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PART 1

Itemms 1, and 2. Business and Properties

GENERAL DEVELOPMENT OF BUSINESS

Kerr-McGee Corporation had its beginning in 1929 with the formation
of Anderson & Kerr Drilling Company, The company was incorporated in
Delaware in 1932, The major activities of the company and its subsidiaries
involve exploration and discovery, production and marketing of the four
primary energy fuels - oil, natural gas, uranium and coal. The company
also engages in production and marketing of industrial and agricultural
chemicals, as well as processing and marketing of forest products, and
performs offshore contract drilling.

INDUSTRY SEGMENTS

Sales, operating profit, net income, identifiable assets and deprecia-

tion, depletion and amortization of property, plant and equipment by industry

segment and for domestic and foreign operations for the three years ended
December 31, 1980, are set forth in the Note entitled '"Reporting by Industry
Segments'' of the Notes to Consolidated Financial Statements on Page 55,
which is incorporated herein by reference.

PETROLEUM

Exploration and Production

The company is engaged in the exploration for and production and
sale of crude oil and natural gas and condensate on a worldwide basis,
The petroleum industry remains highly competitive. The company faces
active competition in securing rights to explore for crude oil and natural
gas.

As of December 31, 1980, the company had interests in undeveloped
oil and gas leases as set forth below:




Undeveloped Acreage

Location Gross Net

United States -

The company's major areas for exploration and drilling are in the Gulf
of Mexico and onshore in Texas, lLouisiana, Oklahoma, Wyoming and North
Dakota, Principal areas overseas are in the United Kingdom sector of the
North Sea, the Arabian Gulf and Southeast Asia. New leases acquired in
1980 increased the company's undeveloped acreage in the Gulf of Mexico to
135,021 net acres, compared with 79, 718 net acres at the end of 1979,

Alabama 52,636 50,076
Arkansas 6,739 5,925
Kansas 29,221 27,789
Louisiana:
Onshore 6,135 3,214
Offshore - State 19, 336 15,020
Offshore - Federal 174,482 $2,157
Mississippi 105, 227 82,907
Montana 4,039 3,519
Nevada 40,508 40, 508
New Mexico 49,498 40,603
North Dakota 166, 885 69, 995
Oklahoma 138, 299 85,438
Texas:
Onshore 233,834 206, 496
Offshore - State 44,184 44,184
Offshore - Federal 69,120 23,660
Utah 13,265 13,265
Wyoming 130,044 88,400
Other 457 284
1,283,909 853, 440
Foreign -
Canada 1,109,753 460,056 ‘
Mali 2,676,878 120, 495 |
Netherlands 43,115 4,498
United Kingdom 294, 969 54,704
4,124,715 639,753
Total 5, 408, 624 __lJ_493! 193 1
|
|

Domestic and foreign exploratory and developmental drilling for the
five years ended December 31, 1980, is reflected in the following table:
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1976 1977 1978 1979 1980

Exploratory wells -
Gross wells (1):

Discoveries 8 26 23 22 40

Dry holes 30 28 24 35 42
Total - Qeeven Sl | Qe s

Net wells (2):

Discoveries 3,03 13.16 6.40 8.76 16.22

Dry holes 13.96 14.00 9.07 i4.65 16,20
Total 16,99 2716 15.47 2341 32.42

Total exploratory and
development drilling -

Groses wells (1):
0il 32 33 73 69 89
Gas 17 41 38 69 75
Gas condensate 11 20 9 5 -
Dry holes 35 39 30 41 48

Total gt | RO ¢ - TR | B 212

Net wells (2):
0il 9.14 8.24 29.34 25,88 52.16
Gas 7.49 22,69 12. 34 28.20 e1.59%
Gas condensate 3.50 9.97 2.78 253 -
Dry holes 16,43 20,15 12,05 16.55 19, 36

Total 36,56 61,05 56,51 71,86 99,07

(1) Gross wells - Wells in which the company holds any working interest.

(2) Net wells - The total of company's fractional working interest in
"gross wells'' expressed as the equivalent number of
full interest wells.

\
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During the year, the company participated in an oil discovery on ‘
Block 238 Ship Shoal, offshore Louisiana. The discovery well tested 3, 288 |
barrels a day from two sands at 12, 098 feet and 12, 598 feet. A drilling |
platform will be set in 1981, Development drilling is scheduled to begin in
May and first oil production is expected in late 1982, The company owns a
40% interest in this 5, 000-acre lease,

Also offshore Loouisiana, gas discoveries were made on Ship Shoal
Blocke 239 and 237. Development on Block 239 will be completed by mid -
1981 and production is projected to reach 90 million cubic feet of gas and
250 barrels of condensate per day., Production on Block 237 is expected to
begin in mid-1982 at a rate of 10 million cubic feet of gas per day. The
company owns a 25% interest in Block 239 and a 61.25% interest in Block 237,
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A gas discovery was also made on Block 50 South Timbalier, offshore

Louisiana, Seven successful wells have been drilled and initial production
is expected to begin in late 1981 at a rate of 60 million cubic feet of gas per

day., The company owns a 50% interest in this block.

During 1980, additional exploratory drilling on Blocks 391 and 393
Galveston, offshore Texas, added new gas reserves on both blocks on which
discoveries were made during 1979, Block 392, which lies between 391 and
393, was purchased at a Federal lease sale in 1980, Production platforms
will be set on Blocks 391 and 393 during 1981, The company owns a 50%
interest in the three 5, 760 -acre blocks.

The company participated in six other gas discoveries in the Gulf of Mexico
in 1980. Offshore Louisiana, discoveries were made on Block 34 Ship Shoal,
Block 45 Main Pass, Block 24 Eugene Island, Block 264 Vermilion, and Blocks
81 and 147 West Cameron, ©Qil was discovered on Block 37 Vermilion,

Nineteen new drilling and production platforms are under construction
for installation in the Gulf of Mexico in 1981 and 1982,

First gas sales commenced from East Cameron Blocks 45 and 46,
off shore Louisiana, in April from three gas completions at a rate of 14
million cubic feet of gas per day. Initial sales from four oil completions
are projected for late 1981, Development is continuing on these two 20%
owned 5, 000-acre blocks.

On Vermilion Blocks 276 and 287, offshore Louisiana, sales commenced
during June from 12 completions at rates of 18 million cubic feet of gas and
3, 500 barrels of oil per day. The company owns a 16, 67% interest in these
two 5,000-acre blocks and in adjacent blocks 277 and 286,

In September, initial gas sales were made from Galveston Blocks 156
and 157, offshore Texas, at a rate of 15 million cubic foet of gas and 100
barrels of condensate per day from four wells,

In Oklahoma, drilling continued in Comanche and Caddo counties on
six wells in a 21, 500-foot Springer sand gas play. The company owns a
small overriding royalty interest in the discovery well and a 217% interest
in an offset well, which was not conclusively tested due to mechanical
problems. The company has interests ranging from 9.75% to 37.5% in the
wells being drilled in this deep, high pressure gas play.

In Pittsburg County in eastern Oklahoma, the company drilled seven
additional shallow gas wells in 1980 in the Featherston Field, The company's
intereste range from 37.5% to 97.5% in this field.
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lubricating oile and allied products are marketed under the brand names of
Kerr-McGee, Deep Rock, Cato, Mystik and various other trade names
according to the territory where sold,

In a highly competitive industry, the company faces active competition
in the marketing of petroleum products, The company considers ite producte
to be fully competitive in quality, service and price and has been able to
compete successfully with other products offered in the marketse it serves,

The company is not crude oil self-sufficient and must depend on term
contracts and spot purchases of crude oil to supplement its own production
in order to meet its refining requirements, Crude oil availability world -
wide continued to be tight during 1980, Reduced demand for refined products
in the U, 8, during the summer months temporarily improved crude oil
availability, This surplus condition was soon ended by the Iran-Iraq war
which began in September 1980, As a result of crude oil unavailability at
prices that would permit profitable processing, crude oil processed by the
company's three refineries averaged 112,726 barrele per calendar day in
1980, down approximately 10,000 barrels per day from 1979.

The company's 1980 refined product sales averaged 167,637 barrels per
day, a reduction of approximately 14,000 barrels per day from the 1979 level.
Lower sales volume in 1980 resulted from tight crude oil and refined product
supply conditions early in the year and from reduced U, S. consumer demand
for refined products from mid-year forward. Demand for refined petroleum
products in the United States decreased almost 8% for the industry as a whole
during 1980, The average daily U. S, consumption of gasoline declined about
0% from 1979, Increased consumer cons~rvation due to higher retail prices and
improved fuel efficiency for new automobiles were major factors leading to
lower gasoline demand,

Profits from the company's refining and marketing operations were down
from 1979's high level, Lower demand industry-wide for both gasoline and
distillates reduced sales volumes and resulted in higher industry inventories.
This put downward pressure on selling prices while, at the same time, crude
oil costs were increasing due to domestic decontrol of crude oil prices and
increased prices for foreign oil supplied by OPEC nations,

Entering 1981, the company's refining and marketing operations face
continued changes in the business environment, Major factors creating un-
certainty for the industry are a continued reduction in product demand and
decontrol of crude oil and gasoline prices and supply allocations.

Refiaig

The company ownse and operates three refineries having a total crude oil
processing capacity of 181,000 barrels per calendar day. The following table
lists the company's refinery locations and capacities:
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The company produces and markets industrial, agricultural and auto-
motive lubricants and petroleum specialty products from plants in Oklahoma
City, Oklahoma, and Atlanta, Georgia. These products, many under the
Cato and Mystik brand names, are marketed throughout the United States.
The company also manufactures and packages under private label for several
major brand marketers, Current trends indicate increasing industrial and
mining operations demand for oil and grease lubricants in bulk fcrm, and
the company plans to participate in this increasing market.

Contract Drilling

The company is engaged in contract drilling conducted throuvgh its
wholly -owned subsidiaries, Transworld Drilling Company and Transworld
Drilling Company, Limited, The Transworld Drilling Companies' fleet
consists of 19 offshore rigs - seven submersibles, two semi-submersibles,
nine jack-ups, and one self-contained platform rig. Eleven of these rigs are
presently operating in the Gulf of Mexico, four in the North Sea, two in the
Arabian Gulf, one offshore Brazil and one offshore Nigeria, The rigs are
used for the drilling of both contract wells and wells owned in full or in part
by the company.

Calendar Year 1980
Number of

Geographical Location Rigs Utilization
Continental United States (including
the Gulf of Mexico): Marine 11 97.8%
Foreign Countries: Marine 8% 100, 0
19 _98.7%

* Includes Transocean Rigs Nos, 1, 2, 4 and 5, which are owned by
Transocean Drilling Company Limited, in which the company has
a 51% interest,

One new rig was placed in service during the year. Rig 68, a submersible
capable of drilling in 100 feet of water, began work in the Gulf of Mexico in 1980.

The company has contracted for construction of four submersible rigs for
operation in the Gulf of Mexico, designated Transworld Rigs 89, 70, 72 and 73.
These riges will have water depth capabilities of 100 feet, Three of the rigs are
scheduled for completion in 1981, and Rig 73 is scheduled for completion in
the first quarter of 1982,

Construction of Transworld Rig 7], a jack-up device capable of drilling

in 250 feet of water, is scheduled for completion in the first quarter of 1981
in Singapore.
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Transocean Drilling Company Limited has ordered two 300~foot jack-up
rigs, Transocean VI and Transocean V1], to be constructed in Singapore,
scheduled for delivery in April 1981 and January 1983, respectively.

The outlook for the offshore drilling industry improved in 1980, and
1981 is expected to be another outstanding year for the industry.

CHEMICALS

The company is engaged in the production, manufacture and sale of basic
industrial and agricultural chemicals which are sold in the United States
and in many foreign countries, and in the processing of forest products. The
principal chemical products are muriate of potash, sulfate of potash, borax, boric
acid, soda ash, salt cake, lime, sodium chlorate, ammonium perchlorate, titanium
dioxide, phosphate rock, vanadium pentoxide, manganese metal and manganese
dioxide,

Searles Lake Operations

The company operates two chemical plants, the Trona Plant and the Westend
Plant, and continues in the start-up phase of a third plant, the Argus facility, at
its Searles Lake evaporite deposit located at the north end of the Mojave Desert
in California. The three plants are located on lands owned by the company in fee,
Soda ash production capacity from this evaporite deposit will increase to 1.45
million tons a year upon completion of start-up operations,

As of December 1980, the Argus plant was still behind schedule in its
planned start-up of operations, but progress continues to be made in bringing the
plant on stream. Mechanical and operating problems have been encountered in
this very large and complex chemical processing facility, but no significant process
problems have been encountered.

