That would be correct.
Q If the pledgee were to foreclose on that collateral,

could the pledgee then take title to the stock?

A Absoclutely.

0 Could the pledgee then -- the pledgee would then own the
stock?

A YTes.

Q Would _the pledgee then have -~ excuse me -~ yes, pledgee.

Would the pledgee then have all of Xaiser's rights, the water
rights that you testified to?

A No. In addition to the water stock, Kaiser has 2,930

acre feet in fee title in the, I believe, it's the Chino Basin

decree ~- ves, it is the Chino_Basin decree -- 2,930 acre fu2et
annually.

Q That's apaft from the Fontana Union stock?

A Yes.

Q rokay. But with respect solely to the Fontana Union

stock, is the owner of that stock entitled to use the water?
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In other words, is that a right -- is that use of the water,

| is that right appurtenant to the stock, so to speak?

A That's correct.
Q Goes aleong with ownership of the stock?
A That's correct.
Q And that‘g freely transferrable, in your opinicn?
A Absolutely.

g ~ Now, you've testified with respect to values relating to
g

' the water itself. 1Is the reason for that because the owner

of the stock can do whatever it wants to with the water?
A That's correct.
Q Would your opinicn of the value of the stock be any

different from the figures that you've testified to?

i| A If -- would my opinion --

Q If you were asked to value the stock that Kaiser owns in
the Fontana Union Water Company, would you testify that your
opinion as to the value of the stock is the same as what

you've testified te as the value of the water rights?

A That's correct.

MR. PRATT: Thank you. No further questions. -
THE COURT: Mr. Appel?

MR. APPEL: No questicns, Your Honor.

THE COURT: Mr. Krasnow?

-MR. KRASNOW: No questions, Your Honor.

THE COURT; Ms. Breene?
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MS. BREENE: (No audible response.)

THE COURT: Mr. Christensen?

MR. CHRISTENSEN: Just one guesticn on redirect just to
clarify the last point with respect to the testimony of water
rights being the same as the value of the stock.

o REDIRECT EXAMINATION
BY MR, CHRISTENSEN:
Q * The Chino Basin rights that are held in fee and not
represented by the stock, those values would be in additicn
to the Fontana Union water stock: correct?

A That is correct.

Q So there are two different sets of water rights, if you
will?

A That's correct.

Q And I:xhink you said the Chino Basin is about 32,000 acre
feaetr? |

A 2,930.

Q Okay. And so using 1,500 to 2,000 per acre feet, that

‘would have a value of 4 1/2 to 6 million?

A That's correct. -
MR. CERISTENSEN: I have no further gquestions.
MR. PRATT; Just one point of clarification, if I may?
RECROSS-EXAMINATION
BY MR. PRATT:

0 The figures that you testified to earlier on direct, was
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that just relating to Fontana Union Water Ccompany, or was

that everything together?

MR. PRATT:

THE COURT:

Thank you.

Thank you,

Just to Fontana Union Water Company.

Mr. Houstcn, ycu may step down.

(End of testimony of Mr. John Houston.)

I certify that the foregoing is a correct transcriptl

from the record of proceedings in the above-entitled matter.

September 24,

1988

SftngbLg/ /2??// LquﬁééLé

J. Ford/ & Asscciates, Inc.
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to Settlement Agreement between "Edison
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FINDINGS OF FACT AND CONCLUSIONS OF LAW

THE COURT: All right. We have a variety of matters on
the plate, if you will. One of those concerns the Mine
Reclamation Corpofation agreement. Under that agreement, MRC
will proceed to lease the Eagle Mountain facilities and rail
trackage owned by the debtor to develop that into a gigantic
dump site for the waste of Southern California. It is, in
simplest terms, 1f it is successful, for the debtor, a money
machine; that's all it is. It generates dollars based on the
tippéqe fees and the need for a place to deal with waste of.
that gigantic center of humanity; was amply testified to by
the representatives from MRC at the time of the confirmation
hearings and on that application._

The transaction is one whereby the debtor will con-~
vey the properties to a wholly owned subsidiary, with that
conveyance to be free and clear of the encumbrances of
Meritor.. And that is where the nub comes, because it is
from Meritor that the objection is lodged: that obsjection
primarily, at least at the time of the hearing, revelving
around the fact that once the properties -- that the Mefitor
lien would attach to the consideration béinq received by the
debtor for the transfer, i.e. the stock, essentially, of the
wholly owned subsidiary, because that's where the transfer
occurs. Meritor's concern is that its liens will not continue

on the underlying property, and that the debtor, the re-
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organized debtor may, by vote or otherwise, encumber the

underlying properties and make them valueless.

The testimony at the hearing indicated that in
terms of future cash flows, the value of the interests with
MRC on a present discounted cash flow basis was something in
the neighborhcod of 40 million decllars, I believe. The
autheority for the sale is sought under the Code pursuant to
363, which authorizes the transfer of property free and clear
of encumbrances if the interest that is being asserted against;
the property, the encumbrances, are in bona fide dispute.
Clearly, that is the case as between the debtor and Meritor.

The fundamental issue that arises under 363 is
whether the interest of Meritor can be adequately protected
if the transaction that is reguested takes place. Meritor has|
been an active thorn in the reorganizaticn hearings and pro-
ceedings, as is its right, and the Court certainly respects
the legitimate interests of any creditor to pursue aggressive-.
lf the right of that creditor to be paid. The pursuit by
Meritor, in my view, exceeds all reasonable bounds, con-
sidering the scope of its legitimate interests and the extent
of the properties in which it has a lien or encumbrance. ‘

| The evidence that has been before the Court as @
concerns the value of the steck of the mutual water interests, |
as coacerns the othe; properties owned by the debtor indicate

that the lcan of Meritor of now approximately $800,000.00 is ?
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secured by properties having a value, under almost any

measure put before the Court, in excess of 30 million dollars.

Meritor clings to its position on the indemnifi-
cation argument, an argument that in the final analysis, has
merit truly only if Meritor prevails in the underlying liti-

gation, because if Meritor does not prevail, the indemnifi-

cation claim is simply an offset against the judgment that the

debtor would have against Meritor in any event. 8o the
interests of Meritor, in this Court's view, are enormously

protected, not simply adequately, egregicusly protected.

