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As you requested, enélosed is a revised version of "The Asbestos Business -
1980 & 1981" which I originally prepared on 9/19/80 for Mr. Adams. The major
evision concerns the 1981 sales program and this report should provide you -
ith enough information to develop the 1987 budget narrative.
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'Enciosed is a revised version of "The Asbestos Business - 1980 & 1981", which

originally sent to you on 9/29/80t

t has been updated with regard to our projected 1981 sales performance and
will be used as a basis for the Annual Business Budget Narrative.

Jopn L. Myers
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‘e : THE ASBESTOS BUSINESS - 1980 & 1981
‘ * {JLM, 10/28/80)

Through September, asbestos sales were at an all-time recorg high for this period
' df $5.5MM; 8% .ahead of budgei. Sales volume was 23,000 tons, or 102% of budget.

The quality of the asbestoslbusinésg continues very good with earnings at 13.6%
of dales and ROA at about 20% through éeptember. Based on forecast I1I this perfor-
mande should continue through the end of 1980, and total sales should be a new annual
high of $7.3MM, Ar 107% of budget.

Domestic sales have been held up by the floor tile and drilling mud industries,

while the Qagging auto 1ndﬁstry has adver§é1jméffected sales of Resin Grade products.
The floor tile companies we supﬁiyrare primarily involved with tile for commercial
and public buildings so the drop in single family housing starts has not affected our
busifess as much as ¥t has Canadian asbestos companies. Our two ?ajor tile customers
use dsbestos peliets in bulk, which now accounts for 74% of our tile grade asbestos
The apparent permanent shutgown of Atlas Asbestos Company, our only domestic
titor, will give us increased sales at GAF's plant in Long Beach, California, in
and 1981, Oversupply of short fiber in Canada willprompt some serious competitive

problems at our tile customers in the East. Our price is higher than Canadian

he extra freight worsens the situation, He sell on performance, service and

reliaple supply. '

bur share of the drilling ﬁud business has declined to about 35-40% in the last
few ypars wﬁen J=M introduced a water-we¥ted product. He have decided not to %nvest
the n;cessary capital to produce an ofl-wetted product, but sales are currently about

190% of budget because the number of rigs operating is at an all-time high, Montello,
our distributor for this application, is investigating the possibility of having mini-
pelletis packaged by a third party. The mini-pellets {UNIVIS) are currently being

evalualted with regard to down-hole performance and reduction in dust generation.
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Domestic sales of Resin Grade products to the auto and auto supply industries have

anaturally fallen with the decline in awto production; however, sales personnel have done '
a §o$d'job of developing new customers, and the use of RG in appliance and other sealants
‘has held up. Combined RG products are forecast to be 86% of budget in 1980.
Export sales through Septembef were 115% of budget but will drap s1igh£1y ¢
the ’asi three months due 1o the s1iding Japanese economy and inventory reductj
expgct to end the year at 113% of budgeted dollars, but only 94% of budgeted t¢ . [5
Japar, who accounts for over 50% of our export, entered no orders for August 8 !
- -cipatle deareased"requirements~formthe-balﬁnee~of~thés year He_have.recent}y“m.m““mmm;mmmm
notifﬁed that our-Australian floor tile customer (400-500 TPY) has discontinm
use of asbestos. Sales performance in terms of dollars will be ahead of bud "{'
of RG productg, which will end the year at over 120% of budget, and increas- 5344)
Sylodex-24 (RG-244) sales to Grace in Europe are going well and RG-244 sale !

CanadT and Brazil are also well ahead of budget.

Iin 1980, export sales will account for 30% of total tons and 46% of total .dollars.

This ils a considerable change from prior years, such as 1978 when tons were 26% and

dollars were 36%, We have made a contentrated effort to develop export markets because

of thelmore negative effect in the U.S. of asbestos & health adverse publicity and

regulafory activity.

Because of declining inventories, the asbestos mill in King City went to seven-day

operation (20 shifts/week) in April after operating on five days {15 shifts per week)

for seyen months. It was planned to return to five days in the 4th gquarter, but the

increaged business from GAF has precluded this: We currently have less than a 40-day

inventgry so seven-day operation should continue well into 1981,

though 1981 should be another record sales year, the financial quality of the

busines

5 will not be as attractive due to a sharp increase in plant costs. The asbestos

eing a wet beneficiation process to produce a bone-dry product, is very energy
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intensive, Electricity and natural gas account for over 30% of production costs and

gmihese items are forecast to increase by 122% and 74% respectively in 1981 compared to