The two existing facilities, at Trona and Westend, also recover borax and
salt cake, as well as soda ash, Additionally, the Trona plant recovers potash,

As of December 31, 1980, the company owned in fee 6,169 acre: of mineral
lands on Searles Lake, Califoruia, and leased an additional 15,139 acres from
the United States Government, These lands serve all three plants and consist of
three major crystalline deposits, the top two of which are separated by a 15-to-
20 -foot layer of impervious mud, The leases are continuing or renewable at the
option of the holder for 10- or 20-year periods with a right in the Secretary of
the Interior to make reasonable adjustments in terms of the lease prior to
renewal., The leases are set forth below:
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Further information relative to uranium reserves and production and
average market prices received in 1980 are included in the note titled '""Mineral
Reserve Information and Related Operating Data' in the Notes to Consolidated
Financial Statements on Page 77,

COAL

The company began acquiring coal properties in 1958 in areas suitable
for both surface and underground mining. The program is continuing, and
at the present time, the company owns or leases major tonnages of bitumirous
and sub<-bituminous coal and lignite in Wyoming, Illinois, Oklahoma, Nurth
Dakota, Montana, Utah, Colorado and Arkansas,

On the reserves listed in the following chart, the company has either
developed, planned or completed feasibility studies on the deposits shown:

Demonstrated Estimated
Tons Average
Recoverable Sulfur Type
State Mining Unit (000's) Classification Content Mining
Wyoming Jacobs Ranch 304, 000 Steam 0.48% Surface
Mine
Clovis Point 73, 500% Steam 0,44% Surface

Mine (former -
ly East Gillette
Mine No, 16)

East Gillette 370, 000* Steam: 0.45% Surface

Federal Mine
(formerly East
Gillette Mine)

IMinois Calatia -

Harrisburg #5 46,310 Met, /Steam 1.31% Underground
e Herrin #6 __94,365% Steam 2.74% Underground
otal 888,175

‘As of December 31, 1980

More than 90% of the Wyoming reserves are held under Federal leases
and most of the remainder are under leases from the state, Reserves in
Nlinois are held under leases from private parties. The company's operations
and/or plans for these mining units are described below:
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Research and Development

The company's research and development activities are carried out
primarily by the Technology Division, The Technology Division's primary
research and development facility is the Technical Center, located in
Oklahoma City, Research and development expenditures totaled $8.8 million
in 1980, $6.0 million in 1979 and $5.0 million in 1978, all of which was
company sponsored,

Envi ronmental Matters

Federal, state and local laws and regulations relating to protection
of the environment affect almost all the plants and facilities of the company.
The problems of estimating the total direct and indirect cost impacts of
government regulation in this area are substantial, During 1980, capital and
operating expenditures related to environmental protection totaled $26.0 million,
It is estimated that such expenditures will amount to $39.0 million in 1981 and
$47,8 million in 1982, These expenditures cannot be expected to produce any
gignificant increase in production capacity, efficiency or revenue. Operation
of facilities and equipment installed for these purposes entails additional
expense, Moreover, there are many effects of environmental regulations,
such as effects on work force productivity, diversion of management time
and attention and other opportunity costs, which cannot be calculated or even
estimated with any assurance of accuracy.

Expenditures for modification of the company's Corpus Christi refinery
to enable conversion of residual fuel oil to higher output of gasoline and
distillates, and to reduce the use of lead in gasoline to meet EPA require-
ments without reducing capacity, are not included in the above totals.

The expenditures (in 1980 dollars) which will be required annually
beginning in 1983 and later years to continue present operations in compliance
with presently existing Federal, state and local regulations relating to the
protection of the environment are not presently expected to be significantly
in excess of the amout set forth above for 1981 and 1982, unless it should
become necessary t» decommission nuclear facilities sooner than expected.
The company began wn i 979 to establish what i, to be reasonable
m.. n 'M' “““‘ ...-I.I"‘ .‘.“.. ' ‘” -
Estimates as to the operating lives of the various mines and facilities,
extending in some cases to or beyond the year 2000, are necessarily uncer-
tain, as are the estimates of the costs of closure which will be incurred in
the year of abandonment, Actual costs obviously will depend on the avail -
ability and cost of supplies and technology at the time of actual decommissioning.
The rate of accrual of reserves will be adjusted from time to time as may, in
the opinion of the company, be appropriate,
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The company, in August 1979, filed with the Nuclear Regulatory
Commission a plan for decommissioning a facility in West Chicago,
Ilinois, which was closed in 1973, At one time, this facility processed
thorium ores, and ore residues containing some natural radioactivity are
stored on the site., The company accrued reserves by charges to income
beginning in 1978 and 1979 for the expenditures then estimated to be re-
quired to carry out the decommissioning plan. However, approval of the
plan, to which objections were filed by various Federal and state govern-
ment agencies, has not yet been received, For a description of litigation
with respect to the facility, see '"Legal Proceedings,' Page 36. The
company's nuclear fuel processing facility at Cimarron, Oklahoma, was
closed in 1975; it is not presently anticipated that decor ussioning costs
with respect to that facility will materially affect earninge

by that state's groundwater control regulations, which, in pertinent part, were
upheld by the New Mexico Supreme Court in November 1979, The regulations
require that mining companies and others submit discharge plans for approval
of the director of the New Mexico environmental improvement agency; and they
limit the allowable content of selenium, molybdenum, sulfate, total dissolved |
solids and other constituents. The content of mine water discharge from |
certain of the company's mines in New Mexico at times exceeds the new '
regulatory limits with respect to one or more of the four named ccastituents, |
In the company's opinion, there exists at present no practical techiology for |
reducing the levels of these constituents to the limits set by tHe regulations
at the size -scale required, Therefore, the company is preparing to request
a variance from meeting the regulatory limits for these four constituents for
five years while it conducts a research program seeking a practical treatment
process. The company believes that if no other technology proves practical, |
it may be necessary to evaporate the mine water from impervious solar ponds, |
The company has estimated the capital and operating cost for a 20-year period |
for installation of solar ponds to evaporate mine water at $40 to $60 million, {
|
|
\

|
|
|
The quality of water discharged from mines in New Mexico is controlled ‘
\

depending on then existing rates of discharge, the cost of land at the time and
other factors which may change before the ponds could be installed.

The company hag been requested by the State of New Mexico to submit
an application for renewal of the operating license for its uranium mill in i
New Mexico. The company is complyirg with this request; it is expected that |
this relicensing procedure will take more than one year to complete. The ;
company will be required to demonstrate control of radiation exposure and |
groundwater contamination from mill tailings systems as required by the |
New Mexico groundwater control regulations, the New Mexico radiation pro- ‘
tection regulations and the Federal regulations implementing the Uranium
Mill Tailings Radiation Control Act of 1978. Reserve accruals for the amount
of capital expenditures currently estimated to be necessary to comply with those
regulations aprlicable to mill tailings are included in the annual reserve
accruals for decommissioning referred to in the third paragraph of this
section,



A regulation of tae Environmental Protection Agency under the Atomic
Energy Act, which became applicable to uranium mills December 1, 1980,
limits to 25 millirems per year the whole-body radiation expousure of the
nearest resident from the company's uranium milling operations. The
company is studying the impact of this regulation on the company's Ambrosia
Lake mill, The company believes the mill currently meets the requirements
of this regulation. If the regulatory agencies concernec should not concur,
the company believes comgliarce can be achieved through the process of
complying with the regulations described in the foregoing paragraph; however,
it has not been demonstrated ‘hat these measures would in fact be successful.
The company is challenging tlie validity of the EPA regulation in court.

Final and proposed regulations were promulgated May 19, 1980, by
the Environmental Protection Agency defining '"hazardous wastes'' and ex-
tending the regulation thereof effective November 18, 1980, The regulations
required permits to be obtained by owners and operators of facilities which
treat, store or dispose of hazardous wastes, "Interim permits'' to continue
current practices are established for existing operations until final regulations
or long ~term permits are issued. Plans for disposing of such wastes in the
event of closure of the facility must be prepared and the expense of such dis-
posal estim ited by May 19, 1981. Regulations published January 12, 1981,
require that by July 13, 1981, surety bonds be posted, trust funds established,
or letters of credit arranged for the estimated cost of closure and post-
closure care,

The Agency postponed listing, as hazardous wastes, waste rock and
overburden from uranium mining and overburden and slimes from phosphate
surface mining. However, it has listed, among the several hundred substances
so classified, a number of substances which are generated, transported,
treated, stored or disposed of in the course of the company's operations. The
company has reported 37 of its facilities for interim permits and is in the
process of establishing overall compliance programs,. It is not yet able to
estimate the cost of compliance.

On December 11, 1980, the Comprehensive Environinental Response,
Compensation and Liability Act of 1980, known as the "superfund" act, became
law, It imposes penalties on persons who fail to give prompt notice of releases
of those substances designated as hazardous (not only wastes), or fail to
notify the appropriate agencies of facilities where hazardous substances are
or were in past years stored, treated or disposed of, and imposes a tax on
crude oil, imported petroleum products, chemical feedstocks and certain
commercial chemicals.

The company has pending several applications for National Pollution

Discharge Flimination System waste discharge permits and ope rating permits
for sources of air emissions. Most of these applications are for renewal of
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existing permits; some pertain to new sources arising from the resumption
of operation at inactive facilities. Reference is made to "Legal Proceedings"
on Page 37 for a description of certain proceedings relating to discharge
permits for the company's Ambrosia Lake facilities.

Emﬂoxeel

The company employed 11, 286 persons on December 31, 1980.

GOVERNMENT REGULATION

The company is subject to extensive goverrment regulation, particularly
with respect to extractive operations and to the sale of fuels, and may be
subjected to additional regulation in the future. Among these are regulation
of natural gas prices by the Federal Energy Regulatory Cor.mission under the
Natural Gas Act and the Natural Gas Policy Act; regulations under the Outcr
Continental Shelf Lands Act which impose strict controls over offshore opera-
tions; limitations on strip mining; stringent regulation of nuclear fuel and fuel
production; prorationing laws of various states and cooperative actions by the
United States in connection with production froin Federal leases. which affect
substantially all of the company's domestic crude oil and gas production,

Reference should be made to ""finvironmental Matters, ' Page 28, for discussion

of environmental protection laws and regulations affecting company operations.
|
\
|
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Qil Industry Legislation and Regulation

On January 28, 1981, President Reagan issued an Executive Order
beginning the dismantlement of the Federal regulation of crude 0il and refined
petroleum products under the Emergency Petroleum Allocation Act of 1973
("EPAA'"), as amended by other statutes from time to time. The Executive
Order specifically exempted crude oil and refined petroleum products from
Federal controls on price and allocation and authorized the Secretary of
Energy to take the actions necessary to revoke these price and allocation
regulations,

Since 1974, crude oil of domestic origin has been classified into various
categories which have been amended from time to time. These categories
determined the maximum price at which the oil could be sold, with substantial
quantities selling at below market prices. The previous Administration,
effective June 1979, had begun the gradual decontrol of crude oil prices. Under
that plan, the final lifting of price restrictions would have occurred on October 1,
1981,



Prior to the issuance of the Executive Order, gasoline and propane
had been subject to product allocation regulations based on certain historical
patterns of distribution among customers, Sales of gasoline and propane were
also subject o price controle, The controls purported to permit the selier to
charge a price arrived at by adding the prices in effect May 15, 1973, and
cost increases incurred after that date allocable to controlled products. As
the result of the Executive Order, these products may now be sold at market
prices,

Record-keeping and reporting requirements under the EFAA remain in
effect until eliminated by the Secretary of Energy, However, the Secretary
is directed to eliminate promptly all such requirements which are not necessary
for emergency planning and energy information gathering purposes.

President Reagan, in his Execative Order, purported to authorize the
Secretary of Energy to adopt regalations and to take necessary actions for
the issuance of entitlement notices and the establishment of a mechanism for
entitlement adjustments for periods prior to January 28, 1981, The Entitle -
ment program, established in 1974 ag an attempt to equalize the crude costs
among domestic refiners, required domestic refiners having access to a
large proportion of price-controlled oil to purchase "entitlements” for a
specified number of barrels of oil in each month from domestic refiners having
access to a lesser proportion of price-controlled oil. The program was sub-
stantially expanded to encompass other objectives, such as the subsidization
of emall refiners and of imports of residual fuel oil to the East Coast.

Pursuant to the Energy Security Act of 1980, the DOE had promulgated
stand -by regulations for procedures to be used in the ¢vent the DOE is unable
to obtain sufficient amounts required to fill the Strategic » °troleum Reserve
("SPR'") through normal means of procurement, Under these regulations, large
independent refiners, such as the company, andmajor refiners would be re-
quired to deliver, on a pro rata basis determined on the basis of refinery
capacity, oil to SPR in exchange for production from the Naval Petroleum
Reserves., Because of the locations of the Naval Petroleum Reserves and the
quality of the oil contained in the Reserves, the activation of this program would
impose increased burdens upon the company's crude oil purchasing operation.

The Crude Oil Windfall Profit Tax Act of 1980 imposes a tax on a portion
of the gross receipts from the production and sale of domestic oil produced
atter February 28, 1980, The portion taxed, defined as the "windfall profit,
represents the amount by which gross revenues on the first sale exceed the
sum of certain base price levels, adjusted for inflation, and a portion of state
severance taxes. The rate of taxation on the taxed portion is for the company
70% for oil which would have been lower and upper tier if price controls had
continued, 60% for stripper well production and 30% for most other types of oil.



Under the Natural Gas Policy Act of 78 ('""NGPA'"), th hority of
the Federal Energy Regulatory Commission ("FERC'") to regulate the price
of natural gas under the Natural Gas Act has been extended to intrastate sales
as well as interstate sales, as have its powers to allocate natural gas,
Statutory maximum lawful prices for approximately 15 categories of natural
gas, including '"new'' natural gas, natural gas from new production wells in
reservoirs already discovered, and '"high cost'' natural gas, are established,
with provision for escalation at various rates depending on the category.

The new maximum prices, which took effect beginning in December 1978,
have resulted in an overall increase in the average price per MCF of natural

gas received by the company, See 'Legal Proceedings, ' Page 34, for a

description of certain protests filed with the FERC challenging the company's
authority to collect increased rates established by the NGPA under the "area

rate clauses' contained in certain of its contracts for supply of natural gas.

sl Spsratens
The Surface Mining Control and Reclamation Act requires that the

surface of property strip mined for coal be restored in accordance with

standards specified in law, and that a fee be paid to the United States to

defray the cost of reclaiming land mined by others in the past, The fee is 35

cents per ton of coal produced by strip mining and 15 cents per ton of coal

produced by underground mining. Reclamation commitments are required

with respect to permits for strip mines and extensions beyond the boundaries

of exiuting permits. The cost of producing coal has been substantially increased

as a result of this legislation,

Similar reclamation commitments are required by state regulatory
agencies in regard to the issuance of permits or the extension of existing

permits for the mining of minerals other than coal,

The company's mining operations are subject to the safety and other
regulations of the United States Mine Safety and Health Administration and
the respective state mining authorities as a result of the Federal Mine Safety
and Health Act of 1977 ("MSHA Act''). That Act imposes health and safety
requirements on mining operations, including radiation exposure standards
for workers in uranium mines; provides for the payment of benefits by the
operator for occupational disability, including disallity or death due to
black lung disease; and requires certain health and safety training for all

miners.