As to the guestion of whether the transaction itself;

is in the best interests of this debtor, the evidence is that

the Eagle Mountain property, standing alone, has a value of
2 or 3 million dollars, perhaps. This debtor does not have
the financial resources with which to develop the kind of
program that MRC contemplates, nor the contacts to do that.
MRC clearly does. It's kind of a joint venture partner that
was identified at the outset of this reorganization case to
be the prcbable linchpin of being able to effect any kind of
plan of reorganization. It maximizes the value of that.pro-

perty, and deoes so under prospects that, it seems to the

Court, have a reasonably high degree of likelihoed of success.

And the Court, therefore, will approve the MRC transfer on the

terms requested.

With respect to the transaction with PBGC, truly,
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the only objection that focuses on that transaction are the
objections that have arisen in connection with confirmation,
not as they pertain to the merits of the transaction itself;
in particular, the ability of the debtor toc borrow the funds.
The Court understands the impact on the feasibilicy of the
reorganization plan if the transaction with PBRGC is not
consummated. The Court thinks that to argue that the debtor
ought not to be approved to enter inteo the transaction with
PBGC to obtain the loan because the PBGC does not have the
autherity to make the loan borders on the specious.

The t¢transaction can be approved. If the PBGC does
not have the authority to make the lcan, that does not affect
the validity c¢f the debtor being authorized in the first

instance to enter into the transaction. It may affect the

breach of the agreement -- or effect a breach of the agreement:

between the parties, but deces not affect the efficacy of the
agreement itself.

The testimony has been very clear by all who testi-

fied concerning the plan that the loan agreement with the PBGC

maximized the opportunity for this debtor to maximize the
litigation of the claims. And for that reason I can

appreciate the interest of the Jacobs group who would like to

E
!
|

forestall that occurring. The PBGC has certainly, on repeated|

occasions, made it c¢lear to this Court that if this debtor

declined in any way to prosecute vigorously that litigation,
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the PBGC would db S0 at its expense on behalf of the estate. %

I think that there is no gquestion whatsoever that |
the PBGC would have the authority to expend its money to pro-
secute 1n the name and for the benefit of the estate those
claims. And I see no reason why it would not be similarly
authorized to utilize its funds, on a loan basis, to see to it
that the recovery of those funds is possible.

There having been no other objection to the concept

of the PBGC borrowing transaction, as I recall, and certainly

the interests of any other parties that are involved are to be:
maximized by the consummation of that transaction, the Court
will approve the PBGC borrowing transaction.

I might say in response to the arguments made by
Meritor that I do not view the MRC transaction as being one cf%
the nature dealt with in the Continental or Braniff cases |
where they are, in and of themselves, tantamount to recorgani-

!
zation, and I do not think that the timing is inappropriate. '}
aAnd most particularly, I think however it cccurs, the position:

|

of Meritor is so¢o overwhelmingly protected, that its cbjections

On the confirmation issue, I had committed when we

{ simply do not merit serjious consideration. ]

finished the evidentiary hearings on confirmation, tc¢ render
my decision on that issue today. I might have wished that I

had not been quite so optimistic, and considering the

significance of what is invelved, I might wish that the
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findings and conclusions that I will render were more artfully

prepared. But we will deal with what I have, because I
really den't have the time to spend to further it in any

event.

I think that in ruling on confirmaticn in this case,

one must lcok at some historical perspective of what the
debtor has had, what the creditors and the Court have been
faced with. Cerfainly it was made evident at the prior
hearings that there was a time in this country when this
debtor was cne of the proud giants of American industry, and
now faces the focus of the atterneys and the Court in this
backwater of bankruptcy, if you will.

When the case was filed and we had hearings.early
in the case ¢n the motions to dismiss that were aggressively
pursued, the problems besetting this debtor and its estate
were seemingly insurmountable. The debtor arrived in this
court bearing the scales and scars of a bitter proxy fight,

an upheaval in management, transactions that are now the

subject of hotly contested enormous litigation concerning the

leveraged buyouts. It primary assets were real estate
holdings in the state of California that had been the under-
pinnings of the steel manufacturing operations in those
states, and the values that might be attributable or cobtain-
able out of those properties were burdened with enormous

environmental problems from the wastes and the waste waters
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that have been 1éft on those properties over the years.
Certainly this debtor did not have within its possession the
funds or the time necessary to deal with the extent of those
problems.

Also, the hearings have shown us that historically,

whether out of an excess of generosity on the part of manage-
ment, an excess of success on the part of the labor unions,
a combination of those, the company was burdened by what the
witnesses who have testified certainly have characterized as
unusually genercus fringe benefit health and welfare programs
for the employees. The pension plans were enormously under

funded 200 to 250 million deollars. The PBGC, which always

 appeared before this Court, as a governmental agency being

the single largest unsecured creditor in this estate, was

l vigorously pursuing its rights in an area that is clouded by

tremendous uncertainties and litigation that is ongoing and
eating alive some of the other bankruptcy proceedings that are
going on in this country where there are these enormous pro-

blems having to do with the rights of employees and the

Pension Benefit Guaranty Ceorporation in unwinding these fringe

benefit programs.

With no money, virtually no management, with the
outstanding caliber of attorneys that were representing the
diverse interests against the estate, the prospects for re-

organization of this debtor were dim indeed.
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We are now a year and a half later, not an extra-
ordinarily long pericd of time in the life of a proceeding of
this range and nature, and the company has presented to the
Court a plan to let it emerge from the rubble in which itA é
found itself when it came. A combination of factors, it
seems to me, have brought the debtor to this point. First,
there certainly have been the unstemming efforts of ccm?any
management, what was left, and other professionals who repre-
sented the company, both in pursuing the reorganization plan
and in pursuing the litigaticn. ‘ | ‘

Out of those efforts, the company has been able to
liguidate excess assets, to realize the funds necessary to
keep the door open and operations, such as they were, going
forward, to negotiate settlements which, after all, is the
heart and scul of a reorganization proceeding, to find the
joint venture partners in the form of Lusk and MRC, to find
the fugdinq to solve the Metzenbaum problems with the
retirees, to rgsolve the differences with the PBGC that rangedé
in the neighborhood of a quarter of a billion dollars, and to 2
bring a plan to the Court for confirmation.

I made a random note to remind myself that I nad
not dealt with the cash collateral motion, and I will do thax.|

The fundamentals of the plan, as the Court observes
it, really revolves around five principal areas; the MRC

agreement, the Lusk agreements that pertain to the Fontana
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properties, the rehabilitation of that properties -- those

I
|
properties, solving the environmental problems and marketing E
the real estate, the realization of the values attributable i
te the Mutuwal Ditch Company water stock, the aquecus |
reclamation preoject, and the litigation.

