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Chairman. President and
Chief Executive Officer

July 24, 2003

Daniel M. Gillen, Chief
Decommissioning Branch
Office of Nuclear Material Safety and Safeguards
Mail Stop T-7F27
U.S. Nuclear Regulatory Commission
Washington, DC 20555-0001

Re: Fansteel Inc.
Docket No. 40-7580
License SMEB-911
Request for Consent to License Transfer

Dear Mr. Gillen:

Pursuant to 10 C.F.R. § 40.46, Fansteel herein requests prior written consent for
the transfer of the referenced license from the current licensee, Fansteel Inc. ("Fansteel") to MRI
Inc. ("MRI"), a corporation to be formed under Delaware law as part of Fansteel's exit from
bankruptcy. This request is being filed in conjunction with your consideration of the
Decommissioning Plan ("DP") submitted by Fansteel on January 14, 2003, as supplemented by
letters dated May 8, 2003, May 9, 2003, and July 24, 2003, and in conjunction with the "Joint
Reorganization Plan of Fansteel Inc. and Subsidiaries" ("Plan") and the "Disclosure Statement
with Respect to Joint Reorganization Plan of Fansteel Inc. Et Al." ("Disclosure Statement"),
submitted on July 24, 2003, in the United States Bankruptcy Court for the District of Delaware
("Bankruptcy Court"), as such Plan and Disclosure Statement may be amended hereafter. The
following information is provided to assist the NRC in its review pursuant to NUREG-1556,
Volume 15, "Consolidated Guidance About Materials Licenses: Guidance About Changes of
Control and About Bankruptcy Involving Byproduct, Source, or Special Nuclear Materials
Licenses" (November 2000).
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Description of Transaction

As the NRC is aware, on January 15, 2002, Fansteel and most of its U.S.
subsidiaries filed for relief under Chapter 11 of the United States Bankruptcy Code in the
Bankruptcy Court.' As such, Fansteel is operating as a debtor-in-possession under the
jurisdiction of the Bankruptcy Court. Fansteel has proposed a Plan, together with a Disclosure
Statement, under which Fansteel and its affiliated debtors would emerge from Chapter 11.

Fansteel is proposing to transfer the Muskogee site (including real property,
equipment and improvements) and the NRC license (including the underlying licensed materials,
and other valuable consideration, including Fansteel's rights under the Standby Trust established
as NRC-mandated financial assurance for decommissioning ("Trust Interest") to a wholly-owned
subsidiary of Reorganized Fansteel ("RF"),2 to be designated MRI Inc. ("MRI"), to be created as
a Delaware corporation on or before the effective date of the Plan. MRI will be organized as a
special purpose vehicle to fulfill obligations under the NRC license.

Changes of Personnel

MRI will have its own Board of Directors and Officers, which have not yet been
selected. The identities of such officers and directors will be provided to the NRC at a future
time. A. Fred Dohmann will serve as the initial president and chief executive officer of MRI.
Accordingly, following approval of the Plan and Fansteel's exit from bankruptcy, Mr. Dohmann
will continue to be the principal contact for License SMB-91 1.

Following the transfer, there will be no change to the Radiation Safety Officer or
other persons having responsibility for radiation safety or authorized to use licensed material.

Changes of Location, Equipment & Procedures

Aside from the licensee name change and personnel changes discussed above,
there will be no changes in the licensed place of use (including potentially affected adjacent
areas), in the facilities where licensed material is to be used or stored, or in the equipment used in
the licensed program. Similarly, there will be no procedural changes.

A detailed recitation of the facts concerning the Muskogee site and the financial situation
which forced Fansteel to take this action is contained in the Disclosure Statement, which
was filed with the U.S. Bankruptcy Court for the District of Delaware on July 24, 2003.

2 "Reorganized Fansteel" or "RF" refer to Fansteel Inc. as it exists after the Plan of
Reorganization becomes effective. Fansteel's corporate identity will not change.
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Surveillance Records

Fansteel's surveillance program is current and will be current at the time of
transfer.