Item 3. lLegal Proceedings.

On October 15, 1976, a complaint was filed by Westinghouse Electric
Corporation in the U.S, District Court for the Northern District of Illinois
against 29 producers of uranium, including the company, alleging a2 combina-
tion in restraint of trade in the mining, milling, sale and purchase of uranium
and seeking treble damages and other relief. The company filed an answer and
a counterclaim in the action alleging antit~ust violations by Westinghouse in the
reactor and fabricated fuels market seeking treble damages, injunctive and other
relief. In March 1981, the company and Westinghouse settled the action between
themselves upon terme which are not expected to have a material effect upon the
company's financial statements, and the company has been dismissed as a
defendant,

An action, Wisconsin Electric Power Company, et al, v. Pancontinental
Mining, 1td,, et al, was brought on January 30, 1981, in the U.S. District
Court for the Northern District of Illinois by two groups of utilities against
most of the defendants in the Westinghouse litigation, including the company.
The complaint specifically incorporates portions of the Westinghouse complaint
and alleges the defendants conspired to restrain trade in the mining, milling,
sale and purchase of uranium in violation of the Sherman Act. It seeks an
unspecified amount of damages which would be trebled by law in the event of
a judgment,

The company's Report on Form 10-K for the year ended December 31,
1978, contained a description of Peshlakai, et al v. Schlesinger, et al, The
complaint seeks a declaration that the National Environmental Policy Act of
1969 required the preparation of national, regional or site specific environ-
mental impact statements prior to the undertaking of certain alleged major
Federal actions relating to the mining and proceesing of uraniurn ores to
produce uranium concentrates, It alsc seeks the rescission of certain previous
alleged major Federal actions, including the approval of mining and reclama~
tion plans for the company’'s Church Rock facility,

Ke rz_';_McGee Cual Corporation v. Binjbam, et al, was filed by the
company on May 1, 1979, in the District Court of Haskell County, Oklahoma,
seeking to quiet title under certain coal leases and deeds covering part of the
deposits at the company's Choctaw facility.

Reference should be made to the company's Reports on Form 10-K for
the year ended December 31, 1979, and on Form 10-Q for the second quarter
of 1980 describing certain protests filed with the Federal Energy Regulatory
Commission which allege that ''area rate clauses'' contained in certain con-~
tracts for the supply of natural gas between the company and various pipeline
companies do not permit increascs in prices to levels allowed by the Natural
Gas Policy Act, Initial decisions favorable to the company have been issued
as to some of the cortracts and are being reviewed by the Federal Energy
Regulatory Commission, The remainder of the contracts are still being
reviewed by administrative law judges.
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Two companion actions, Kerr-McGee Nuclear Corporation v. Duquesne
Light Company, et al and Cleveland Electric Illuminating Co., et al v. Kerr-
McGee Corporation, et al, involving a dispute over the terms of a uranium
supply agreement, were reported in the Report on Form 10-K for the year
ended December 31, 1979. These actions were dismissed on December 24,
1980, following a settlement of the dispute by the parties.

A purported class action was filed on September 8, 1980, in the Superior
Court for San Francisco County, California, against former manufacturers
and/or marketers, including the company, of a nematodicide Dibromochloro-
propane ("DBCP'). The petition alleges the use of DBCP in California damaged
the water supply of owners and users of private water wells in California and
seeks $50 billion for injuries to property, $40 million for the testing of wells
and an unspecified amount for medical examinations. Alte rnatively, it requests
several funds in perpetuity, with minimum balances of $10 million, be established
for the testing of wells, medical examinations, the repair of wells and epi-
demiological studies of DBCP,

Selement v, Kerr-McGee Corporation, et al, an action filed on October 3.
1979, in the District Court of Oklahoma County, Oklahoma, seeks $75, 300, 000
in actual damages alleged to have been sustained in a fire at a home adjacent
to the company's Wynnewood refinery and $20, 000, 000 in punitive damages.
The company ie of the opinion that damages, if any, which might be awarded
in this aciion will be subject to indemnification by its applicable insurance
carriers,

On December 14, 1979, Begay v. Kerr-McGee Corporation was filed in
the U.S. District Court for the District of Arizona against the company and
several other mining companies on behalf of fifty Navajo miners, some of
whom have died, and their relatives., The complaint alleges the miners con-
tracted cancer or other respiratory diseases while working in uranium mines
formerly operated by the defendants on the Navajo reservations, Compensatory
damages aggregating millions of dollars are sought, as well as an unspecified
amount of punitive damages. On December 23, 1980, following a stipulation by
the parties reserving the plaintiffs' right to appeal the applicability of Arizona
Workmen's Compensation law to workers employed within the Arizona portion
of the Navajo reservation, the District Court dismissed this action on grounds
that Arizona Workmen's Compensation law provides the exclusive remedy for
the alleged injuries, The plaintiffs have filed a Notice of Appeal with the U.S.
Court of Appeals for the Ninth Circuit,

Two actions, both entitled Johnson v. Kerr-McGee Oil Industries, . ..,
with facts similar to Begay, were also filed by a widow of a former miner
on December 14, 1979, in the U,S. District Court of Arizona and the Superior
Court for Pima County, Arizona. Both actions seek compensatory and punitive
damages of at .east $7 million. The Superior Court for Pima County dismissed
one of the actions on June 3, 1980, Notice of Appeal was filed with the Arizona
Court of Appeals. The U.S. District Court of Arizona dismissed the other
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on August 21, 1980, and a Notice of Appeal has been filed with the U.S. Court ‘
of Appeals for the Ninth Circuit, Both actions were dismissed on the same

grounds as in Begay.

Two actions, State of Nlinois v. Kerr-McGee Chemical Corporation and
City of West Chicago v. Kerr-McGee Chemical, filed on April 25, 1980 and
June 13, 1980, respectively, involving alleged violations of state and local
environmental laws at the company's closed West Chicago facility, which
previously processed thorium ores, were removed to the U, 8, District Court
for the Northern District of Illinois. On January %, 1981, the trial court
dismissed both actions, finding that the Nuclear Regulatory Commission had
exclusive jurisdiction. These rulings have been appealed to the U,S. Court of
Appeals for the Seventh Circuit. On February 5, 1981, the U.S, Environmental
Protection Agency served the company with a Show Cause Order relating to the
alleged contamination of surface water, ground water and the atmoephere near
the West Chicago facility, In August 1979, the company filed with the Nuclear
Regulatory Commission a proposed plan for decommissioning the West Chicago
facility, to which objections have been filed by other governmental agencies,
and approval has not yet been received.

A# reported in the company's Report on Form 10-Q for the second quarter
of 1980, the company brought an actior, Kerr-McGee Chemical Corporation v,
Andrus, et al, challenging a recommendation by the Secretary of the Interior
that Death Valley be redesignated a Class 1 area under the Clean Air Act and
alleging such redesignation would make it substantially more difficult to obtain
the permits necessary for any future material modifications to the company's
plant at Tronz, California. Two other actions, both styled Kerr-McGee
Chernical Corporation v, U.S, Environmental Protection Agency, were filed
respectively on January 28, 1981, in the U.8. Court of Appeals for the District
of Columbia Circuit and on February 2, 1981, in the U,S, Court of Appeals for
the Ninth Circuit, The former seeks review of the EPA's visibility regulations
for Class | areas, while the latter challenges the EPA's designation of the Dome
Land Wilderness area, which is in the vicinity of the company's Trona facility,
as a wilderness area in which visibility is an important attribute,

Kerr-McGee Nuclear Corporation v, U.S. Environmental Protection

Agency was filed by the company and various other mining companies on April 1,
1980, in the U,S, District Court for New Mexico, challenging the EPA's regu-
lations which limit public exposure to radiation from uranium milling operations

to 25 millirems per year,

The company is also a party to Kerr-McGee Nuclear Corporation v, New
Mexico Environmental Improvement Board, brought on May 19, 1980, in the
New Mexico Court of Appea's. The action challenges New Me xico uranium mill
licensing regulations requiring acquisition of all righte to lands on which mill
tailings are deposited and provision of secondary containment facilities for mill

tailings.

On August 5, 1980, Kerr-McGee Nuclear Corporation v. U,S. Environ-
mental Protection Agency was filed by the company in the U, S. Court of Appeals




for the District of Columbia Circuit, The action seeks review of the EPA's
Consolidated Permit Regulations and Water Programs Regulations with respect
to underground injection control.

The company is also a party to American Mining Congress v, U, S,
Environmental Protection Agency, filed on August 18, 1980 in the U,S. Court of
Appeals for the District of Columbia Circuit. This action seeks review of certain
portions of the EPA's regulations issued pursuant to the Resource Conservation
and Recovery Act relating to mining,

Kerr-McGee Nuclear Corporation v. U.S. Nuclear Regulatory Commission
was filed by the company on October 3, 1980, in the U. S, Court of Appeals for the
Tenth Circuit. The company seeks review of certain regulations issued by the
NRC pursuant to the Uranium Mill Tailings Radiation Control Act of 1978, asserting
they are arbitrary, capricious and unsupported by the evidence.

The company, on January i0, 1975, requested review of the U. S, Environ-
mental Protection Agency's order granting a National Pollution Discharge Elimina -
tion System permit for the company's Ambrosia Lake facility. The request asserts
the EPA has no jurisdiction over the facility, No decision has been reached by
EPA Regional Administrator,

Reference is made to the company's Report on Form 10-K for years ended
December 31, 1976 and 1977, for a description of an acticn by the State of Okla-
home for alleged wrongful discharges into Skull Creek, Payne County, Oklahoma,
killing fish, On November 11, 1980, the Supreme Court of Oklahoma rendered its
final opinion affirming judgment rendered against the company,

An action, People v. Kerr-McGee Nuclear Corporation, was filed in the
District Court for Laramie County, Wyoming, by the Attorney General of Wyoming
on October 20, 1980, following the issuance of a related Notice of Violation from
the Wyoming Department of Environmental Quality on October 7, 1980. Both allege
the company failed to submit information justifying reclamation delay at the
company's Bill Smith mine.

The company is also a party to Kerr-McGee Nuclear Corporation v. Wyoming
Department of Environmental Quality, filed on October 3, 1980, in the District
Court for Laramie County, Wyomning, seeking review of the Wyoming Department
of Environments’ Quality's groundwater quality regulations,

On Jv a» 41, 1980, the company was issued a Notice of Incidents of Non-
compliance by the U.S8. Geological Survey relating tc the disposal of certain
used grating by employees of a welding contractor working on one of the company's
platforms located in the Gulf of Mexico, Payment of a $2, 000,00 assessment was
made following the issuance of the USGS's final Decision on February 18, 1981,

Item 4. Security Ownership of Certain Beneficial Owners and Manapgement,

For information required under this section, reference should be made to
Page 8 of the company's proxy statement for 1981 made in connection with its
Annual Shareholders' Meeting to be held on April 28, 1981.
g e
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PART 11

Item 5. Market for the Registrants Common Stock and Related Security
Holder Matters.

Information relative to the principal markets on which the company's
common stock is traded; the high and low sales prices of the common stock
by quarters for the past two years; and the approximate number of holders
of common stock is furnished in the note captioned '"Stock Performance'' in
the Notes to Consolidated Financial Statements on Page 67,

On February 10,1981, the Board of Directors incrzased the quarterly
dividend paid on common stock to $.50 per share. Cash dividends have been
paid continuously since 1941, lLong-term debt agreements contain minor
restrictions on the payment of dividends on cornmon stock. As of
December 31, 1-80, under the most restrictive of these provisions, retained
earnings of $977 million are not subject to these restrictions.

Item 6, Selected Financial Data,
Information setting forth selected financial data required in this item is
set forth iu the schedule captioned ''Financial and Operating Data" following

the Notes to Consolidated Financial Statemsnts on Page 78.

Item 7. Management Discussion and Analys.. of Financial Condition
and Results of Operations,

The discussion below should be read in conjunction with the "Financial
and Cperating Data" following the Notes to Consolidated Financial Statements
on Page 78.

Liquidity and Capital Resources

The company uses a number of measures of liquidity for internal

management purposes, including capital planning and financial forecasting,
These measures also include working capital and several leverage ratios.

Working Capital Ratios

Key working capital indicators for the last three years are listed below:

(In millions of dollars) 1980 1979 1978
Working capital $208.2 $239.8 $184,1
Working capital ratio 1.4 1.6 1.5
Cash and marketable securities

at December 31 $169.6 $116,.5 $107.4

.39 o



Despite a slight downward trend in the working capital ratio during
the last three years, the company is of the opinion that its ability to meet
short- and long ~term obligations remains strong.

Material changes in the source of funds affecting working capital are
summarized below:

Increase (Decrease)

(In millions of dollars) 1980 1979 1978
Funds provided from operations $425.9 $379.5 $279.4
Long ~term debt and production
payment advances ~ Net 131.4 113.3 ( 5.7)
$557.3 $492.8 $273.7
Capital expenditures ( 526.6) ( 389.2) ( 270,2)
Dividends ( 46.6) ( 40.1) { 32.3)
Other - Net { 15.7) (. 8 ( 24.8)
Net Change ($ _31,6) $ 55.7 ($ 53.6)

As reflected in the table above, a substantial portion of the company's
capital expansion has been financed from internally generated funds, and the
company expects this trend to continue.