Under that proposed business plan, the MRC project
will go forward, as the Court has already commented on, to usef
the empty coal pits in the California desert as the depositcry?

for the waste of Southern California, to be shipped in on the f
railroad tracks, an exceedingly inventive and practical
solution to.a problem that is haunting the world of what to do
with the waste that we generate on a daily basis. It requires:
nc money on the part of the debtor, and provides the likeli-
hood, to a very high degree, of a future cash flow f£rom the 1
tippage fees and the guaranteed rentals to be provided by that;
company. |
The Lusk venture is more difficuit because it must
start with studies and with the development of ways to deal
with the environmental problems that encumber that real
estate. There's ongoing litigation as to a portion of the i
property, and whether that will be a part of this estate or ;
a part of another reorganization estate pending before this
Court. And the problems may not be sclvable., If they are,

the profits are spoken of in terms of gross sales of real

estate in the neighborhcod of 90 million dollars, There is
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|
the benefit of a 5 million dcllar up front loan that
enhances the ability of the debtor to meet its ongoing %
business commitments, and it does relieve from this debtor's :
estate the primary problem of dealing with the rehabilitation
problems of that real estate. j

The water stock presents an opportunity for value

that certainly is not unknown to those of us who live in
Colorado, who recognize that water resources are an extremely
valuable right, that there is an ever increasing need in the
urban areas for water. The range of values of that stock have;
been from in the neighborhood of 8 to 10 millicon dollars to in:
excess of 40. And under any circumstances, perhaps enhanced

in the event of an earthguake, scmething of value te this

]
i

The agqueous reclamation project is scmething that is;
ongoing. There is 2 million dellars to be committed out of
the Lusk money to dealing with the -- some c¢f the water
pollution problems. That has been an operation conducted by

the debtor, and one that can continue. And the litigation,

then, provides the extra, or the prospects for extra.

The funds from the PBGC certainly have been recog-
nized to be of enormous assistance in prosecuting the litiga-
tion. I differ with Mr. Krasnow's evaluation of what the
testimony has been, however. I don't think anyone has testi-

fied that witheout the PBGC funds, the debtor would be without
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means to prosecute the litigation. It might be more costly,
there may be more contingent fee agreements, but I have not

heard, that I can recall, that without those funds, the plan

will fail.

Without those funds, and without the prosecuticn of

the litigation, the opportunity for the significant payout

might not arise, but the underlying business programs through

MRC and Lusk and the water stock and the agueous treatment

programs remain and could be cperated. The testimony of the

experts that was presented at confirmation was that, in
cautious terms as the experts have all come to me, that it

was likely, more likely than not, that the debtor could

succeed. Not assured, few things are in this court, but more

t than a fair opportunity for the debtor to succeed. Not just

that if this Court would but confirm a plan, the debtor could

find a joint venture partner. The debtor has done that, and

those parties have come forward.
The reorganization plan itself is an interesting

mix, drawn, I think in an inventive fashion, to meet the

unique problems that this case presents. The secured credi-

tors are dealt with as specified, and the debtor has filed

an amended statement of treatment of the individual secured

creditors under the plan, and all of the secured creditors,

save Meritor, have, I believe, withdrawn objections to the
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plan.

The plan was submitted to the creditors pursuant
to a disclosure statement approved by this Court in
achrdance with 11 USC Section 1125, and the debtor presented
to the Court a tally of the ballots, and has filed with the
Court now the formal tally of the ballots received. That
tally showed that all affected classes had accepted the plan
except Class 4-C, which was the pension claimants, which had !
net accepted the plan due to the ballct of PBGC against that
plan, and the stockholder classes had not accepted the plan.

At the confirmation hearing, the Court was presented;
with the amendments to the plan. Those amendments had the
effect -- well, the concept of Class 4, which was the un-
secured creditors, was that that c¢lass, in fact, was made up
65 three separate classes; Class 4-A providing for the payment;
ef the claims held by the trade creditors, Class 4-B providingé
for the claims of the retirees, Class 4-C providing for the
claims of the pension claimants. Each class was to receive a
portion of the shares of the common stock of the reorganized %
debtor, and a specified percentage of the funds expected to be%
realized, or that might be realized out of the litigation. %

The conflict with PBGC was resolved. As a part of %
that, the PBGC committed to loan the 4 million dollars on a

revolving basis, teo which the Court has made reference and

approved today. And further, the plan was amended so that as
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‘stock to be attributable to the interests of that class

16

to Class 4~A, the pro-rata share of net distributable proceeds
to be distributed to the claimants of that class was reduced
from 17 percent to 15 1/2 percent, and the number of shares of
common stock were reduced from 4,590,000 shares to 4,320,000.
The Class 4-B retiree benefits, the percentage of net distri~
butable proceeds to be allocated to that class was reduced

from 55 percent to 32 1/2 percent, and the number of shares of

reduced from 14,850,000 to 14,310,000.

With respect to the Class 4-~C claims, the PBGC, the }
share of the distributable proceeds attributable to that classi
was increased from 24 percent to 28 percent, and the shares of%
stock increased from 6,480,000 to 7,755,000. The shares of i
the preferred stocck interests, those classes were zerced out é
s that they would not parficipate in the recrganized company,g
and that amendment was presented to the Court. !

The PBGC moved to withdraw its cbjections to the i
plan and to cast its ballot in favor of the plan, and the %
Court approved that, notwithstanding the provisions of the
bankruptecy rules. It is my view that negotiation is the heart!
and soul of the reorganization process, and that it is silly
and fruitless to require a re=solicitation of this plan in
order tcllet the PBGC exercise its franchise to vote in favor
of the provisions that it had negotiated.

With respect to Classes 4-A and 4-B, the Court found
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that their interests were adversely affected. It was argued
that the Court need not deal with that problem if the Court
found that the interests were not materially and adversely
affected, and it was my view then, and remains, that the
statute and the rules, in fact, say that the votes cannot be
counted in faveor if the plan is amended and the interests are
adversely affected. It is not for the Court to rule or to

determine whether it i1s so insignificant that the individual

creditor, if given the opportunity, would not change his vote.