Deconmiissioning and Related Records Transfers

Records Transfers

All required records will be transferred to MRI from Fansteel, and will continue
to be housed at the Muskogee site. MRI will commit to maintain the records received from
Reorganized Fansteel. Ambient radiation levels and the presence of contamination is
documented in records maintained at the site and in Fansteel's pending Decommissioning Plan
("DP"), submitted by letter dated January 14, 2003. Radioactive contamination at the Muskogee
site is also discussed in the DP currently under consideration by Staff. The timing and means of
decommissioning are discussed therein, as well as in subsequent communications dated May 8,
2003, May 9, 2003, and July 24, 2003. MRI will be knowledgeable of the extent and levels of
contamination and applicable decommissioning requirements. Decommissioning will occur after
the change of control and will be conducted pursuant to the DP, as approved.

Muskogee Site Decommissioning

MRI will agree to undertake full responsibility for decontamination and
decommissioning of the Muskogee site.3 In order to assure that MRI has sufficient funds to
complete remediation, the following actions will be taken.

* On or before the effective date of the Plan (currently estimated to be no later than
December 20, 2003), Fansteel shall form MRI.

* On the effective date of the Plan, RF will deliver $250,000 to MRI, as the first
payment on the Primary Note discussed below.

* Also on the effective date, RF will deliver to MRI an unsecured note ("Primary
Note") in the amount of $30.6 million, providing for the following:

> A maturity date of December 31, 2013.

3 Appended hereto as Attachment 1 is a form of a Letter Agreement to be executed by MRI
upon the effective date of the Plan, in which MRI reaffirms all commitments required for
the instant license transfer. The executed Letter Agreement will be transmitted to the
NRC within 30 days of the effective date of the Plan.
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> The NRC to be a third-party beneficiary.

> Minimum semi-annual payments to MRI of $700,000 by RF.

> Mandatory additional prepayments of up to a maximum of $4 million.
These payments are to be funded by (i) 50% of RF's "Excess Available
Cash"4 (actual amount to be determined within 90 days of each fiscal year
end by outside auditors) and (ii) if the aggregate amount of the minimum
semi-annual payments plus the amount, if any, paid under clause (i) above,
is less than the budgeted amount for the current fiscal year, then up to 50%
of prior fiscal year-end cash balance of RF (subject to limitations imposed
by applicable law), including cash balances at RW (to the extent that such
amounts are permitted under the Exit Facility, to be dividended or loaned
to RF) shall be paid so as to satisfy in full the actual remediation costs for
the prior year.

> Insurance proceeds, if any, received by RF with respect to Muskogee
claims, and any Reorganized Debtor5 Asset Sale Proceeds6 are to be
transferred to MRI and to be applied by MRI, first, to replenish amounts,
if any, borrowed from the IJC Cash Reserve, and second, as additional

4 "Excess Available Cash" means the actual change in the year-end cash balance of RF,
exclusive of its post-Effective Date Subsidiaries, less any (i) net increase in borrowings
by RF under its then-existing credit lines, (ii) cash proceeds from the sale by RF of
property, plant, and equipment outside of the ordinary course of business, and (iii) cash
contributed to capital, provided, however, that if capital expenditures of RF exceed 5% of
consolidated sales in any given year, the cash effect of capital expenditures in excess of
5% of consolidated sales during such year shall be added back to RF's year-end cash
balance for the purpose of determining "Excess Available Cash."

5 "Reorganized Debtor(s)" means, individually or collectively, Reorganized Fansteel and
Reorganized Wellman on and after the Effective Date.

6 "Debtor Asset Sale Proceeds" means, with respect to any asset sales by RF and/or RW
outside of the ordinary course of business, 50% of the first $2 million of sale proceeds,
35% of the next $3 million of sale proceeds, and 25% of all sale proceeds in excess of $5
million, in each case net of (i) all transaction costs and (ii) all amounts, if any, due to
RF's and/or RW's then-existing creditors as a result of such sale(s). Sale(s) by RF of
material assets are to be conducted pursuant to an auction process. The NRC will have
the right to (i) 30 days' prior notice of auction(s), and (ii) seek to enjoin sale(s) as
inconsistent with the confirmed Plan in the U.S. District Court for the District of
Delaware.
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mandatory prepayments of obligations under the Primary Note. Any such
prepayments will not count against the $4 million annual cap on
mandatory additional prepayments.7

* If, at any time after the effective date of the Plan, RF is unable to timely and/or
fully fund MRI's remediation obligations under the Primary Note, then MRI may
draw up to $2 million from the L/C Cash Reserve on a revolving basis (ie.,
subject to replenishment). At no time shall the aggregate amounts outstanding
under such draws from the LIC Cash Reserve exceed $2 million. Future excess
cash or insurance proceeds, if any, are to be applied to replenish the LIC Cash
Reserve before reducing the principal amount of the Primary Note.