Leve rage Ratios

The extent to which the company's activities have been financed by debt
is set forth in the table below:

1980 1979 1978
Total debt to total capitalization 28.6% 24.2% 21.3%
Total debt plus production advances
to total capitalization plus
production advances 32.0% 29.0% 27.3%
Ratio of earnings to fixed charges 3.9% $.12 5.39

During 1979, an agreement was reached by a subsidiary with seven
banks for the borrowing of up to $150 million to be used for the development
of the Beatrice Field in the North Sea. Interest is charged at a floating rate
that is a margin over the London Inter -Bank Offered Rate, A portion of the
loan is repayable in ten equal semi-annual installments beginning on
March 31, 1983, or on the date of first production, if earlier. The remainder
is due in quarterly amounts equalling 80% of the net revenues from the field
or a specified minimum percentage. At December 31, 1980 and at December
31, 1979, a total of $137,8 million and $35,4 million, respectively, had been
drawn under this agreement,



In 1980, the company negotiated changes in its revolving credit agree-

ments with a group of banks to extend their expiration dates to 1982 and 1983
and increase revolving bank credit limits from $95 million to $170 million.
Interest is payable at varying rates, and certain amounts may be repaid

and reborrowed during the terms of the agreements, At December 31,

1980, $145 million was outstanding at an average interest rate of 16,6%.,

Additional financing is being arranged for the company's 8 percent
portion of the estimated $2 billion development cost for the South Brae Field
in the United Kingdom sector of the North Sea,

Details relative to short-term notes payable transactions and the
activities of the company's unconsolidated finance subsidiary are discussed
on Page 58.

At December 31, 1980, the company had substantial commitments entered
into in the normal course of business for the drilling of new oil and gas wells,
construction of additional drilling equipment, the addition of coal facilities and
the modification and additions to other facilities,

For a discussion of the effect of changing prices on liquidity, capital
resources and the results of operations, see the caption '"Accounting for

Changing Price Levels' on Page 63.

Results of Operations

Sales and Services -

Consolidated sales and services increased 29.6% in 1980, compared with
a similar increase of 29,5% in 1979 and a 4. 3% decline in 1978, The substantial
increases over the last two years generally reflect the continuing inflationary
spiral as, with few exceptions, prices for the company's products and services
trended upward. The decrease in 1978 was due to the disposal of the company's
retail agricultural chemical division in December 1977, Price increases had a
dramatic impact on revenues from refined petroleum product sales, up sub-
stantially in spite of sales volume decreases of 6% in 1978, 17% in 1979 and 8%
in 1980. Price increases also had a significant effect on sales revenues from
crude oil and natural gas production. Sales volume of crude oil dropped about
10% from 1977 to 1978 and remained level during the 1978-1980 period. On the
other hand, sales volume of natural gas was up 3% in 1978 and 6% in 1979, and
then fell off 4% in 1980 due to reduced requirements of pipeline customers,
Revenues from contract drilling services have increased steadily over the past
three years, especially in 1980 when the increase was 23% over the prior year,
Price increases in chemical operations also had a material impact on the $81.5
million increase in sales revenues in 1980, Coal operations began commercial
shipments in 1978 and have steadily expanded since that date with the $50,7
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million increase in revenues during 1980 being more than twice the sales

in 1979, Revenues from nuclear cperations were up $75. 5 million in 1980
over 1979 because of improvements in both sales price and volume which
were favorably affected by the settlement in late 1980 of litigation referred to
elsewhere in this report,

Operating Costs and Expenses -

Total costs and expenses for 1980 were up 31.6% over the 1979 amount;
1079 was up 27.5%; with 1978 being down 4, 6% due to the disposal of the
company's retail agricultural chemical operations in 1977. Al categories of
expense were affected by inflation and all operations felt the effect of increasingly
higher outlays for materials, supplies and services during the 1978 through
1980 period. The greatest impact resulted from the accelerating cost of crude
oil to refineries, especially during the two most recent years. Depreciation,
depletion and amortization expense accelerated markedly over the past three
years and particularly in 1980 and 1979, when increases of 33.6% and 30, 8%,
respectively, were attributable to the activation of new facilities and equipment,
Exploration expenses climbed 43,7% in 1979 and 32% in 1980 because of an
increased emphasis on the search for hydrocarbons. The increases in taxes,
other than income taxes, was aunusually high from 1979 to 1980 (up over 70%)
due to the effect of the windfall profit tax, which became effective in 1980.

Interest Expense -

Total interest charges in 1980 were $85, illion, consisting of $56,0
million recorded as expense and $29. 9 million capitalized, compared with
interest of $57.6 million in 1979 and $39. 7 million in 1978; no interest was
capitalized in the two earlier years. The increases in total interest in 1979
and 1980 are attributable to higher average borrowings caused by higher
capital expenditures, and to increased interest rates,

Other Income -~

Other income for 1978 was substantially higher than 1979 and 1980
because of 2 $20. 9 million gain in 1978 from the disposal of a 50% interest
in two uranium properties and the company's interest in an exploration
permit in Tunisia.

Provision for Income Taxes -
The provision for income taxes increased 21.1% in 1980, 33.8% in

1979 and 5% in 1978 principally due to increased pre-tax income, Also, the
19%0 tax provision increased over 1979 due to lower investment tax credits

from projects,
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Item 8, Financial Statements and Supplementary Data,

Responsibility for Financial Reporting

The financial data contained in the financial statements have been prepared
by management who is responsible for their integrity and objectivity, Manage-
ment believes that the financial statements have been prepared in conformity

with generally accepted accounting principles appropriate under the circumstances

and, where necessary, reflects informed judgments and estimates of the effects
of certain events and transactions based on currently available information at
the date the financial statements were prepared.

Management depends on the company's system of internal accounting
control to assure itself of the reliability of the financial statements. The
internal control system is designed to provide reasonable assurance that
assets are safeguarded and transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation
of financial statements in accordance with generally accepted accounting
principles. Despite the exercise of care in designing control procedures,
management recognizes that errors or irregularities may occur. Periodic
reviews are made of internal controls by the company's staff of internal
auditors and corrective action taken if needed. Management believes that the
company's accounting controls provide reasonable assurance that errors or
irregularities that could be material to the financial statements are prevented
or would be detected within a timely period by employees in the normal course
of performing their assigned functions,

The Board of Directors reviews and monitors financial statements through
its audit committee, which is composed solely of directors who are not officers
or employees of the company, The audit committee meets with the independent
auditors, internal auditors, management, etc., to review internal accounting
controls, auditing and financial reporting matters.

The independent auditors are enpaged to examine the financial statements
and to express an opinion thereon, Their examination is conducted in accor-
dance with generally accepted auditing standards, and their report is included
herein,

FEarnings

Net income for the year was $182,2 million, 13.9% greater than the
previous high of $160.0 million reported for 1979 and 54.2% more thac 1978
earnings of $118. 2 million.

Earnings per share for 1980 equaled $7.02, compared with $6.18 per
share in 1979 and $4,57 per share in 1978, The computation of net income
per share is based upon the weighted average number of common shares out-
standing during the year after assuming the conversion of options and warrants
outstanding (when applicable).
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Dividends

In February 1980, the Board of Directors increased the annual dividend
rate to $1. 80 per common share, compared with $1.55 per share for the year
1979 and $1.25 per share for 1978, The company paid cash dividends of
$46. 6 million in 1980, compared with $40.1 million and $22,2 million in 1979
and 1978, respectively, In February 1981, dividends were increased further
to $2. 00 per common share annually,

Report of Independent Public Accountants

To the Stockholders and Board of Directors
of Kerr-McGee Corporation:

We have examined the consolidated balance sheet of Kerr-McGee
Corporation (a Delaware corporation) and subsidiary companies as of
December 31, 1980 and 1979, and the related consolidated statements of
income, retained earnings, capital in excess of par value and changes
in financial position for each of the three years in the period ended
Decernber 31, 1980. Our examinations were made in accordance with
generally accepted auditing standards and, accordingly, included such
tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the consolidated financial statements referred to
above present fairly the financial position of Kerr-McGee Corporation
and subsidiary companies as of December 31, 1980 and 1979, and the results
of their operations and the changes in their financial position for each of the
three years in the period ended December 31, 1980, in conformity with
generally accepted accounting principles. In our opinion, except for the
change (with which we concur) in the method of accounting for interest cost
as explained in the financial review on Page 51, the accounting principles
were applied on a consistent basis after giving retroactive effect to the
change (with which we concur) in the method of accounting for vacation pay
as explained in the financial review on Page 52,

ARTHUR ANDERSEN & CO,

Oklahoma City, Oklahoma,
February 25, 1981,
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KERR-McGEE CORPORATION
CONSOLIDATED STATEMENT OF INCOME

(In thousands of dollars, except per share amounts)

1980 1979 1978
Income
Sales and services $3,477, 881 $2, 683, 469 $2,072, 443

Costs and Expenses
Costs and operating expenses $2,705,414 $2,051,897 $1, 505, 042

Selling, general and

administrative expenses 100,319 96,772 88,272
Depreciation, depletion and
amortization 155,375 116,290 88,879
Exploration, including dry holes 62,726 47,537 33,085
Taxes, other than income taxes 85, 824 50, 405 37,939
Interest and debt expense 56,005 57, 620 39,698
Total Costs and Expenses $3,165,663 $2,420,521 $1, 892, 915
$ 312,218 $ 262,948 $ 179,528
Other Income o0, 273 23,137 31,363
Net Income before Income
Tax Provision $ 332,491 $ 284,085 $ 210,891
Provision for Income Taxes 150, 268 124,068 92,695
Net Income $ 182,223 $ 160,017 $ 118,196
Net Income per Common Share $ .02 § 6,18 $ __4.57

|
|
|
|
|

The accompanying financial review on pages 50 through 77 is an integral part
of this statement,

ol »



KERR-McGEE CORPORATION
CONSOLIDATED BALANCE SHEET

ASSETS

Current Assets
Cash, including $114, 688, 000 certificates of
deposit in 1980 and $78, 431, 000 in 1979

Marketable securities,
at cost

Notes and accounts receivable
Inventories -
Petroleum and other products
Materials and supplies
Deposits and prepaid expenses

Total Current Assets
Investments and Other Assets
Property, Plant and Equipment, at cost

Petroleum
Chemicals
Nuclear
Coal
Other

Less reserves for depreciation,
depletion and amortization

Deferred Charges

statement,

1980

1979

(In thousands of dollars)

$ 152,689

16,872
203,215

218,514
118, 961

16,571
$ 726,822

$ 64,976

$1,648,673
702, 656
331, 605
147, 049
82,073
$2,912,056

949, 322
$1,962, 734

$ 52 027

!Z! 806I 559

* Restated to reflect retroactive accrual of vacation pay for prior years,

The successful efforts method of accounting for oil and gas production
activities has been followed in preparing this balance sheet.

$ 115,681

777
182, 492

233, 428
85, 296
I S .

$_626,624

$ 52,789

$1,225, 205
669, 681
321, 494
108, 237

81,093
$2,405,710

800,410

$1,605, 300

$ 54,452

22! 339, 165

The accompanying financial review on pages 50 through 77 is an integral part of this




LIABILITIES AND STOCKHOLDERS' EQUITY 1980

Current Liabilities

Notes payable $ 22,000
Accounts payable 313, 395
Long-term debt due within one year 9,058
Taxes on income 91,270
Accrued liabilities 82, 854

Total Current Liabilities $ 518,577
Long-Term Debt $ 520,599
Advances to be Repaid from Future Production $ 95,659

Deferred Credits and Reserves

Income taxes $ 260,269
Other 34,173

5 $ 294,442

Minority Interest in Subsidiary Companies $ 35, 310

Stockholders' Equity
Common stock, par value $1.00 - 37,500, 000
ghares authorized, 26,009, 646 shares issued
in 1980 and 25, 983, 348 shares issued in 1979 $ 26,010

Capital in excess of par value 252,579
Retained earnings 1,064,707
$1, 343, 296

Less common stock in treasury, at cost -
106, 840 shares in 1980 and 1979 1, 324

Total Stockholders' Equity $1,341,972

$2,806, 559

(In thousands of dollars)

1979

$ 9,100
226,857
11,218

70, 220

69, 430¢

$ 386,825

!{ﬁ

374,678

$ 215,349*

$ 110,198
18,194 |

et s
$ 233,543 |
\

$ 29,153

$ 25,983 |
251,023 \
__929,086%
$1, 206,092
1,324
$1, 204, 768

$2,339,165



KERR-McGEE CORPORATION

IN EXCESS OF PAR VALUE

(in thousands of dollars) 1980 1979 1978
Balance, at beginning of vear $251,023 $250, 276 $250,175

Excess of proceeds over par value of
cormmon stock issued upon the
exercise of stock options -

26,298 shares in 1980 1,556
19, 625 shares in 1979 747
2, 700 shares in 1978 101
Balance, at end of year $252,579 $251,023 $250,276
CONSOLIDATED STATEMENT OF
RETAINED EARNINGS
1978
Balance, at beginning of year $ 929,086 $ B09,168* § 723,292*
Net income 182, 223 160,017 118,196

CONSOLIDATED STATEMENT OF CAPITAL

$1,111, 309 $ 969,185 $ 841,488

Cash dividends -
Common stock (per share: $1,80
in 1980, $1.55 in 1979 and

|
|
\
i
(In thousands of dollars) 1980 1979
\
|

$1.25 in 1978) 46,602 40,099 32,320
Balance, at end of year $1, 064,707 $ _929,086% § 809,168*

* Restated to reflect retroactive accrual of vacation pay for prior years.

part of these statements.
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KERR-McGEE CORPORATION

CONSOLIDATED STATEMENT OF CHANGES

IN FINANCIAL POSITION

(In thousands of dollars)