Therefore, despite what the Court truly considers to-

be a de minimis amendment in light of the size of the claims
of this estate, the Court determined that the favorable vote
previously given by the members of Classes 4~A and 4-B could
not be accepted for purposes cf confirmation, and determined
that we could only go forward if the debtor either re-

solicited those classes, or was prepared to confirm the plan
under 112%(b), and the debtor elected to do the latter.

1129 sets forth the standards fcor confirmation of a
plan. The Court can confirm a plan cnly if the following
requirements are met, The plan complies with the applicable
provisions of thisﬁtitle, and the Court finds that this plan
does that. That the proponent of the plan complies with the
applicable provisions of this title. It has been argued by
the Jacobs greoup that this debtor -- these plan proponents,

I should say -- have not complied with the applicable pro-

i
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visicns of this title because of the failure to re-solicit |
votes in light of the amendments to the plan, which the Court l
has found were adverse to the interests of Classes 4-A and E
4-B, :
k

It is arqued that the Code specifies, and that the |

rules specify that if there is an amendment, and if the Courc E
finds that the amendment is adverse, that the debtor then mustg

comply with 1125. BAnd I simply disagree. The Code provides

that the debtor can amend the plan at any time up until con- i

firmation, and that the plan, as amended, becomes the debtor's:

plan. The Code does provide that a vote in favor of the plan
cannot be counted -~ well, in the rule, I think is truly where:
it is =-- cannot be counted if the change is adverse, unless
that creditor is given the opportunity to change his vote
after disclesure pursuant to 1125. BAnd Code Section 1125
specifies that you cannot solicit that acceptance except with
a disclosure statement duly approved under 1125.

The Jacobs group cites the opinion of my colleague,
Glen Clark, from Utah, which is certainly the longest opinion
that deals with the applicability of 1125, to the effect that
you must have a disclosure statement, even under circumstances

which, if I remember correctly in that case, there was not an

impaired class. I have a great deal of respect for Judge
Clark and for his opinions, but in that respect, he's simply

wrong. 1125 very clearly says that acceptance or rejection ofJ
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a plan may not be solicited after the commencement of the case!

except with a disclosure statement. There is nothing in the

Code which says that you must solicit acceptances or é

rejections. And there is nothing in the Code that I have ever |

|
read that requires the debtor to promulgate a disclosure !

i

statement in every case. !

The Securities and Exchange Commission has been i

known to take the position that the debtor must solicit votes '

from the common stockholders of a public company in connection:

i with a plan that proposes the sale of the assets of that
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| company, even though the company is clearly insolvent and the

stockholders will not participate under the plan. A degree of:
folly that has always baffled me. There is no reason why
debtcors should be put to that kind of expense to go through a
fruitless act where it is clear that the sharenoclders will
reject the proposal in any event, and the plan very clearly
can be confirmed despite their rejection.

And so here, in my view, it was not necessary for L
the debtor to re-solicit. The debtor could not argue that the}
acceptances received would be binding, but the debtor could T
confirm under 1129(b) as if the classes had not accepted and
were impaired.

I don't think that we have, and no one has argued,
a due.process problem. The debtor's plan clearly proposed

that there would be distributed to the members of Classes

|
|
|
|
|
|
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4~A, B and C, a percentage of proceeds and a number of shares
of common stock, or such other percentage of proceeds or
shares of common stock as the Court might determine necessary
to permit confirmation of the plan. There was notice that at
the confirmation hearing, there may be adjustments to the
distributions made, and parties had every opportunity to be
present at the confifmaticn hearing and deal with that issue.
And I think that for due process purposes, that notice is
sufficient. Therefore, I find that the debtor, the plan pro-
ponents, complied with the applicable provisions of Title 11.
1129(a)(3) requires that the plan has been proposed
in good faith, and not by any means forbidden by law. To the
extent that the provisions stating that it has been proposed
not by any means forbidden by law encompasses the problems

just alluded to concerning the solicitation of acceptances, I

find the same. Further, the Court is entitled to presume good

faith in the absence of the showing of bad faith, and there

has not been any assertion, even by the mest vigorous cof the

dissenters, that the plan proponenﬁs have proposed and pro-

ceeded with the plan other than in the best of good faiﬁh.
The Court finds that there is nqthing in the

evidence to indicate that the debtor or proponents propose to

make any payments to any person issuing securities or

acquiring property under the plan, or in connection with the

plan which is not -- which payments have not been approved by,

i
1
i

j
|
|
!
1
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or which are not subject to the approval of the Court as
reasonable, The proponents have disclosed the identity and
affiliation of the individuals proposed to serve after con-
firmation of the plan as directors and officers of the
debtor, and as affiliates of the viva trust for the benefit
of the retirees, and of the successcr to the debtor, which is
the reorganized entity. And the appointment and continuance
of those persons is consistent with the intérests cf the
creditors and the equity security holders and with public
policy, and there has been disclosed the identity of any
insiders that will be employed or retained by the reorganized
debtor, and the nature of the compensation for those perscons.
There is no governmental regulatory commission which governs
the rates charged by this debtor in the general operation of
its affairs.

With respect to 112%9(a)(7) -~ excuse me -~ {a)(8),
passing (a){(7) for the moment; with respect to each class of
claim or interest, each cla#s has net accepted the plan, and
some of those classes are impaired, which brings into play the
confirmation standards of 1129(b). With respect to
1129(a) (7}, the claims specified, the type specified therein,
have been provicded for to be paid on the effective date of the
plan, or the evidence disclosed that arrangements have been
made Qith attorneys and professionals and others to paylthose

on satisfactory terms.

i
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With respect to the tax claims, 507(a)(7), with all

due respect to the Congress inability to re-number, those

claims will receive, in the agreed cases, deferred cash pay- 1
ments over a period not exceeding six years equal to the
allowed amount of the claim.

At least one class of claims that is impaired has
accepted the plan; that being Class 4-C. The Court has found
already that confirmation of this plan is not likely to be
followed by the ligquidation or the need for further financial

reorganizaticn, and that the fees payable under Section 1930

have been paid, or will be paid on the effective date.