* After MRI completes the schedule for Phase 2 remediation as set forth in the Dp,8

MRI shall submit to the NRC for review and approval a Work Plan for the
additional site characterization to be performed during Phase 3 of the
Decommissioning Plan, as amended and approved by the NRC ("DP"). The
Work Plan shall be consistent with the applicable standards set forth in the DP.
After the NRC approves the Work Plan, MRI shall perform the additional site
characterization.

* Within 60 days of completing additional site characterization during Phase 3 of
the DP, RF and/or MRI will submit to the NRC (i) the results of site
characterization, analyses, and conclusions as to the volume of additional soils, if
any, requiring remediation (i.e., in excess of the amount set forth in the DP); (ii)
the incremental cost of remediation of such soils; (iii) proposed modifications, if
any to the scope and nature of groundwater treatment and/or monitoring,
predicated on applicable standards, and (iv) the proposed terms of any required
Contingent Note. The terms of the note shall include:

7 Affirmative and negative covenants for the Primary Note are to be consistent with the
treatment set forth in the Plan. These will contemplate, among other things, (i) a secured
working capital exit facility for RF (which RF will use its reasonable best efforts to
obtain, and which shall, if possible, specifically provide for funding, if necessary, of a
portion of RF's obligations under the Primary Note (any such funding is referred to as the
"Exit Muskogee Note Funding"); (ii) no payment of dividends by RF until payment in
full of all MRI Notes; (iii) an obligation to deliver RF Asset Sale Proceeds pursuant to an
agreed formula; and (iv) an obligation to deliver insurance proceeds.

8 See Letter from G.L. Tessitore, Fansteel, to D.M. Gillen, Fansteel, dated May 8, 2003
(and as approved by the letter from D.M. Gillen, NRC, to G.L. Tessitore, Fansteel, dated
May 9, 2003) for a description of the activities to be performed in each "phase."
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A principal amount to be proposed by RF and MRI and determined by
agreement of the NRC after completion of additional site characterization
(or following dispute resolution, if there is no agreement). This principal
amount will reflect, as and to the extent required, additional costs to
remediate soils (in excess of costs estimated in the DP) and other
additional costs (i.e., costs not in the DP, but not a reserve or contingency
factor) required to complete the DP and remediate and monitor
groundwater.

Minimum semi-annual payments, commencing only after the $30.6
million Primary Note described above is paid in full. The amount of the
minimum payments will be proposed by RF and determined by agreement
with NRC following good faith negotiations (or determined pursuant to
dispute resolution, if the parties do not agree).

Mandatory additional prepayments, to commence only after the Primary
Note is paid in full, of up to an amount proposed by RF and determined by
agreement of NRC in conjunction with the determination of minimum
semi-annual payments. These payments are to be funded by (i) 50% of
RF's "excess available cash" (actual amount to be determined within 90
days of each fiscal year end by outside auditors); and (ii) if the aggregate
amount of minimum semi-annual payments plus the amount, if any, paid
under clause (i) above, is less than the budgeted amount for the current
fiscal year, then up to 50% of prior fiscal year-end cash balance of RF
(subject to limitations imposed by applicable law), including cash balances
at RW (to the extent that such amounts are permitted under the Exit
Facility, to be dividended or loaned to RF) shall be paid so as to satisfy in
full the actual remediation costs for the prior year.

A maturity date reflecting any additional time necessary to remediate soils
in excess of the amount set forth in the DP (if required).

If RF is unable to timely and/or fully fund MRI's additional remediation
obligations (if any) under the Contingent Note in a given year, then MRI
may draw up to $2 million from the IJC Cash Reserve on a revolving
basis (ie., subject to replenishment). At no time shall the aggregate
amounts outstanding under such draws from the L/C Cash Reserve exceed
$2 million. Future excess cash or insurance proceeds, if any, will be
applied to replenish the [IC Cash Reserve before reducing the principal
amount of the Contingent Note.

Insurance proceeds, if any, received by RF with respect to Muskogee
claims, and any RF Asset Sale Proceeds are to be transferred to MRI and
to be applied by MRI, first, to replenish amounts, if any, borrowed from
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the IJC Cash Reserve, and second, to reduce obligations under the
Contingent Note.