Source of Funds
Operations -
Net income
Depreciation, depletion and
amortization
Deferred income taxes
Other noncash items

Additions to long -term debt

Sale of common stock

Proceeds from future production
payment advances

Proceeds from disposal of properties

Disposition of Funds

Capital expenditures

Dividends

Investment in finance subsidiary

Repayment of long-term debt

Repayment of future production
payment advances

Other

Increase (Decrease) iz Working Capital

Working Capital Increased (Decreased) by
Casgh and marketable securities
Notes and accounts receivable
Inventories
Notes payable
Long -term debt due within one year
Accounts payable
Taxes on income
Other

1980 1979 1978
$182, 223 $160,017 $118, 196
155, 375 116, 290 88, 879
44,920 55,026 55, 824
43, 392 48,132 16, 506
$425,910 $379, 465 $279, 405
154, 450 130, 515 361
1,582 767 103
- 6, 427 38,453
2,090 6,549 14, 559
$584, 032 $523,723 $332, 881
$526, 570 $389,195 $270, 185
46, 602 40,099 32,320
17,127 9, 737 8, 481
8, 529 11,108 44, 465
14, 539 12, 525 .
2,219 5, 400 30, 989
$615, 586 $468, 064 $386, 440
($ 31,554) $ 55,659 ($ 53,559)
$ 53,103 $ 9,039 $ 3,198
.9 (LN LN
18, 751 55, 292 7,572
( 12,900) ( 9,100) 13,750
2,160 33,136 ( 22,629)
( 86,538) 7,805 (34, 281)
( 21,050) ( 23,695) 4,212
( 5,803 ( 15,105) ( 14,165)
($ 31,554) $ 55,659 ($ 53,559)

_=s =

The accompanyiny financial review on pages 50 through 77 is an integral part

of this statement.
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Si‘nificant _Ac countirl Policies

Principles of Consolidation -

The consolidated financial statements include the accounts of all
subsidiary companies that are more than 50% owned, except for a finance
subsidiary, Investments in the finance subsidiary and in affiliated companies
that are 10% to 50% owned, which totaled $29.6 million in 1980 and $23.1
million in 1979, are included at cost adjusted for equity in undistributed
earnings, Changes in the equity in undistributed earnings are included in
"other income, "

Balance sheets of foreign subsidiaries and branches are translated
into U, S, dollars at the approximate year-end rates of exchange, except
that property, plant and equipment and stockholders’ equity accounts are
translated at the historical rates of exchange. Income and expense accounts
are translated monthly at the average rate of exchange in effect during the
month, except that depreciation, depletion and amortization are translated
at the same rate as the related assets. Gains or loeses on foreign exchange,
which are not significant, are included in net income currently,

All material intercompany transactions have been eliminated,

Inventories -

Inventories are priced at the lower of cost or market. The cost of
substantially all crude oil and refined petroleum products is determined
by the last-in, first-out (LIFO) method, and the cost of remaining inventories
is determined by the first~in, first-out (FIFO) method. Inventory carrying
values include material costs, labor and indirect manufacturing expense
associated therewith,

Property, Plant and Equipment -

Valuation - Property, plant and equipment is stated at original cost
less reserves for depreciation, depletion and amortization sustained to date.

Depreciation, Depletion and Amortization - Property, plant and equip -
ment is depreciated, depleted or amortized over its estimated life by applica-
tion of the unit-of -production or the straight-line method. In arriving at rates
under the unit-of -production method ~f depreciation and depletion, the quantities
of recoverable oil, gas and other minerals are established based upon estimates
made Ly the company's geologists and engineers.

Retirements - Upon retirement or sale of property, plant and equipment,
the cost and related depreciation, depletion and amortization are removed
from the respective accounts, and the resulting gain or loss is included in
income, Costs of replacements or renewals which improve or extend the life
of existing properties are capitalized.
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Qil and Gas Accounting - As indicated in the 1979 Annual Report, the
provisions of the Financial Accounting Standards Board Statement No. 19
were adopted in December 1979 on a retroactive basis by an adjustment to
earnings. The net effect of the changes for all years through 1979 was o
credit to net income of $70, 000, which was recorded in the fourth quarter of |
1979. The company has followed the successful efforts method of accounting 1‘
for oil and gas activities for many years. The principal changes made to |
conform to the new requireinents relate to expensing all geological and geo-
vhysical expenses, including those that »esulted in the acquisition of a lease; |
capitalizing the cost of ary holes on producing properties; and changing the
method used to write off the cost of nonproducing properties,

Exploration expenses, including geological and geophysical costs, rentals,
and exploratory dry holes, are charged against income as incurred. Intangible
drilling and development costs on successful wells and dry holes on producing
leases are capitalized and amortized on a lease-by-lease basis using the
unit-of ~=production method as the oil or gas is produced.

Nonproducing Properties - Acquisition costs of nonproducing acreage
are capitalized. If such acreage becomes productive, the costs are amortized
on a unit-of -production basis. Costs of nonproductive petroleum acreage are
charged against earnings based upon regular assessments of such properties
for impairment in value. Costs of nonproducing petroleum leases surrendered
or otherwise disposed of are charged against reserves previously accumulated,
Costs of nonproducing mineral acreage surrendered or otherwise disposed of
are charged to expense at the time of disposition.

Capitalized Interest - Effective January 1, 1980, the company began
capitalizing interest costs on major projects in process in accordance with
the provisions of the Financial Accounting Standards Board Statement No. 34,
""Capitalization of Interest Cost.,' In 1980, $29.9 million in interest was
capitalized, If such statement had been implemented in 1979, approximately
$28, 6 million in interest costs would have been capitalized in that year,

Income Taxes -

Generally, the company has made no provision in excess of tax credits
already earned for U,S, Federal income taxes that might be due on future
distributions of its earnings from foreign subsidiaries, as the company
plang to continue to reinvest substantially all of such earnings abroad. At
the end of 1980, total undistributed earnings of foreign subsidiaries were
approximately $102. 6 million,

Deferred income taxes are provided on certain items of income and
expense that are recognized in different time periods for financial statement
and tax reporting purposes.
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Investment tax credits are included as a reduction of income tax
expense in the year the credit is earned.

Research and Development Costs -

Rescarch and development costs, which are expensed as incurred,
totaled $8. 8 million in 1980, $6.0 million in 1979 and $5.0 million in 1978.

Gasoline and Excise Taxes -

Gasoline and excise taxes collected for governmental agencies on the
sale of refined products are excluded from sales and costs. These taxes
amounted to $69,0 million, $81,0 million and $104.4 million in 1980, 1979 and
1978, respectively. In addition, crude oil windfall profit tax paid to the
Federal government in 1980 totaled $23. 2 million.

Accrued Vacation Pay -

The provisions of Financial Accounting Standards Board Statement
No. 43, "Accounting for Compensated Absences, ' were adopted in December
1980. Net income for the year ended December 31, 1977, was reduced $4.7
million (net of income tax effect) to provide an adjustment for accrued vaca-
tion pay as of that date. Accruals for 1978 through 1980 were charged
against 1980 earnings since the amounts relating to the additional vacation
pay accrual in each of those years were immaterial, As permitted under the
statement, no charge has been made against earnings for nonvested future
sick pay benefits,

l.ease Commitments

The company and certain of its subsidiaries utilize various leased
properties in their operations, mostly for marketing facilities and buildings.
At December 31, 1980, the aggregate minimum annuial rentals under these
noncancellable leases are as follows:

(In millions_of dollars) 1981 1982 1983 1984 1985 rs Tottl_

- ———— o ——

~==== ===

Year ending December 31 $7.9 86,8 $9.4 $7.8 $ .9 $34.7

Of the total above, commitments on noncapitalized financing leases
amounted to $12, 6 million,

Net lease rentals charged against earnings totaled $11,7 million in
1980, $10. 2 million in 1979 and $9.1 million in 1978, including net rentals
on noncapitalized (inancing leases of $1,2 million for each of the last three
years,




Had the company capitalized and depreciated all noncapitalized financing
leases in accordance with Financial Accounting Standards Board Sta‘ement
No. 13 and accrued the related interest costs, the effect on net income and
the balance sheet would be immaterial,

Retirement Plans

The company and certain of its subsidiaries have retirement plans
In 1980, the total pension expense

covering substantially all employees.
was $8,2 million, compared with $7.3 million in 1979 and $6.7 million in

1978.

The company funds the cost of retirement plans as accrued, Unfunded
past service cosits are being funded over a 30-year period that began in 1966,
A comparison of accumulated plan benefits, computed at an interest rate of
6% compounded annually, as estimated by consulting actuaries, and net asscts
of the plan are presented below:

(In millions of dollars)

Actuarial present value of
accumulated plan benefits -

Vested
Nonvested

Net assets available for benefits

Taxes on Income

As of January 1
1980 1979
$66.7 $60,3
1.2 2.8
93,5 8.5

Total taxes on income for 1980, 1979 and 1978 are summarized below:

(In millions of dollars)

U.S. Federal -
Current
Investment tax credit
Deferred
Total

Foreign -
Current
Deferred

Total

State

Total Provision for Income Taxes

1980

——— - —

$ 55,5

( 16.3) (
43,1

§ 82.3

- 53 .

1979

e ——

$ 3904
25, 6) (
54, 4

1978

$ 20,2
17.3)

58,3
$

58.2



Deferred income taxes result from timing differences in the recognition
of income and expense for financial and tax reporting purposes, The sources
¢ deferred tax items during the last three years and the corresponding tax
effect ax. == follows:

(In millions of dollars) 1980 1979 1978
Accelerated depreciation $ 30.9 $ 25.1 $ 19.8
Exploration and development 29.5 18.6 18,2
Deferred project costs R Y 4.6 9.1
Lease abandonment reserves ( 6.5) 2.8 6.9
Other - Net ( 7.D 3.9 .3
Total Deferred Income Taxes $ 44.9 $ 55 $ 55.3

—_— P ———

The components of net income before income tax expense broken down
between domestic and foreign for the three years ended December 31, 1980,
were as follows:

(In millions of dollars) 1980 1979 1978

Dome stic $234.6 $224,7 $166.1

Foreign 97.9 59.4 44.8
Total $332.5  $284, $210.9

—

The taxation of a company that has operations in several countries
involves many complex variables, such as differing tax structures from
country to country, the effect of U, S, taxation of foreign earnings and the
intent of the company relative to continued reinvestment of foreign earnings
abroad, These complexities do not permit meaningful comparisons between
the domestic and foreign components of net income before income taxes and
the provision for income taxes or provide indicators of relationships in future
periods,

A reconciliation of the U.S, Federal income tax rate to the company's effective
tax rate reflected in the Consolidated Statement of Income is set forth below:

- IR . BUGEEe b . X

U.S. statutory rate 46, 0% 46.0% 48.0%
Investment tax credit ( 4.9) ( 9.0) ( 8.2)
Statutory depletion in excess

of cost depletion ( 4,0) ( 2.4) ( 2.0)
Foreign income tax rates in

excess of U, S, 7.3 7.8 6.3
Effective state income tax rates 1.6 2.8 R 3
Other - Net i =B { 3.5) (1.4)

Total Percentage of Tax Provided 45,2% ?:t% 44, 0%

The Internal Revenue Service has examined the company's Federal income
tax returns for all years through 1973, The company believes that it has made
adequate provision for income taxes that may become payable with respect to

n tax years,
F ' . 5k



Reporting by Industry Segments

The tables below summarize selected financial data by industry segment

for the last three years:

(In millions of dollars)

Sales to unaffiliated customers -
Petroleum
Chemicals
Nuclear
Coal
Other
Total

Operating profit or (loss) ~
Petroleum
Chemicals
Nuclear
Coal
Other

General corporate expenses
Interest and debt expense

Other income and other expenses -

Net
Provision for income taxes
Net Income

Net Income (1) -
Petroleum
Chemicals
Nuclear
Coal
Other

Net Income

ldentifiable assets at December 31 -
Petroleum
Chemicals
Nuclear
Coal
Other

Investment in unconsolidated
affiliates

Corporate assets
Total

_1980

$2,635,7
501, 2
238.9
101.2

$1,537.8
640, 6
304, 8
126.6
26, 4

$2,636,2

29.6
140.8

. 88

1979

$2,049.2
419.7
163.4
50,5

-

§§L§§}L§

$ 294.6
31.8

+ &)

11.3

" |

$ 344.2
19.%5)
57.6)

1978

$1,566.0
375.4
115.2
14,9

Vo

$ 74,3
23.3
21.1

.4
.9)
$ _118.2

$ 939,
599,
272.