The primary focus, and the objections to confirma-
tion is on the treatment of Class 4-B, at least it was at the
confirmation hearing -- today we have heard from the voices of

i
1
|
|
i
1
i

4-A -- and on the application from theose objecting on the
]

retiree group who seem to be noticeably absent today, the !
arguments that the plan failed to meet the requirements of
1129(a)(7) and 1129(b)(2). Those arguments require the Court
to focus con the makeup of those classes, the claims repre- ?
sented in those classes, the assets that are to be dealt with. |
The Class 4-B claimants is made up of the fcrmer

Kaiser employees who were participants in the medical benefit
plans and other fringe benefit plans that had been implemented|
by Kaiser for the benefit of its employees. The testimony of

the expert, Mr. Spring, indicated that the benefits provided
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by Kaiser for its employees were extremely generous, perhaps
exceedingly so. There is an inherent difficulty in this type
of claim as opposed to the normal creditor claim. It was
expressed very well by Mr, Dankner (phonetic), who testified
that programs of this nature are expressed to the employees,
the c¢laimants, in terms of benefits, not in terms of dollars.
It's expressed in the form of future promises, not in the form:
of commitments to pay. The employees were offered continuing
medical, health, welfare, life, disability benefits. They
were not promised additional pay or fixed dollars.

The guestion then is what claims do these employees
have, and how does the Court estimate or determine thcse
claims. The general consensus from everyone who testified was |
that it is virtually impossible to guantify the claims. The i
testimony on behalf of the obijectors, Mr. Pritchett and Mr. ;
Pratt, was that they could not, in filling-out their claim
forms, put a dollar figure to their claims -- the claimants

themselves,.

There are a variety of factors that feed into this
prcblem. Cne question is exactly what is the claim. To the
bankruptcy lawyers, we see -- and to the Court -- we see
claims by creditors, c¢laims for services rendered, claims for

products purchased, claims on loans, dollar claims. Mr.

Quinn, counsel for Mr. Pritchett, appeared to argue that it F
|

is -- that the claim should be measured by the employee's
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present cost of obtaining benefits. But the Court wonders
whether that is a relevant measure.

Again, we are speaking of claims for breach of a
promise to provide a benefit in the future. What of the
employee who does not need that benefit, what of the employee

wheose health is such that he has de minimis medical claimg --

blessed is he -- what claim does he have against this debtor's;

estate? He's not paid any doctor bills. He may not have to
pay any doctor bills of any significance at any time inmthe-
future. And if he does not, what has been his loss, and how
do you measure the likelihood of that? What of the employee
who has gone back to weork for another entity which has
provided him with as good or better coverage? What are the
claims of the employee whose wife is employed and there are
family benefits that are as good or better from her employer?
wWhat are the claims of the employee who has partial coverage
elsewhere?

It truly seems impossible to be able to quantify

the claims of individual retvirees under those circumstances,

I
|
i

i

1
i
i
!

|
|

Certainly the problem is fact driven. Mr. Pritchett commenced}

i a class action on behalf of the retirees for the purpose of

determining their claims, which this Court dismissed, in
large part because it was procedurally improvident, and in
large part, because there were not, it seemed to me, these

overriding common issues, because you must deal with each

i
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retiree. And dealing with that claims process could take
years, and an enormous cost to the retirees if they must come |
cne by one and prove their claim, particularly in light of
the acknowledgements by Mr. Pritchett and Mr. Pratt that there%
was no way that they could estimate what their claims were.

The evidence that was introduced described the claim,
forms that were develcped by Kaiser, the retiree subcommittee, :
through the help of the experts, and that were sent out to thei
employees. These claim forms, and as a part of those, .
estimates were made of the cost of coverage premised on the
insurance -- kind of insurance coverage the particular retiree;
had, and the cost to Kaiser of providing that coaverage at that:
time, taking into account the risks of future price increases,i
the cost of money, et cetera. And those claims estimates werei
sent out to the emplcyees in an effort to give them some guideé

as to the range of figures that might be appropriate.

Pursuant to the report filed by Coopers and Lybrand, adding up?
those claims totalled some 316 million dollars. E
But that figure, as the experts acknowledged, was !
misleading because of the premise on the starting fixed cost
of coverage and the fact that it was an explicit figure i
dealing with each individual claimant without taking into
regard the variables that could attach to the claims. It

truly was not an effort to determine claims; it was a very

significant effort nonetheless.
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difficult group to work with because it is a fixed aging
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With the advent ©f the Metzenbaum legislation
applicable here, the focus changed, perhaps for the better,
at least in some part. The Metzenbaum focus is not on claims.
The Metzenbaum focus is on benefits. The debtor is not

called upon to pay the claims of retirees, but is admonished

to provide the benefits. It's easy to see scme of the wisdom |
of the Metzenbaum legislation superimposed on the needs of %
LTD where there is a continuous revolving pool of employses;
difficult or harder to superimpose Metzenbaum on a Kaiser
Steel, where the employee group has long since been
terminated. :

But nonetheless, the reguirements cof the interim |
Metzenbaum legislation were applicable, and put the focus on i
the benefits. And, thus, here the focus was oh the cost of %
the benefits, and the study done by the professionals started
with the basic analysis that was sent out to the employees.
The testimony was that the experts who worked in this area,
who described it as a truly evolving area, they utilized their
judgment to fix trend rates of rising health care costs, to
the extent anyone can deal with that crystal ball, future
interest rates to determine present values, mortality tables
to figure out how long the employees will live.

Acknowledgement was made that it was an extremely

group, not a revolving poel. And, therefore, the risks of
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higher health coverage are enhanced. It makes it a group

that is not attractive to an insurer, to insure on a group

basis. And the experts could, but at best, estimate the
range of the benefit costs 350 to 500 million dollars. Then

the experts all agreed that this was a reasonable range, but

it is not a determination of great precision.
Dealing with valuation ranges of that nature is

not the inherent stuff of which confirmation decisions are

rendered. There are other factors that come into play in §
terms of viewing confirmation. Pursuant to the Metzenbaum
legislation when it was initiated, the company was obligated
to continue to apply benefits. But the company had no funds.
Under that Metzenbaum bill, it was provided that if the

would terminate. So the retirees did not want to see the case}
cenverted, but were anxious to see that the Metzenbaum |
requirements were met. And that was done via the funding ?

provided by GATX whereby the debtor borrowed 7 million dollars

parties have referred to as the wviva trust.

The purpcse of that trust was to take the funds

!

i

| of health care benefits to the largest group ¢f people for thei

longest period of time, estimated to be two years. Pursuant

to the so-called Metzenbaum legislation as ultimately adopted,
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. promised benefits to be paid for by the employer. It was
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the claims of the employees for benefits pending the Chapter
11 are to be administrative claims, and those claims were

settled pursuant to the viva settlement.