Upon submission to the NRC of the results of additional site characterization,
estimated soil remediation costs, including any additional costs for groundwater
treatment and/or monitoring, and the proposed terms of a Contingent Note, as
described above, the following procedures will be implemented:

> The NRC, RF, and MRI will negotiate in good faith for up to 30 days with
respect to the amount and/or additional terms of the Contingent Note.

> If no agreement is reached by the conclusion of the 30-day period, RF will
promptly deliver a Contingent Note to MRI in the amount, and on the
terms, proposed by RF/MRI.

> With respect to any and all matters by which the terms and conditions of
the Contingent Note affect the DP, unless the NRC, by issuance of an
order under 10 C.F.R. § 2.202 (or any successor section), objects to the
amount and terms of the Contingent Note within 180 days of its issuance,
the amount and terms of the Contingent Note will become final.

> If the NRC timely objects to the amount and terms of the Contingent Note
by the issuance of an Order pursuant to 10 C.F.R. § 2.202, MRI shall have
the opportunity to request a hearing on such an Order. Any such hearing
shall be conducted pursuant to the procedures in 10 C.F.R. Part 2.

> The hearing procedures contained in 10 C.F.R. Part 2, Subpart G (or any
successor regulations) will apply to all disputes relating to the Contingent
Note, and MRI's obligations under the SMB-911 license and the DP, as
approved.

> Judicial review of any final agency action shall be conducted pursuant to
the standard of review set forth in Section 706 of the Administrative
Procedure Act, 5 U.S.C. § 706.

> Disputes with respect to any and all matters by which the terms of the
Contingent Note directly affect the NPDES Permit shall be resolved by
binding arbitration in accordance with the rules of the American
Arbitration Association.
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* On the effective date of the Plan, RF will issue a note to MRI for the specific
purpose of satisfying obligations with respect to groundwater treatment. The
note will cover the estimated costs of groundwater treatment and monitoring, to
be completed to a standard to be agreed upon between MRI and NRC consistent
with applicable law.

* From and after the effective date of the Plan, MRI will report to the NRC on an
annual basis all expenditures of proceeds of the MRI Notes and certify to the
NRC that the use of such proceeds has been in accordance with the DP. In
addition, MRI is to provide to the NRC its annual financial statements.

* RF shall indemnify the NRC with respect to RF's obligations to MRI under the
MRI Notes.

* The NRC shall have a perfected, first priority lien on all of the proceeds of the
MRI Notes. Until such time as MRI has completed all decommissioning
activities mandated by the DP and groundwater treatment and monitoring at the
Muskogee site, MRI shall use the proceeds of the MRI Notes solely for purposes
of such decommissioning and groundwater treatment and monitoring.

* As third party beneficiary, the NRC shall have standing to seek appropriate relief for any
breach by RF of its obligations under the MRI Notes.

This discussion of financial assurance for decommissioning is taken from the Plan
of Reorganization submitted to the Bankruptcy Court on July 24, 2003.

Amendment of Standby Trust Agreement

The Standby Trust Agreement ("Agreement"), entered into on February 3, 1994,
by Fansteel Inc. and the Bank of Waukegan as trustee under Trust No. 2740, pursuant to 10
C.F.R. § 40.36(c) and (e), must be amended as of the Effective Date of the Plan to reflect the
decommissioning funding mechanism as well as the change in NRC licensee proposed by

9 On the Effective Date, RF will deliver an unsecured, non-interest bearing note of
approximately $4.2 million to MRI, to evidence its financing obligation to cover
estimated costs of groundwater treatment and monitoring, to be completed to a standard
to be agreed upon between MRI and NRC. The note, which will name the NRC as a
third-party beneficiary, will mature in 2023. Beginning in 2013 and through maturity, RF
will make annual payments on the note of $282,000. If additional groundwater treatment
is not ultimately required, or is less expensive than payments to be made under this note,
the excess proceeds shall revert to RF and/or the balance of the note cancelled and RF's
future obligations under the note forgiven.
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Fansteel. Upon the requisite approvals, as of the Effective Date of the Plan, Reorganized
Fansteel would execute an amendment to the Standby Trust, which would then be assigned to
MRI. Appended hereto (as Attachment 2) is a proposed revised form of the Agreement for the
NRC's approval. The amendment and revised Agreement will be submitted to the Bank of
Waukegan subsequent to NRC approval of the attached drafts. MRI will execute the amended
Agreement as of the effective date of the Plan, and will transmit the executed amended
Agreement to the NRC within 30 days of the effective date of the Plan.