84,
60,
§1, 955, 2

- w0 O ®

7.9
48,6

$2,021,7



(In millions of dollars)

Depreciation, depletion and
amortizatior of property,
plant and equipment -

Petroleum % 74,3 $ 65.0 $ 52,0
Chemicals 37.9 22,6 15.8
Nuclear 21.3 15.6 13,8
Coal 19.0 9.8 3.7
Other, including corporate 39 3.3 3.0

Total $ 155.4 $ 116.3 $ 88.9

(1) Net incoine by industry segment has been consistently determined by
allocating indirect incom* and expense items between segments based
upon relative sales, net ir come, property, inventories and receivables,
except for income taxes, which were generally computed as though each
operz*ion filed separate tax returns,

Certain financial data attributable to domestic and foreign operations
for the last three years are set forth below:

(In millions of dollars) 1980 1979 1978

Sales to unaffiliated cuscomers (1) -

U, S. operations $3,395.2 $2,568.7 $1,976.9
Foreign operations 82.7 114.8 98, 5
Total $3, 477.9 $2, 683.5 $2,072.4

=== = PR ab et —_— e

Operating profit -

U.S. operations $ 305.9 $ 286.8 $ 201.0
Foreign operations 90.2 57.4 38.4
Total $ 396.1 $ 344,2 $ 239.4

ldentifiable assets at December 31 -

U.S. operations $2,161,.4 $1,970.1 $1,712.2
Foreignh operations 474.8 297, 5 243.0
Total $2,636,2 $2,267.6 $1, 955.2

(1) Excludes foreign sales to domestic affiliates of $80,7 million and $7.5
million in 1980 and 1979, respectively,




Inventories

A breakdown of inventories by major product category is set forth below:

(In millions of dollars) 1980 e e
Crude oil and refined products $118.7 $132,3
Chemical: and forest products 78.1 64,4
Nuclear products 2.3 36,5
Materials and supplies and other 119.4 85.5

Total $337.5 $318.7

I

Substantially all inventories of crude oil and refined petroleum products
are valued using the last-in, first-out (LIFO) method, If these inventories
had been valued at current cost rather than on the LIFO basis, they would
have been increased by $164.6 million and $123,7 million at December 31,
1980 and 1979, respectively,

were transferred to other operating divisions. These changes resulted in
liquidations of certain last-in, first-out inventory quantities carried at lower
costs prevailing in prior years and in some cases resulted in the addition of
new carrying values for crude oil and refined products based on 1980 and 1979
costs. The effect oi these transactions was to increase net income approxi=
mately $14 million and $12.5 million in 1980 and 1979, respactively.

Capital Expenditures and Exploration Expi:nses

During 1980 and 1979, certain inventory quantities were reduced or
|
|
|
|

A summary of capital expenditures and exploration expenses over the
last three years is set forth below:

|

i

(In millions of dollars) 1980 1979 _ 1978 \

Capital expenditures -

Petroleum $426. 4 $282.8 $142.1 |

Chemicals 36. 3 45.6 67.0 |

Nuclear 17.9 28.8 34,3 }

Coal 39,7 3n.2 24.9 |

Other 6.3 .8 1.9 ‘
Total Capital Expenditures $526,6 $389,2 $270.2

Exploration expenses (excluding

abandonment provisions) 48,5 37. 5 22,6

Total $575.1 $426.7 $292,8

ST e

The petroleum segment again accounted for a majority of the capital |
expenditures with 81% of the 1980 total being spent in this area, In 1979 and |
1978, the percentages were 73% and 53%, respectively. Also, most of the |
company's exploration expenses were for petroieum activi‘ies, ;

1
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Petroleum capital expenditures were primarily for the acquisition of
domestic leases; the drilling and equipping of domestic properties; and the
development of the Beatrice and Brae fields in the North Sea. Significant
expenditures were also made for six mobile offshore drilling units presently
under construction,

Property, Plant and Equipment

Set forth below are property and related reserves by industry segment
at December 31, 1980:

Reserves for

Depreciation,
Gross Depletion and Net
(In millions of dollars) Property Amortizaticn Property
Petroleum $1,648.6 $ $525.2 $1,123.4
Chemicals 702.7 232.3 470.4
Nuclear 331.6 135.6 196.0
Coal 147,0 34,7 112.3
Other P 82.1 21.5 60.6
Total $2,912.0 $949.3 il_,_‘)bl. 7

e ]
e = B

Defe r_red Cha rges

At December 31, 1980, deferred charges totaled $52.0 million compared
with $54.5 million at the end of 1979, A major portion of these costs are
related to the deferral of preoperating and start-up costs associated with new
plants and facilities and are amortized over the first five years the plants
operate.

:S_llq'g_t-Term C_redit_

Short-term notes payable transactions for the last three years are
summarized below:

(In millions of dollars) _1980 __L?_'T_‘_)_ 1978
Balance outstanding at December 31 $ 22.0 $ 9.1 TR
Average interest rate 17.0% 14,9% -
Average daily balance outstanding
daring year $ 56,8 $ 33,6 $ 6.2
Weighted average interest rate 15.7% 12.8% 8.5%
High balance for year $147.3 $114.2 $35.0

The company had $384 million in unused bank lines of credit available at
at December 31, 1980, Of these lines, $259 million also supports commercial
paper borrowing arrangements of Kerr-McGee Credit Corporation.
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The company has informal arrangements to maintain compensating
balances with certain banks which provide credit, The aggregate amount of
such compensating balances was not material at December 31, 1980, and
the company was not legally restricted from withdrawing all or a portion of
such balances at any time during the year.

During the past three years, Kerr-McGee Credit Corporation, a wholly-
owned unconsolidated finance subsidiary, had accounts receivable assigned
from Kerr-McGee Corporation and subsidiaries and commercial paper
outstanding as follows:

{In millions of dollars) 1980 1979 1978
Accounts receivable outstanding
at December 31 $244.6 $175.6 $121.5
Commercial paper -
Outstanding at December 31 $189,2 $134,9 $ 85.8
Average balance outstanding
during year $163.7 $114,7 $ 83,7
High balance for year $215.1 $150. 4 $110.9
Average interest rate for year 12. 7% 11.1% 8.0%

Log ~-Term Debt

The components of long-term debt, excluding current maturities, were
as follows at December 31:

(In millions of dollars) 1980 _l_‘_)l_‘)___
8-1/2% sinking fund debentures due

June 1, 2006 $125.0 $125,0
8% notes due July 1, 1983 75,0 75.0

Variable interest rate (16,6% at

12-3]1 -R0) revolving credit

agreements with banks due

1982 and 1983 145,0 95,0
L.oan payable to banks at varying

margins above the LLondon Inter~

Rank Offered Rate due 1983-1987 137.8 35.4
5% insurance company loan due
1981 -1985 24,0 30.0

4-3/4% note due in annual

installments 1981 -1988 9.4 10.7
Other 4,4 ___}_él
Total Long-Term Debt $520,6 $374.7

|
H
H
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Maturities of long~term debt during the next five years are:

(In millior_m_g_of dollars)

1981 £ 9.1
1982 87.1
1983 246.3
1984 18.1
1985 18.0

Long-term debt agreements contain minor restrictions on the payment
of dividends on common stock. As of December 31, 1980, under the most
restrictive of these provisions, retained earnings of $977 million are not
subject to these restrictions,

Advances to be Repaid from Future Production

In December 1977, Kerr-McGee Coal Corporation, a subsidiary company,
entered into a coal production payment agreement whereby it received advances

totaling $80 million to be repaid monthly from a portion of the revenues received

from the Jacobs Ranch Mine in Wyoming, bearing interest at an 8-1/2% rate
through 1982 and at varying interest rates based upon the prime rate there-
after. As of December 31, 1980, a total of $62. 2 million remained to be re-
paid under this agreement,

In 1976, an agreement was executed with Public Service Electric and
Gas Company (PSELG) for delivery of U3O in uranium concentrates from
certain Wyoming properties. Under the agreement, PSE&G was to make
advance payments against the cost of developing mining and milling facilities
on those properties, including the Bill Smith underground mine, with repay-
ment of the advances plus interest at 8% per year to be made as the U30g
produced from the properties is sold, In 1978, the agreement was modified
to place the Eill Smith Mine on standby status and suspend interest accruals
on advances related to its development,

During the second quarter of 1980, PSE& G notified the company pursuant
to the 1978 modification that it was terminating the standby arrangement and
elected not to make further advances for development of the Bill Smith mine,

On October 1, 1980, PSE&G and the company agreed to place the open
pit mines on the properties on a minimum operations status until 1982 and to
discontinue further intercst accruals applicable to advances from PSE&G
until the properties are returu~d to an active status. Return of these mines
to normal production is dependent upcn satisfactory improvement of uranium
market prices, At year-end, advances of $31, 3 million plus accumulated
interest of $2.1 million remained to be repaid from future production from
these properties.
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During 1979, all of the remaining warrants outstanding, which entitled
holders to purchase a total of 3,475 shares of common stock of the company
at $14.59 per share, were purchased for cash and charged against earnings,

Contirgcnciel

Westinghouse Electric Corporation filed suit in 1976 against 29 uranium
producers, including the company, alleging viclations of the antitrust laws
in connection with the production and sale of uranium, Westinghouse has
claimed that its damages (which would be trebled by law if it prevailed) amount
to .more than a billion dollars, In May 1978, the company filed an answer and
a counterclaim for damages in an amount not specified, alleging violations of
the antitrust laws by Westinghouse., Subsequent to December 31, 1980,
Westinghouse and the company reached an agreement in principle for the
settlement of the action, subject to approval of a definitive agreement, The
company's management believes that obligations under the proposed settle -
ment agreement will not have a material effect upon its financial statements.
(See Legal Proceedings on Page 34,)

In January 1981, two groups of utilities, one located in Wisconsin and
the other in New England, filed suit in the Northern District of Illinois against
the company and most of the other defendants in the Westinghouse litigation,
The co.aplaint specifically incorporates the portions of the Westinghouse
complaint which allege that the company and other uranium producers combined
and conspired to restrain trade in uranium. No amounts of damages are
specified, Discovery has not started. Accordingly, counsel has not formed
a judgment as to the ultimate outcome of the action,

The plaintiffs have appealed from the dismissal by the trial court, on
jurisdictional grounds, of litigation brought in Arizona in 1979 against certain
uranium mining companies, including the company, seeking to hold the companies
liable for cancer and other lung diseases allegedly contracted by Navajo miners
in uranium mines on the reservation,

On May 18, 1979, a jury in Oklahoma City rendered a verdict against the
company in the amount of $505, 000 actual damages alleged to have been sustained
by an employee of the company's Cimarron plutonium facility and $10 million
punitive damages. The verdict has not been reflected in the accompanying
financial statements, The company is seeking reversal of the judgment on appeal,
based upon numerous errors which it believes were committed by the trial court,

In December 1980, the U,S, District Court in Oklahoma City approval
the settlement of litigation between Kerr-McGee Nuclear Corporation and a
customer involving the apnlication of the price adjustment provisions of a
contract between the parties relative to increased costs of government regula-
tion. Approximately 11,000,000 pounds of U; Oy remained to be delivered and
converted into uranium hexafluoride under this contract, The settlement pro-
vided for the resumption of deliveries of uranium at improved prices plus a
settlement for claims for price increases resulting from the impact of govern-
ment regulations on uranium previously delivered, This action substantially



completes renegotiations begun several years ago to improve the prices of
some contracts where prices were below current production costs, As of
December 31, 1980, based upon 1980 costs, the aggregate of all contract
deliveries from the New Mexico area could be profitably delivered over the
periods of the various contracts.

Quarterly Financial Information (Unaudited)

The following unaudited surmmary of quarterly consolidated results of
operations for 1980 and 1979 is not covered by the accompanying report of
independent public accountants;

Net Income per
Sales and Services Gross Margin(l) Net Income Common Share
Quarter Ended 1980 1979 1980 1979 1980 1979 1980 1979

(In millions of dollars. except per share amounts)

March 31 $ 780.4 $ 601.9 $118.3 $ 92.1 §$ 47.1 $ 33.4 $1.82 $1.29
June 30 85,2  $6h.3 1307 100.% 49,6 436 1.9 LY
September 30 LY A8 954 s 3,7 s LW M
December 31 949, 4 756.8 126.1 1082 S1.8 _40.4 1.9 1.%

Total $3,477.9 $2,683.5 $468.5 $417.3 $182.2 $160.0 $ 7.02 $ 6.18

R ARTTTS N Prmangatin et o —— === oo ——

(1) Gross margin equals sales and services less costs and operating expenses,
depreciation, depletion and amortization, exploration, including dry holes,
and taxes other than income taxes.

Nuclear earnings for the fourth quarter in 1980 increased $13 million
over the same quarter in 1979 principally because of the ~esumption of deliveries
of uranium at improved prices under the company's coatract with the Central
Area Power Coordination (CAPCO) Group following settlement of litigation
begun in 1979. Previously scheduled deliveries totaling 2, 400, 000 pounds of
U30g under the CAPCO contract plus a settlement for claims for price in-
creasee resulting from the impact of government regulations on uranium
previously delivered were included in the fourth quarter operating resuits,
which was partially offset by nonrecarring adjustments to write down impaired
mining leases and properties and provide for the disposal of waste materials,

Accountiifor Changing Price L_._e_e!els (Unaudited)

ot . o

Financial statements of business enterprises presented in accordance
with generally accepted accounting principles have traditionally reported
amounts reflecting historical costs and dollars of varying purchasing power
wnd, accordingly, do not attempt to mcasure the effect of inflation on business
enterorises, In recognition of the need to provide readers of financial
statements with information to assist them in assessing the impact of inflation,
thie financial Accounting Stzndards Board issued Statement No. 33, "Financial




Reporting and Changing Prices.' The accompanying supplemental data should
be viewed as an estimate of the effect of inflation rather than as a precise
measure. The Statement prescribes two supplementary income computations,
one dealing with the effects of general inflation (corstant dollars) and the other
dealing with the effects of changes in the specific prices of goods and services
used by an enterprise (current cost),

Constant dollar accounting represents a method of reporting financial
statement information in dollars having a fixed purchasing power, Under
this method, the historical amount of costs and operating expenses has been
adjusted by restating the beginning and ending inventories into average 1980
dollars by applying the Consumer Price Index for All Urban Consumers
(CP1-U), Restatement of depreciation, depletion and amortization expense
and exploration expense has been calculated by applying the CPI-U to the
historical cost of the assets and then applying the company's depreciation
policy.

Current cost accounting, as with constant dollar accounting, requires
adjustment of the historical cost of inventories, property, plant and equip~
ment and the related effect on costs and expenses, depreciation, depletion
and amortization and exploration expense, Such adjustments are based on the
dollars currently required to purchase assets having the same service potential
as specific assets owned by the company.