Pthe [1980 budget. Overall plant costs are expected to be over 30% higher than 1980
budgpt. ‘ '
| A final 1981 sales budget was prepared and submitted on 10/27/80. The original
budget, based on field salesmen input and realistic price increases, was aliersd
cons]derably by “top-down™ adjustments to achieve the continued good financial per-
formgnce of the asbestos business. The adjustments include an additional 2000 tons

.of product and price increases to add $896,000 in NIFS. Following is a summary of

the 1981 sales budget:

N

~1980 Fest 1V 1981-

U NIFS',‘ SM .
Tons  SHM Tons @ '80 Prices @ '8 Prices % Increase
Domesitic 21,250 3923 256,490 4755 5530 16.3
Exporit - 9,224 3394 _8,910 321 3826 19.2
OTAL , 30,474 7317 34,400 7966 9356 S 17.4

Price| increases on individual products range from ahoui 11% for floor tile gra&es to
25-40% for resin gréde products, to give the overall 17.4% increase. Although the 11%
may sound modest, we havé been advised that Canadian prices for short f}ber will be
incrEﬁsed only 5%. It will be very diff;cu1t to maintain sales at Kentile-Brookiyn
and~tj achieve new sales at GAF-Vails Gate (part of the top-down adjustment). BotH
of thgse Yocations would like to use our products, but Canadian fiber 1s avaflable

to tﬁem at a considerable cost savings. Another tonnage adjustment is 500 tons of
UNIVIS for Montello. This is a developmental program and would not normally be a
budget! item until a field success had been clearly demonstrated.

The significant price increases for resin grade products will be implemented

duringla low sales volume period, and we are not aware of similar increases for compe--

products. Fumed silica is produced by Cabot in I11inois and Degussa in Alabama

and these states do not have the California energy cost situation. We expect considerabl
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stance to high price increases from our distributors 1n'Japan and Europe, The
pean inflation rate is extremely low compared to ours (and our increases are

le the U.5. rate}; and, in Japan, we face a flat, at best, economy and highly

/e Canadian competition.

_|RG-244 prices, both doméstic and export, will probably be increased in stages
to ayoid the immediate "shock" effect and potential immediate loss of sales.' Delaying

a seqond increase until 7/1/81 will also give us six months' experience of the actual

enefgy cost effect on plant operations.

The asbestos health issue has obviously had a major impact on the asbastos industry.

‘Altholigh we are running at near-capacity, this is not true of Canadian firms, especially

thopse|who depend heavily on short fiber sales. The problems of Atlas in Coalinga have

certajnly been related to the health/regulatory climate.

A thorough discussion of the hea1th:&‘regu1atory factors is beyond the scope of

this presentation. Suffice ft to say that more customers and markets are being lost due
éﬁé adverse publicity than to problems with regulatory compliance. It seems that the

agenciles are using the media to accomplish their goal of "banning” asbestos since they

© are bejing thwarted in their attempts to regulate it out of existence. The Supreme Court

ruling in the OSHA/Benzene case is expected to, at the least, slow down the rule-making

process. There is also some indication, not pronounced or widespread, that regulators

may giye more attention to cost/benefit evaluations to avoid ultimate Tegal confrontations

Another major source of adverse publicity has developed during the past year or so

from media coverage of asbestos litigation proceedings, court decisions, and settlements.

J-M's Tawsuits have now passed the 4000 mark and the rate of cases filed will probably-

cantinde on an upswing for several more years. We will continue to be named as a co-

defendant in many of these even though most plaintiffs have never been exposed to our

asbestof {we have “deep pockets")},

AONRNAN




-.5-

"Fue have, been named in almost 300 iiabflity suits and have'bepn dismissed from

abou

plas

.

only

L 200 of them. OFf the pending suits, there are only 5 or € which may involve
1t{ff ekposdre to our ‘ashestos. In two of these, we and our distributor are the

defendants. We have made no settlements to date and have made no court appearances,

a?thuugh‘ﬁe may present testimony later this year in Texas; and a Portland, Oregon case

may gome io trial in early 1981. We met with local counsel from Texas earlier this

month to discuss probable testimony, etc. {JLM “coaching”),

have

The basic philesophy of the straiegic plan for asbestos {s to continue what we

been doing (same production/same markets) unless regulatory action and/or potential

adverise publicity for the Corporation prompt withdrawal considerations. Sales efforts

will

be directed at selling out the plant capacity to either dnﬁestic or export

markets - at prices which will maintain good financial performance. Plant costs will

be kept as Tow as possible and no capital will be invested, except that necessary to

maintdin the well~being of emp!oyeés, produce the products required by sales, and to

éfgffect continued compliance with reasonable regulations.
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