But in evaluating the impact of 11239(a)(7), the i
a
fact remains that if the case is converted, the employees i

have no ongoing right to benefits. And I must confess I don'ti
|

know what to make ¢of the language, and what the impact is on

|
the employees who have received interim benefits at a priority|

to the claims of other creditors of the estate once the estate]
\

is converted, and what their status is, and on what basis they%
are entitled to retain those payments as opposed to the rightsé
and interests ¢f all other creditors of the estate. As usual,i
special legislation weaves very special kinds of problems, }
and there will come an unfortunate time when some court will
have to unwind that kind of problem, and I earnestly hope it
is not this one,
If the case is converted, even at this stage and

even separate and apart from this problem of what do you do

with the interim administrative claims, the Ccurt is then back

to the problem of trying to determine what the claims are. In

the final analysis, as I view the matter, the employees wers

recognized that the debtor would dedicate those funds that

1
!

were necessary to provide those benefits. And, thus, it seems

to me that it is reasconable to estimate the employee claims
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]value of future cash flows estimated to be 30 million dollars,
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based on the funds. the dollar amount that the company had,
in effect, agreed to dedicate to provide the benefits. And
the experts say that amount is 350 to 500 million dollars.
And the Court accepts that estimate and believes there's
reasonable basis to do so.

There are other claims in this estate. There are
claims of the trade creditors. Mr. Stoddard estimated that
in the final analysis, those claims will fall in the range of
93 million to 175 million dollars. And there are the pension
claims, including PBGC, in the range of 200 to 250 million
dollars.

In looking to the standards for confirmation under
1129(a)(7) and 1129(b), the Court must also consider the
assets and their values. I've already made mention of the
assets, the fundamental assets that will underpin the re-
organized estate.' Mr. Stoddard generally testified as to
values. Some values are reasonably certain to be present.
Mr. Stoddard's testimony was that the stock in the mutual

water company might be maximized in value of 28 million

" dellars. It appears that once again the debtor’'s estimates

may be low, and perhaps bids on that ought to be brought to
this Court for an auction where we have had some success in
extracting higher values, But those values are there.

There is the MRC contract with a value, a present
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some speculation there, but some reasonable degree of

&
certainty. The Lusk contract, it seems io the Court, is g
highly speculative, highly volatile because of the significant;
environmental problems that may or may not be solved. But the;
contract offers a reasonable basis for the sclution of those i
§
problems; one that is not present in a Chapter 7 case. There E
is no evidence to controvert Mr. Stoddard's testimony that %
much of the motivation underpinning the Lusk contract, mﬁch ofi
the values to be derived there come from the commitment of |
Kaiser to remain, to be actively involved with the environ-
mental agencies in assisting with the efforts with those
properties. And there are a variety of returns possible in
the reorganization case; the 5 million dollar loan is the

benefit up front, the opportunity to cover the cost of the

environmental cleanup, the profits to be derived from the

land, a gross amount of maybe 90 million dollars.

If this case were premised in its entirety on the
Lusk contract, as many recorganization cases are, the Court
would be skeptical, indeed, of the prospects of feasibility.
But it is, in large part, an adjunct; it is a way to deal
with the environmental problems, to have the funding for those

problems, with the chance to maximize the value of the pro-

perties. Absent the Lusk contract, the proposition is to try
to find someocne to buy those properties at some price, and

take on the burden of the environmental problems. And the
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values that you can attribute to property under those circum-
stances is very difficult to arrive at.

Theré are values attributable to the ongoing water
treatment projects, and there is the litigation. Smaller than
an elephant; bigger than a flea. Claims in the neighborhood
of 300 million dellars. One thing is, I think, certain; even
with values of this nature, maximizing the dollars attri-
butable to the litigation, maximizing the MRC values, the
Lusk contrﬁcts, all of the various bits and pieces, the

company truly is, as Mr..Stodda:d testified, hopelessly

insclvent. And, therefore, there is no basis for any partici-;

pation in the reorganized company by the former shareholders
cf this debtor.

By contrast to the potential values to be derived
in the reorganization, the Court must look toc the values if
the company wbré to convert to Chapter 7. The debtor's
estimate of Vélues of the assets in a Chapter 7 were that the
assets might be worth 20 to 30 million dollars. An estimate
of 10 million dollars or less from the water stock if the
company was pressed to sell that, an estimate of zero from
Lusk because of the fact that Kaiser would not be involved in
the ongoing cleanup, and the values, if any, ¢f the Fontana
properties would be eaten up by the reclamation costs that
would extend over a good many years before those problems

were solved. And the MRC values, to the extent that they are
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there to a reorganized company, are something else again if
this debtor were put to the point of selling that stock to
a third party with the resultant discounts.

The litigation, the company estimates, is zero %o
the Chapter 7. The Court is not so sanguine that a trustee
in a Chapter 7 would realize no value out of this litigation,

presuming there is any value in it anyway. But I don'‘t

. question the judgment that a trustee's role is much different

from that of a debtor, and that the ability of a trustee to
settle or litigate is reduced. The opportunities to stay
with long-term litigation at high cost to the estate are very
curtailed. The interests of a Chapter 7 trustee ocught to be
to administer the estate quickly and efficiently, and distri-
bute money. The interests really are not to litigate on a
long-term committed basis, and any defendants know that. And
that knowledge wreaks great pressures in settlements.

I don't think it's necessary for me to fix specific

values. What is clear to me is that the realizable value of

the assets in Chapter 7 is significantly lower than the values

to the reorganized company. For confirmation purposes, Mr,
Pritchett has argued that the plan fails to meet the require-
ments of 112%(a)(7), which requires that for every class of
creditors who are impaired, each creditor in that class has
either accepted the plan or will receive, or retain under the

plan on account of such claim, property of a value, as of the
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effective date of the plan, not less than the amount that such!

holder would so receive or retain if the debtor were
liguidated under Chapter 7 of this title.

Mr. Pritchett really made two kinds of arguments.
One argument was that the values to be realized upon liqui-

dation would be greater than these estimated by the debtor.