The current cost of property, plant and equipment has been estimated
by applying various price indexes published by governmental and private
organizations to the historical cost of the assets and by obtaining current
market prices and construction cost estimates for selected assets. The
provision for depreciation, depletion and amortization related to the current
cost of these assets was determined by applying the company's depreciation
policy,

First-in, first out (FIFO) costs adjusted for the effect of current cost
depreciation were applied to ending petroleum product inventories in order to
obtain the estimated current cost of such products, The current cost of
chemical and nuclear product inventories has been calculated using average
costs experienced at or near year-end, Costs related to the ctemical and
nuclear product inventories were adjusted for the estimated effect of current
cost depreciation,

Operating costs and expenses (exclusive of depreciation, depletion and amor-
tization) on a current cost basis related to the company's petroleum operations
have been determined by applying the LIFO method of valuing all petroleum
products sold. Operating costs and expenses (exclusive of depreciation,
depletion and amortization) on a current cost basis related to the company's
chemical and nuclear operations have been estimated by costing sales at the
average costs incurred during the periods in which the products were sold., The



company believes that the estimated operating costs and expenses (exclusive
of depreciation, depletion and amortization) resulting from the calculations
described above represent a rearonable estimate of the coets incurred during
the periods in which the products were sold,

The accompanying statement of income adjusted for changing prices
compares the company's results as reported in the primary financial statements
with the results adjusted for general inflation and the results adjusted for
changes in specific prices, In compliance with Statement No. 33, the provision
for income taxes has not been revised for the different measures of income but
represents the amount contained in the primary financial statements, As a
result, the effective income tax rate for 1980 increased from 45,2% on a
historical basis to 62,5% on a constant dollar basis and 75.0% on a current cost
basis. These amounts indicate a 38, 3 to 66.0 percent "overprovision' of
income taxes based on the constant dollar and current cost methods.

Statement No, 33 also requires two additional measures of the effect of
inflation, The first of these, the ''gain in purchasing power of net amounts
owed,' has been calculated based on the company's average net monetary
liabilities for the year multiplied by the change in the CPI-U for the year and
is applicable to both methods. The second additional measure, ''increase in
current cost, net of inflation, ' is applicable only to the current cost method
and represents the increase in value during the year due to increases in the
specific prices for inventory and property, plant and equipment over that
which is attributed to the increase in value due to the effects of general
inflation.

Set forth below is a comparative statement of income as reported in the
primary financial statements with an income statement adjusted for changing
prices for the year ended December 31, 1980:




As Reported

in the Adjusted For
Primary General Inflation  Specific Prices
(In millions of dollars) Statements (Constant Dollars) (Current Cost)
Income =~
Sales and services $3,477.9 $3,477.9 $3,477.9
Costs and Expenses -
Costs and operating expenses $2,705.4 $2,724.5 $2,714.1
Selling, general and
administrative expenses 100.3 100,3 100.3
Depreciation, depletion and
amortization 155.4 222.2 268, 3
Exploration, including dry holes 62.8 69.0 69.0
Taxes, other than income taxes 85.8 85.8 85.8
Interest and debt expense 56,0 56,0 56,0
$3,165.7 §$3,257.8 $3,293.5
$ 312.2 $ 220.1 $ 184.4
Other Income 20,3 20,3 15.9
Net Income before Income
Tax Provision 3 333 $ 240.4 $ 200,3
Provigion for Income Taxes ___150,3 150,53 150.3
Net Income $ 182,2 L__io ;_l $ 50.0
Gain from Decline in Purchasing i TR AR T P
Power of Net Amounts Owed $  99.2 99.2

Excess of Increase in Specific Prices
over Increase in General Price

Level

g 46.9

The information included in the following five-year comparison of selected

supplementary financial data adjusted for the effects of changing prices is

expressed in average 1980 dollars, As required by Statement No. 33, net sales,

cash dividends declared per common share and market price per common share
at year-end are restated for each of the five years, with the balance of the data
shown only for the years 1980 and 1979:

vt -



(In millions of average
1980 dollars, except
per share amounts) 1980 1979 1978 1977 _1976

Net sales $3,477.9 $3,046.4 $2,617.6 $2,943.6 $2,830.0
Historical information adjusted
for general inflation -

Net income 32 9.1 3 9%
Net incorne per common share $ 3.47 §$ 3.66
Net assets at year-end $2,041.7 $1,993,2

Historical information adjusted
for specific prices -
Net income $ 50.0 $ 52.8
Net income per common share $ 1.92 §
Excess of increase in specific
prices over increase in
general price level $ 46,9 $ 143,8
Net assets at year-end $2,469,.3 $2,338.2
Other information -
Gain from decline in purchasing

power of net amounts owed $ 99.2 $ 94.5
Cash dividends declared per
common share $ 1.80 $ 1.76 % 1.58 § 1.70 ¢ 1.72
Market price per common
share at year-end $ 75.45 $ 72.70 $ 58.08 $ 62,00 $ 96.82
Average consumer price index 246, 8 217.4 195.4 181.5 170.5

Stock FPerformance

The company's common stock is listed for trading on the New York and
Toronto stock exchanges. At December 31, 1980, the approximate number of
shareholders was 18,000, A summary of the range of sales prices during
each quarter for 1980 and 1979 is set oat below:

1980 I 1979
Quarter Ended High_ Low High _l__._g_w__
March 31 78 5/8 52 56 7/8 46
June 30 831/4 571/8 54 7/8 46
September 30 87 71 3/8 61 7/8 531/2
December 31 93 76 3/8 68 3/8 54 1/2

Y



0il and Ge.s Reserve Information, Related Revenue and Cost Data,
Fstimated Future Net Revenues and Present Value Calculations

Set forth below is a summary of the changes in the quantities of the
company's crude oil and condensate reserves during the three years ended

December 31, 1980 {unaudi

(In thousands of barrels)

Proved developed and
undeveloped reserves -

Balance, beginning of 1978

Revisions of previous
estimates
Improved recovery
Extensions, discoveries
and other additions
Production
Balance, end of 1978
Revisions of previous
estimates
Extensions, discoveries
and other additions
Production

Sale of minerals in place

Balance, end of 1979
Revisions of previous
estimates
Extensions, discoveries
and other additions
Production
Balance, end of 1980

Proved developed reserves -

January 1, 1978

December 31, 1978
December 31, 1979
December 31, 1980

ted):
Other
Domestic North Sea Foreign Total

54, 939 37,105 19, 206 111, 250
6,139 - ( 235) 5, 904
678 - - 678
4,133 17, 500 127 21, 760
( 6,459) . { 3 665) (- 10, 124)
59,430 54, 605 15,433 129, 468
2,028 1, 898 6,275 10, 201
2,310 - 20 2, 330

( 6,560) - ( 3,461) ( 10,021)
145) - o 4 145)
57,063 56, 503 18, 267 131,833
6,487 - 10,478 16,965
6,420 1,005 87 7,512
( 6,888) - ( 2,990) ( 9, 878)
___23_‘05_2: a§_7_,._§_(_)_§_ 25,;8 146,432
46, 761 - 19, 206 65, 967
51, 252 - 15,433 66, 685
52,183 - 18, 246 70, 429
52,901 .o 285,719 _18.686



Set forth below is a summary of the changes in the quantities of the
company's natural gas reserves during the three years ended December 31,

1980 (unaudited):

Other
(In millions of cubic feet) Domestic North Sea Foreign Total

Proved developed and
undeveloped reserves -
Balance, beginning of 1978 872,000
Revisione of previous

78, 000 950, 000

estimates 2,107 - { 6,002) { 3, 895)
Improved recovery 129 - - 129
Extensions, discoveries

and other additions 93,046 - 89 93,135
Production ( 81,279) - ( 2,087) ( 83,366)
Sales of minerals in place ( 3) - e 3)

Balance, end of 1978 886, 000 - 70,000 956, 000
Revisions of previous

estimates ( 36,800) - 13,341 ( 23, 459)
Extensions, discoveries

and other additions 64, 558 - 1 64, 559
Production ( 86,929) - ( 2,540) ( 89,469)
Sales of minerals in place ( 331) - o 331)

Balance, end of 1979 826,498 - 80, 802 907, 300
Revisions of previous

estimates 6,072 - ( 1,536) 4,536
Extensions, discoveries

and other additions 83, 731 46,373 1, 784 131, 888
Production ( 81,187) - ( 2,360) ( 83,547)

Balance, end of 1980 835,114 46,373 178,690 960,177

Proved developed reserves -

January 1, 1978 655, 264 - 77,744 733,008
December 31, 1978 669, 264 - 69, 744 739,008
December 31, 1979 620, 439 - 65, 327 685, 766
December 31, 1980 627,113 SLEE 62,724 689,837

Proved reserves, as estimated by the company's geologists and engineers,
include reserves on certain properties that are partially undeveloped and
reserves which may be obtained in the future by secondary recovery operations
now in operation but do not include reserves which may be obtained in the future
by secondary and tertiary recovery methods not now in operation. Reserves
relating to the company's royalty interests are not included above. The
company's share of oil and gas produced from those royalty interests for the
years ended December 31, 1979 and 1980, were 107,494 barrels of crude oil
and 2, 218 million cubic feet of natural gas and 106,396 barrels and 2, 554
million cubic feet, respectively,

.69 -
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Oil and Gas Reserve Information, Related Revenue
and Cost Data, Estimated Future Net Revenues and
Present Value Calculations

Revenues from oil and gas production related to proved oil and gas
reserves net of royalty payments and production costs for the three years

ended December 31, 1980 are reflected below:

(In millions of
dollars)

1978 -
Dome stic
North Sea
Other foreign

Total

1979 -
Domestic
North Sea
Other foreign

Total

1980 -
Domestic
North Sea
Other foreign

Total

Gross Revenues

. | W

Sales to Sales to Production
Unaffiliated Affiliated (Lifting) Net
Entities Entities Total._ Costs Revenues
$105.4 $ 38.3 $143.7 ($ 29.0) $114.7
i 49.7 A 49.7 ( 709) 41.8
$155.1 $ 38.3 $193,4 ($ 36.9) __1:6.5
$150.9 $ 44,5 $195.4 ($ 43.5) $151.9
___54.1 7.5 6l1.6 ( o.2) 55.4
$205.0  $ 52,0  $257.0 ($ 49.7)  $207.3
$201.9 $ 83,6 $285,5 ($ 84.7) $200. 8
9.9 80,7 90, 6 ( 9.1) 81.5
211.8 §_164. 3 §_376.l ($ 93.8) $3__2____3_
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The following table summarizes estimated future net revenues from
proved oil and gas reserves at December 31, 1980, and the discounted value

of such estimated future net revenues, ''Future net revenues'' are determined

in accordance with Securities and Exchange Commission Regulation 5-X,

Section 210,4.10(k)(6)(i), by computing gross revenues based upon December 31,
1980 prices, without escalation, except for contractual escalations of gas prices,
less estimated development and production costs based on current costs and
assuming that existing economic conditions will continue. No effects of domestic
or foreign income taxes were considered. The present value of estimated
"future net revenues'' from proved oil and gas reserves was determined

using a discount rate of 10% in accordance with Securities and Exchange
Commission Regulation S-X, Section 210. 4. 10(k)(6)(ii1) (unaudited):

North
(In millions of dollars) Dome stic Sea Foreign Total

Estimated future net revenues -
Proved reserves:

1981 $ 199.6 ($ 139.,1) $ 93,2 § 153,7
1982 296.1 55.1 76.9. 428,1
1983 294.4 190.5 63.4 548.3
Remaining years 1,610,0 1,381,5 514,8 3,506, 3

Total §2,400.1 §1,488.0 $748.3 $4,636.4

Proved developed reserves:

1981 $ 242.1 % - § 93,7 $ 335.8
1982 239.2 - 7.5 316.7
1983 203.0 - 3.7 266, 7
Remaining years 1,131,.4 _476.17 1,608.1

Total $1.815.7 § $71 $2,527.3

Discounted present value of
estimated future net revenues -
Proved reserves:
1978 $ 794,22 $ 208.3 $166.7 $1,16
1979 ,019.6 § .5 $361.2 .
1980 $1,465.7 § 8221 §436.4 L 123,

Proved developed reserves:

%
:

1978 60,6 $ __ - $166.6 $ 768,2
1979 75.6 § - $A3 T3
1980 138, T @B 5750

The company does not have any proved reserves applicable to long-term
supply agreements with foreign governments or to investees accounted for by
the equity method.



The computations of estimated future net revenues and related discounted
present value of estimated future net revenues were prepared in accordance
with Securities and Exchange Commigsion Regulations that specify the use of
current price and costs, without recognition of income tax effects, and the
required utilization of a ten percent discount factor. The company's actual
future net revenues may vary considerably from these estimates, Therefore,
such estimated future net revenue computations should not be considered to
represent the company's estimate of the expected cash flow or the current
value of existing proved reserves.

The changes in present value of estimated ''future net revenues' from
proved oil and gas reserves for the years ended December 31, 1980 and 1979,
prepared in accordance with Securities and Exchange Commission Regulation
S«X, Section 210.4,10(k)(8), are set forth below (unaudited):

(In millions of dollars) 1980 1979
Increases -
Additions and revisions $1,191.9 $ 981,9*
Less related estimated future
development costs __ 248.4 154, 9%
Net additione and revisions $ 943.5 $ 827.0
Expenditures that reduced estimated
future development costs 163,2 111,1%
$1,106.7 $ 938.1
Decreases -

Sales of oil and gas, net of production
costs of $93, 800, 000 in 1980 and

$49, 739,000 in 1979 $ 282.3 $ 207.°2
Sales of reserves-in-place - % |
$ 282,3 $§ 208,0

Net increase $ B824.4 $ 730.1
Beginning of year 1,899.3 1,169.2

End of year $2,723.7 gl , 899.3

*Restated,

Under reserve recognition accounting, revenues are recognized at the
time that proved reserves are added through exploration and development
activities,



The dollar valuation of these reserve additions is developed as follows:

(1) Estimates are made of additions to proved reserves and the future
periods during which they are expected to be produced,

(2) The estimated future production of proved reserves is priced based
on year-end prices without escalation except for contractual escalations
of gas prices,

(3) The future gross revenue streams are reduced by estimated future
costs, including windfall profit tax, to develop and produce these
reserves, based on current year-end cost estimates,

(4) These future net revenue streams are reduced to present value by
applying a ten percent discount factor,

Revisions are made to estimates of reserves proved in prior years to
reflect the approximate effect of changes from one year to the next in the
prices and lifting costs and revisions in estimated recoverable proved re-
serves and changes in the timing of the production.