Transferee's Commitment to Abide bv the Transferor's Comrnitments

MRI will agree to abide by all constraints, conditions, requirements,
representations, and commitments identified in the existing SMB-911 license.

MRI will be made aware of Open Inspection Followup Item 040-07580/9902-01
(discussed in NRC Inspection Report 040-07580/2002-02, dated December 13, 2002). During
the November 19-20, 2002 inspection of the Muskogee site, Fansteel committed to submit an
updated organizational structure to the NRC, and did so in its license renewal application that
was rejected by the Staff on October 22, 2002. MRI will accept full responsibility for closing
this inspection item, and plans to provide information sufficient to close this inspection item
following confirmation of the Plan, should additional information still be required.

Revisions to License SMB-911

Appended hereto as Attachment 3 is a markup of License SMB-911 to reflect
changes necessary to effect transfer of the license from Fansteel to MRI. The changes are as
follows:

Condition 1:

Condition 2:

Condition 3:

Condition 10:

Condition 21:

Changes the name of the licensee from Fansteel to MRI.

Changes the address of the licensee from North Chicago, IL to Muskogee,
OK.

Changes the Amendment designation.

Modifies the "authorized use" provision to reflect expiration of the license,
limiting licensed activities to characterization and decommissioning
activities. See Letter from L.W. Camper, NRC, to G.L. Tessitore,
Fansteel, "Response to Fansteel's License Renewal Application and Letter
of June 25, 2002, Concerning Financial Assurance Information," dated
October 22, 2002.

Deletes the current requirement to periodically update the
decommissioning cost estimate. This requirement is rendered unnecessary
by new Conditions 35 and 36.
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Condition 24:

Condition 25:

Condition 26.

Condition 27.

Condition 29:

Condition 30:

Condition 31:

Condition 32:

Condition 33:

Condition 34:

Condition 35:

Condition 36:

Condition 37:

Deletes the current requirement that the licensee notify recipients of solid
products/waste of the concentration of radionuclides in each batch
transferred. The requirement was related to processing activities and is
now obsolete.

Adds language to reflect that source material may be stored onsite as a
contaminant in soils and sediment.

Revises license condition to reflect approval of proposed DP.

Deletes the current SDMP criteria for unrestricted release. These criteria
will be superseded by approval of the DP in Condition 26.

New condition requiring that MRI shall be formed upon the effective date
of the Plan.

New condition requiring transfer of relevant equipment, real property,
improvements, and the interest in the Standby Trust Fund to be transferred
to MRI on the effective date of the Plan.

New condition concerning requiring constitution of the MRI Board of
Directors and officers as set forth in a supplement to this application (to be
submitted).

New condition requiring delivery of the Primary Note and the Secondary
Note (as discussed above) to the NRC on the effective date of the Plan.

New condition requiring MRI to execute the Letter Agreement discussed
above on the effective date of the Plan.

New condition requiring MRI to execute the amended Trust Agreement on
the effective date of the Plan.

New condition requiring MRI to provide timely documentary evidence of
compliance with Conditions 29-34 within 30 days of the effective date of
the Plan.

New condition requiring MRI to provide to the NRC Fansteel Inc.'s
annual financial statements and an annual statement of cash flow.

New condition setting forth activities to be completed within 60 days of
completion of additional site characterization, to be performed during
Phase 3 of the DP.
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Condition 38:

Fante
New condition setting forth certain procedures to be applied with respect
to the Contingent Note discussed above.

In addition, Part B of the SMB-911 license, "General License Information," will
require amendment, and a revised version is appended hereto as Attachment 4.

Pursuant to 10 C.F.R. § 40.44, please find enclosed NRC Form 313, "Application
for Material License."

Conclusion

Pursuant to our earlier discussions on the matter of timing, Fansteel requests that
this licensing action be issued no later than October 31, 2003. If you have any questions
regarding this submission, please contact me at (847) 689-4900, extension 220.

Sincerely,

cc: NRC Document Control Desk
James C. Shepherd, NRC/NMSS
Maria E. Schwartz, Esq., NRC/OGC
Richard Gladstein, Esq., DOJ
Alan Tenenbaum, Esq., DOJ
James R. Curtiss, Winston & Strawn LLP
Jeffrey S. Sabin, Schulte Roth & Zabel LLP

DC309888.2