And I think that may be true. The other argument actually hadi

to facets to it. One argument was that the retirees did not
receive anything of benefit under the plan ~=- anything. The
retiree class is set up under 4-B so that distributions are

not made to the retirees, The plan is set up so that the

| retirees receive what Senator Metzenbaum has mandated retirees:

are supposed to receive, which is to say benefits. Those
benefits will be provided by the expanded viva trust, in which!
cf that trust on a dollar for dollar basis. Every dollar of
value that goes into that trust goes toc the benefit of those
retirees, and it is specious to argue that the members of that,

class do not, because they are participants in a trust,

receive anything of value under the plan. |
The other inherent part of Mr. Pritchett's argument, |
as 1 understood it, is that the claims of the retirees, é
estimated as they were for reorganization purposes, did not :
reflect the true claims that they would have in a Chapter 7,

which would be significantly greater. And, therefore, in a
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Chapter 7, as a class, they would command a right to a larger
share of the pot. And to that, I simply must return to my
findings that it is reasonable to determine those claims based
on the dollar amocunts that the company had inherently
committed to provide for those retirees. That was the money
that the company was going to pay out to them or for their

benefit, if you will, and that is a reasconable measure of the

Therefore, I cannot accept the argument that in
Chapter 7, the aggregate claims of that class would be signi-

ficantly different from those estimated by the experts for

purposes of confirmation. |
It was argued by the counsel for Mr. Pritchett that %
there was an unidentified retiree who had not voted in favor i
of the plan, who lived in a remote area, who would not be ablei
to participate in a program for continued coverage under the
viva trust, and whd, therefore, was being disenfranchised and
would not receive as much under the plan as he would receive
in a Chapter 7. But it is clear that even that individual who
might not be able to afford to make the cash contributions
necessary to participate in the viva trust, would nonetheless
have the benefit of the enhanced prescriptive drug program and
of the life insurance coverage, and of access to the other !
bénefits that can be provided by the viva truset with the

funding provided under the plan.
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Those rights, as beneficiaries of that £rust, have
obvious values. The Court also cannot ignore the fact that
the beneficiaries of the viva trust already enjeoy 7 millicn
dollars, a benefit that was not available to other creditors
and was not available to the retirees in Chapter 7. The
Court must also recognize, I think, that if the case were
converted, the time and expense to be involved in determining
the claims of the retirees, the administrative costs attri~
butable to the cleanup problems, 20 to 40 million dollars at

Fontana alone, the other administrative or priority claims

for the PBGC and for taxes, the general uncertainty as to what:

the claims of the retirees ought to be or how they cught to be
determined, the limited amount of dollars that could be
realized from the assets, certainly a reduced amount in
Chapter 7 from the reorganization case, the 7 million already
in the viva trust and the continued benefits to be provided

to the retirees, leads the Court, inescapably, to the con-
clusion that they are significantly better c¢ff under the
reorganization than they would be in Chapter 7.

The claims of the unsecured creditors in Class 4-A
are not quite as enhanced as the retirees; they are not quite
the same problems. We know what claims are for the business
creditors; they're measured in dollars and cents, can be
determined. They have not had the benefit of a viva trust

during the pendency of this Chapter 1ll. But nevertheless,
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their claims are not going to escalate, as Mr. Pritchett
would argue that the claims of the retiree class might in a
Chapter 7. And since their claims have remained relatively
the same, and since the Court is clearly satisfied that the
value of the assets in Chapter 1l in the reorganized debtor
exceed, significantly, the values that could be realized in
Chapter 7, the interests of those creditors, similarly; they
will receive more by reason of their claims through the re-
organization process than they would receive if the case were

converted.

Mr. Pritchett has argued that the plan cannot be
confirmed under 1129(b}{2). That section provides that the ]
Court can coﬁfirm the plan even though a class has not voted
in favor of the plan, provided the plan does not discriminate
unfairly and is fair and equitable with respect to the
impaired interests.

Fair and equitable is a term of art in reorganiza-

tion proceedings. It is incorperated in the Code as to these

that the class -- that the plan is fair and equitable if the
heolder of any claim cor interest that is 3junior to the claims |
of such class will not receive or retain under the plan on
account of such junior claim or interest any property. The

classic test of Consolidated Rock. And that is the effect of

the amended plan.
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The shareholder classes do not participate. The
classes junior to those of Classes 4-A, B and C take nothing
under the plan. And, therefore, as to the Classes 4-A, B and
C, the plan is fair and egquitable. The real guestion as it
pertains to Classes 4-A and 4-B is whetherlthe plan unfairly
discriminates. As to the claims in 4-B, the Court returns
once again to its findings that the range of retiree benefits
and those values as set forth in 4-B is reasonable, ahd that

it is reasonable to estimate their benefits in the range of

{ 350 to 500 million.

There's been no suggestion that the range of claims
for the classes in 4-A and 4-C are unreasonable. Thus, the
debt range on a high and low basis can be examined, and the
interests cf the Class 4-B can be examined under a best case
basis. If the claims of the retirees were estimated at 500
million dollars, the unsecured creditors at 93 million, and
the PBGC claims at 200 million, the retirees would have 63
percent of the debt versus 12 percent for the unsecured and
225 pefcent for PBGC. On a worst case basis, at least as
pertains to the retirees, where their claims were allowed at
350 million, the unsecureds at 175 and the PBGC at 250, the
retirees would have 45 percent, the unsecured 23 and the PBGC
32. The average of the claims, if averages mean anything
under these circumstances, for the retirees is 54 percent.

Under the plan, they will receive 54 percent in stock and
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52 1/2 percent from the litigation.

The retirees also get the 7 million already in the

viva trust. They get voting control of the ongoing company,

, . . e !
which in many respects, is even more significant here because |

that voting contrel will be held by a single unified trust and
voted as a block, as opposed to splintering it among the hands
of many in a given class. They receive priority funding cf