An accretion of discount amount is determined by applying the ten percent
discount factor to the reserve recognition accounting valuation as of the beginning
of the year in recognition of the increase resulting from the impact of the passage
of time on the discounted cash flow approach to the valuation of the proved
reserves,

A provision for income taxes is computed by applying current statutory
tax rates to the future taxable income to be generated from producing proved
reserves as of the end of the year after giving effect to applicable permanent
differences, such as statutory depletion and investment credits and after
deducting a similarly computed amount as of the beginning of the year plus
the current tax provision for oil and gas producing activities during the year,

Operating results from oil and gas activities under reserve recognition
accounting for a particular y~ar depend on additions to proved reserves from
new field discoveries and extensions and revisions to the valuation of reserves
proved in prior years plus costs incurred in exploration and development
activities, The company is of the opinion that a one-year period is too short
a period to evaluate the results of an exploratory program. For this reason,
the company cautions against projecting future reserve recognition a2ccounting
results on the basis of the experience of individual past years, Exploration
costs incurred in one year may lead to significant discoveries in later years
with a lapse of a number of years in between,

i




0il and Gas Reserve Information, Related Revenue and Cost Data,
Estimated Future Net Revenues and Present Value Calculations

A summary of oil and gas producing activities on the basis of reserve
recognition accounting for the years ended December 31, 1980 and 1979, as
required to be prcsented by the Securities and Exchange Commission Regula-
tion S-X, Section 210,4.10(k)(7), is shown below (unaudited):

(In millions ox ‘ollars) 1980 1979

Additions and revisio. s to etitimated
oil » . gas reserves -

Additions to estimat=< nroved
reserves, gross $ 344.0 $ 88.5

Revisions to estimates of resgerves
proved in prior years:

Changes in prices 1,676.5 679.4
Windfall profit tax ( 536,7) -
Changes in operating expenses
and other ( 481.8) 97.1%
Accretion of discount 189.9 116.9
Total additions to proved reserves $1,191.9 $§ 981.9
Related exploration and development costs -
Costs incurred during the year $ 178.4 $ 86.3*
Deferred property acquisition costs ( 18.7) ( 21.0)
Present value of estimated future
development costs 248.4 154, 9%
Total exploration and development
costs $ 408.1 $ 220.2
Additions and revisions to proved reserves
over evaluated costs $ 783.8 $ T63.7%
Provision for income taxes 426,5 370, 6%

Results of oil and gas producing activities
on the basis of reserve recognition

accounting $ 357.3 $ 391,17
*Restated.

The pre -tax profit contribution reflected in the primary financial
statements for oil and gae producing activities was $161, 3 million and $117. 8
million in 1980 and 1979, respectively, compared with a pre -tax contribution
of $783, 8 million and $761,7 million reported in the reserve recognition
accounting schedule above,



Mineral Reserve Information and

Related Operating Data (Unaudited)

The following data related to various mining operations of the company

are presented in accordance with provisions of the Financial Accounting
Standards Board Statement No. 39, "Financial Reporting and Changing
Prices: Specialized Assets - Mining and Oil and Gas."

Proved and Probable

(Demonstrated) Minerals Average
Reserves as of Produced Market Prices
(In thousands) December 31, 1980 During 1980 for 1980
Uranium concentrate
(pounds U30g) 42,220 5,270 $ 28.61
Uranium bearing material
(pounds U308) 71,946 (1) o -
114,166 5,270 $ 28.61
Potassium chloride (tons) (2) 884 (3) $ 73.90 (3)
Sodium compounds (tons) (4) 1,117 {(5) $116,00 (5)
Phosphate rock (tons) 17,200 1, 060 (6) $ 27.96 (6)
Coal (tons) _888,175 10,729 $ 9.48
(1) The extent to which this uranium bearing material will be mined will

(2)

(3)

(4)

(5)

(6)

depend upon the economics of the cost of production and future recovery
of the presently depressed sales price for U30g.

The total potassium chloride resource for the company is estimated to be
127.5 million tons, The extent to which this resource will become a
recoverable reserve depends upon the economics of the cost of production
and the future sales price of the products recovered,

Production is primarily muriate of potash although svlfate of potash is also
marketed and several grades of each product are sold at sub:«tantial
variations in price,

Total sodium compounds are estimated to be 1,529 billion tons which are
composed of 538 million tons of sodium sulfate, 939 million tons of sodium
carbonate and 52 million tons of sodium tetraborate. The extent to which
these resources become recoverable reserves in the future is dependent
upon the future mining rate, the economics of the cost of production at the
date of production and the sales price for the products to be recovered,

Production is composed of soda ash, salt cake and boron products. Each
product is also marketed in a number of grades with a wide range in market

price,

Product is marketed in several grades at a range of prices.

e 7Y »
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PART 111

Item 9. Directors and Executive Officers oi the Registrant,

(a) ldentification of directors -

For information required under this section, reference should be
made to Page 2 of the company's proxy statement for 1981 made
in connection with its Annual Shareholders' Meeting to be held on

April 28, 1981,

(b) Identification of executive officers -

The following is a list of executive officers, their ages and their
positions and offices as of January 1, 1981.

Name Age*
D. A, McGee 76
F. A, McPherson 47
Jere W, McKenny 51

Marvin K, Hambrick 59

George B, Parks 61
William E. Heimann 52

C. F, Miller 62
P, A, Puttroff 63
R, D, Robins 58
W, J. Teague 53
John D. Raunborg 54

*As of January 1, 1981

Office

Chairman of the Board and Chief Executive Officer
since February 1963,

President since June 1980, Vice Chairman of the
Board since August 1977. Vice President, Coal
and Nuclear Operations since September 1975,

Vice Chairman of the Board since August 1977,
Vice President, Exploration since July 1974,

Executive Vice President, Finance, since August
1977, Vice President, ¥inance, since June 1973.

Executive Vice President since April 1970,

Vice President, General Counsel and Secretary
since January 1975,

Vice President, Oil and Gas Operations since
March 1973,

Vice President, Corporate Services since March 1975,

Vice President, Treasurer and Assistant Secretary
since May 1977, Assistant Secretary, Assistant
Treasurer and Tax Director since December 1968,

Administrative Vice President since June 1978,
From 1970 to May 1978, he was administrative
vice president of the Purex Corporation, Los Angeles,

Controller since February 1969.

There is no family relationship between any of the executive officers,
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Financial statements of Kerr-McGee Corporation (not consolidated)
are omitted since the company is primarily an operating company, and all
subeidiaries included in the consoclidated financial statements are wholly
owned subsidiaries or have minority interests which are not material in
relation to the total consolidated assets and are not, except for the ordinary
current liabilities, indebted to any person other than the parent or consoli-
dated subsidiaries in an amount which is material in relation to the total
consolidated assets,

Financial statements for the unconsolidated finance subsidiary and
companies 50% or less owned which are accounted for by the equity method
have been omitted because they do not, considered individually or in the
aggregate, constitute a significant subsidiary.

(a) 3. Exhibits -

Exhibit No, Page
3 Certificate of incorporation and by-lawse Note
11 Computations of net income per
common share 118
12 Computations of ratio of earnings to
fixed charges 119
22 Subsidiaries of the registrant 120

Note: A copy of Exhibit 3 will be available at a fee of $5,00 per set upon
written request to Corporate Communications Division, Kerr-McGee
Corporation, P, O, Box 25861, Oklahoma City, Oklahoma 73125,

(b) Reports on Form 8-K -

There were no reports on Form 8-K for the three months ended
December 31, 1980,

Report of Independent Public Accountants on Schedules

To Kerr-McGee Corporation:

In connection with our examination of the consolidated financial statements
included in this Form 10-K, we have also examined Schedules V, VI, VIII and
X for each of the three years in the period ended December 31, 1980, In our
opinion, these schedules present fairly, when read in conjunction with the
related consolidated financial statements, the financial data required to be
set forth herein, in conformity with generally accepted accounting principles,
In our opinion, except for the change (with which we concur) in the method of
accounting for interest cost as explained in the financial review on Page 51, the
accounting principles were applied on a consistent basis after giving retroactive
effect to the change (with which we concur) in the method of accounting for
vacation pay as explained in the financial review on Page 52,

Oklahoma City, Oklahoma, ARTHUR ANDERSEN & CO,
February 25, 1981,
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Schedule X

KERR-McGEE CORPORATION AND SUBSIDIARY COMPANIES

SUPPLEMENTARY INCOME STATEMENT INFORMATION

Year Ended December 31,

1980 1979 1978
----- (Thousands) - - - =~ =
Charged to costs and expenses -
Maintenance and repairs $155,952 $131,034 $ 95,427
Taxes, other than payroll
and income taxes 69, 835 36,428 26,279



Exhibit 11

KERR-McGEE CORPORATION AND SUBSIDIARY COMPANIES

COMPUTATIONS OF NET INCOME PER COMMON SHARE

Year Ended December 31,

1980 1979 1978
Weighted average shares outstanding 25,891,062 25,870,973 25,855,925
Number common shares dilution ander
treasury stock method for
conversion of options and warrants
outstanding 70,116 8,755 9,211
Total common shares 25,961,178 25,879,728 25,865,136
Net income (thousands) g;:::l_gg, 223 § 160!017 ¢ 1185196
Net income per common share :$ L& § 6.18 ] 4,57




Exhibit 12

KERR-McGEE CORPORATION AND SUBSIDIARY COMPANIES

COMPUTATIONS OF RATIO OF EARNINGS TO FIXED CHARGES

(Dollars are in millions)

Net incomge

Add (deduct):
Provision for income taxes
Interest expense
Rental expense¢ representative
of interest factor
Undistributed income of
unconsolidated affiliates

Earnings

Fixed charges:
Interest expense
Net income of unconsolidated
finance subsidiary
Rental expense representative
of interest factor
Interest capitalized

Total Fixed Charges

Ratio of earnings to fixed charges

1980 1979 1978
$182. 2 $160. 0 $118. 2
150, 3 124.1 92.7
56. 0 57,6 39,7
4.5 4.2 3.2
TR 7. P iy ¢ RN R e
$385.6 $340.8  $250,3
$ 56,0 $ 57.6 $ 39,7
7.1 4.7 3.5
4.5 4.2 =
29. 9 by

$ 97,5 $ 665 5 4.4
3,95 5.12 5,39




Exhibit 22

KERR-McGEE CORPORATION AND SUBSIDIARY COMPANIES

SUBSIDIARIES

State or Country

Percent Owned

Name of Subsidiary of Incorporation
Kerr-McGee Building Corporation Delaware
Kerr-McGee Chemical Corporation Delaware
Kerr-McGee Coal Corporation Delaware
Kerr-McGee Eastern Company Delaware
Kerr-McGee Nuclear Corporation Delaware
Kerr-McGee Qil (U, K., ) Limited United Kingdom
Kerr-McGee Refining Corporation Delaware

Cato Oil and Grease Co, Oklahoma

Southwestern Refining Company, Inc. Delaware

Triangle Refineries, Inc. Delaware
Sunningdale Oils Limited Canada
Transworld Drilling Company Delaware
Transworld Drilling Company, Limited Bahama islands

Transocean Drilling Company Limited Bahama Ivlands

Uncorsolidated Finance Subsidiary

Kerr-McGee Credit Corporation Delaware

(1) KMR =~ Kerr-McGee Refining Corporation
(2) TWDL, = Transworld Drilling Company, Limited

100%

100%

100% |
100% |
100%

100%

100%

100% KMR(1)

100% KMR(1)

100% KMR(1)

100%

100%

100%

51% TWDL(2)

A number of additional subsidiaries are omitted since, considered in
the aggregate as a single subsidiary, they would not constitute a significant

subsidiary as of December 31, 1980,
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irectors

“ vin K., Hambrick

By: Marvin K. Hambrick,

1

Executive Vice President, Finance,

Chief Financial Officer and Director

3/ John D, Raunborg

John D, Raunborg,

Controller and Chief Acc




Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.

March 24 1981

Date

March 24, 1981

Date

March 24, 1981

Date

March 24, 1981

Date

March 24, 1981

Date

March 24, 1981

Date

March 24, 1981

Date

March 24, 1981

Date

March 24, 1981

Date

March 24, 1981

Date

March 24, 1981

Date

/8/ James J, Kelly
James J, Kelly, Director

/8/ Edwin L, Kennedy
Edwin L., Kennedy, Director

/8/ Breene M, Kerr
Breene M, Kerr, Director

/8/ Robert S, Kerr, Jr.
Robert S. Kerr, Jr., Director

/8/ Glenn W, McGee
Glenn W, McGee, Director

/8/ Neil McKay
Neil McKay, Director

___/s/ Jere W, McKenny
Jere W, McKenny,
Vice Chairman of the Board and Director

/8/ Frank A, McPherson
Frank A, McPherson,
President and Director

/8/ William C, Morris
William C, Morris, Director

/8/ Bruce C, Murray
Dr. Bruce C. Murray, Director

b /s/ Geoxji B, Parks
George B, Parks,
Executive Vice Pregident and Director
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