3 1/2 million dollars a year out of litigation proceeds. They

receive the benefits of the funding from the PBGC to fund the
ongeing litigaticon. And perhaps most importantly of all, they|
\

receive the benefit of speed in resclving the basis upon which|
|

I
their interests can be provided for. There is no evidence !
' |

before the Court of any reasonable basis to estimate a higher

claim for the retirees: . ﬁ
The same analysis can be made from and for the f
interests of the unsecured creditors. Certainly their repre- ;
sentative testified that as to 1129(al(7}, the representatives%
on the creditors committee of the trade creditors were con-
vinced that they would feceive nothing in Chapter 7, and that
the allocation of the interests among Classes 4-A, 4~B and
4-C had been the result of informed, well represented,
diligent negotiations carried on over a number of months to
arrive at the final allocations. Those parties, representa-

tiveé of 4=-A, 4-B and 4-C, were all satisfied, and so testi-

fied and represented to the Court that the plan represented a
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fair balancing, that the plan is fair and egquitable among the
i
3 : ;
interests, and that the plan does not unreasonably dis- i
criminate in allocating the interests of the reorganized

company. And the Court believes that is true; that the plan ;
[

strikes a balance which is not unreasonable, and which clearly

does not discriminate unfairly. i
Meritor had its objection. The plan provides that i

i

Meritor will retain its interests under the plan. An argument:

was made that the plan does not adequately provide for its |
i
implementation because it does not specify the manner and

means in which Meritor is to have a continuing claim to cash !
1

and cash collateral. and I don't think that there is anything;

| under the Code that requires that that detail be specified

under the plan. The debtor is dedicated under the plan to
provide feor the continuing interests. On one point, Mr. Prattl
and I see truly eye to eye:; Meritor receives the indubitable
eguivalent under 1129(b), and the plan ought tc be confirmed
with respect to those interests,

The Court, therefore, concludes, based on those
findings, that the debtor's plan, the propenents' plan, since
it is a multiple proponent, meets the requirements of 1129 of
Title 11 of the United States Code, and, therefore, will be
confirmed.

Let me back up. The last matter that the --

MR. CHRISTENSEN; Excuse me, Judge, there are two
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matters. You may have thought you covered it, but the Lusk
loan, you just d4id not mention in your statement.

THE COURT: I signed that order, Mr. Christensen.

MR. CHRISTENSEN: That wés for the joint venture. The
loan came along separately.

THE COURT: I'm sorry, all right.

MR. CHRISTENSEN: Because it also primed the Meritor --

THE COURT: Well, as to the Lusk lcan, I will incorporate
my findings as to the MRC transaction, insofar as the
interests of Meritor are concerned, to be adequately pro-
tected. As to the requirements for the Lusk lecan, I have made§
mention of the 5 million dollars to be provided by Lusk. Mr.
Stoddard testified today that those funds are needed to pro- %
vide the 2 million dollars to deal with the water pollution |
problems on a current basis, and to provide working capital.
There is no guestion that this debtor has, throughout this
proceeding, been strapped for cash, and that that cash is
necessary, and that that locan is reasonable under the terms
provided, and will be approved.

With respect to the cash collateral, the evidence
before the Court indicated that the debter holds a promissory
nete for 3 1/2 million dollars from IMAC, and cash in the
amount of roughly 900,000, which it proposes to use. That

cash will be used, in part, to provide for the claim of GATX

of $150,000.00. Out of those funds, there will be escrowed
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1
i

$400,000.00 to provide for the principal amount of the Meritor,

claim. And the debtor would propose to utilize the balance ofE

the cash collateral for working capital or other necessary
purposes, and to provide adegquate protection to those who
claim interests in that, in particular, Mr. Appel's clients,
by letting their disputed lien attach to the value of the
promissory note.

It has been argued that there has been no values
established for-that note. The testimony was presented by
Mr. Bradford. He is familiar with IMAC because of the fact
that he sat on the board. He has seen the cash flows, the
financial statements of that company. . He valued the under-
lying collateral for the note, the machinery and eguipment,
at some 12 million dollars based on its book value, which is
of little meaning in valuing machinery and equipment, an
appraisal which the Court has nct seen, but finally, on a
realization of the cash flows and profits derived by IMAC in
the continued operations of its business utilizing that
machinery and equipment for the manufacture of steel drums
and others for the production of plastic mouldings.

The company has had ongeing dealings with IMAC in

selling back to it preferred stock and other notes, ligui-

dating a portion of the debts and obligations between the two

companies. The note is for 3 1/2 million dollars. The

interests of Mr. Appel's clients are contested and consist,
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if I understand it correctly, of claims for attorneys fees,
claims that are in dispute and ultimately will be resolved
either by negotiations or by hearings before this Court to
determine the reasonableness of fees and the amount to be
allowed as claims. Something that lends itself to virtually
a degree of imprecision commensurate with that that pertains
to retiree claims, figures that sometimes are as hard to fix
or determine. Claims of a size and significance that are
something other than claims for monies advanced or for pro-
ducts sold, where the figures are rather hard and fast.
Given the nature of those claims and the offer that
those claims will be secured, to the extent they exist, by

the outstanding note which comes due in a year, I believe

| offers those claimants adequate protection for that disputed

claim. The interests of Meritor are otherwise adequately
protected.

I certainly concur that the prior arrangements made
to permit the sale of the underlying nbtes which allowed the
claims of Mr. Appel's clients to attach the proceeds did not
serve to commit those cash proceeds irrevocably and forever
for the payment of those claims. Those interests are subject
to being dealt with under 363 of the Code, and to allow the
cash collateral toc be used for the debtor's operaticons with
those interests to be adequately protected by.the notes.

Have we now covered all outstanding matters that

|
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are before the Court today?

MR, CHRISTENSEN: That covers everything before the
Court. I'd like leave not later than, like, Tuesday or
Wednesday, and hopefully Monday, just some other parties
haven't seen it, to submit a form of confirmation order, not

dealing so much with these facts, but as you may recall, the

]
1
i
]
1
\

plan itself reguires that the order contain certain provisions:

with respect to the prescription drug plan and just other
technical things. So we'd like to submit a form of that
crder to Your Eonor.

THE COURT: That's fine. The formal order that was
submitted on the MRC transaction --

MR. LEWIS: It was submitﬁed, and I would like to submit
another order, an amended order ~-

THE COURT: All right.

MR, LEWIS: Just in the legal description.

i
!
1
|
1

t
!
|

TRE COURT:; That's fine. I was just going ¢o say, I have|

it sitting on my desk to look at.

MR. LEWIS: We'll get that up to you first thing Monday.

THEE COURT: All right. Mr. Feuerstein?

MR. FEUERSTEIN: Your Honor, I would alsc submit a pro-
posed form of order in connection with USWA and retiree
subcommittee settlement on the cash cocllateral.

THE COURT; All right, that's fine. That can be done.

If you will submit, then, the form of order for confirmation,
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then that order will enter.

MR. CHRISTENSEN:

Thank you, Your Honor.

THE COURT: There being nothing further, we'll be in

recess.

(End of findings of fact and conclusions of law.)

I certify that the foregoing is a correct transcript

from the recerd of proceedings in the above-entitled matter.

September 26, 1988
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