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ITEM 1. BUSINESS
GENERAL
Oregon Steel Mills, Inc. ("Company" or "Registrant") was founded in 1926
by William G. Gilmore and was incorporated in California in 1928. The Company
reincorporated in Delaware in 1974. The Company changed its name in December

1987 from Gilmore Steel Corporation to Oregon Steel Mills, Inc.

During 2000, the Company and its subsidiaries operated two steel
minimills and seven finishing facilities in the western United States and
Canada. The Company manufactures and markets one of the broadest lines of
specialty and commodity steel products of any domestic minimill company. The
Company emphasizes the cost efficient production of higher margin specialty
steel products targeted at a diverse customer base located primarily west of the
Mississippi River, western Canada and the Pacific Rim. The Company's
manufacturing flexibility allows it to manage actively its product mix in
response to changes in customer demand and individual product cycles. In 1993,
the Company organized into two business units known as the Oregon Steel Division
and the CF&I Steel Division. In January 1998, the CF&I Steel Division was
renamed the Rocky Mountain Steel Mills ("RMSM") Division.

The Oregon Steel Division is centered on the Company's steel plate
minimill in Portland, Oregon ("Portland Mill"), which supplies steel for the
Company's steel plate and large diameter pipe finishing facilities. The Oregon
Steel Division's steel pipe mill in Napa, California ("Napa Pipe Mill") is a
large diameter steel pipe mill and fabrication facility. The Oregon Steel
Division also produces large diameter pipe and electric resistance welded
("ERW") pipe at its 60 percent owned pipe mill in Camrose, Alberta, Canada
("Camrose Pipe Mill").

The RMSM Division consists of steelmaking and finishing facilities of

CF&I Steel, L.P. ("CF&I") (dba Rocky Mountain Steel Mills) located in Pueblo,
Colorado ("Pueblo Mill"). The Company owns 87 percent of New CF&I, Inc. ("New
CF&I") which owns a 95.2 percent general partnership interest in CF&I. In

addition, the Company owns directly a 4.3 percent interest in CF&I. The Pueblo
Mill is a steel minimill which supplies steel for the Company's rail, rod and
bar, and seamless tubular finishing mills.

OREGON STEEL DIVISION

The Portland Mill is the only hot-rolled steel plate minimill in the
eleven western states and one of only two steel plate production facilities
operating in that region. The Portland Mill produces slab thicknesses of 6", 7"
and 8" and finished steel plate in widths up to 136".

During 1997, the Company completed the construction of a Steckel
Combination Mill ("Combination Mill"). The project included installation of
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a new reheat furnace, a 4-high rolling mill with coiling furnaces, a vertical
edger, a down coiler, on-line accelerated cooling, hot leveling and shearing
equipment, extended roll lines, and a fully automated hydraulic gauge control
system.

The Combination Mill gives the Company the ability to produce steel plate
in commercially preferential dimensions and sizes, increases its manufacturing
flexibility and, as production increases, supplies substantially all the
Company's plate requirements for large diameter line pipe as well as coiled
plate for applications such as the smaller diameter ERW pipe manufactured at the
Camrose Pipe Mill. The Combination Mill produces discrete steel plate in widths
from 48" to 136" and in thicknesses from 3/16" to 8". Coiled plate can be
produced in widths of 48" to 120" (although widths beyond 96" are not
commercially viable), and in thicknesses that range from 0.09" to .75". With the
Combination Mill, the Company is in a position to produce all grades of discrete
steel plate and coiled plate for all of the Company's commodity and specialty
plate markets, including heat-treated applications.

The Napa Pipe Mill produces large diameter steel pipe of a quality
suitable for use in high pressure o0il and gas transmission pipelines. The Napa
Pipe Mill can produce pipe with an outside diameter ranging from 16" to 42",
with wall thicknesses of up to 1-1/16" and in lengths of up to 80 feet,
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and can process two different sizes of pipe simultaneously in its two finishing
sections. Although the Portland Mill can supply substantially all of the Napa
Pipe Mill's specialty plate requirements, due to market conditions and other
considerations, the Napa Pipe Mill may purchase steel plate from third-party
suppliers.

The Company acquired a 60 percent interest in the Camrose Pipe Mill in
June 1992 from Stelco, Inc. ("Stelco"), a large Canadian steel producer. The
Camrose Pipe Mill has two pipe manufacturing mills, one a large diameter pipe
mill similar to the Napa Pipe Mill, and the other an ERW pipe mill which
produces steel pipe used by the o0il and gas industry for drilling and
distribution. The large diameter pipe mill produces pipe in lengths of up to 80
feet with a diameter ranging from 20" to 42" with maximum wall thickness of up
to 3/4". The ERW mill produces pipe in sizes ranging from 4.5" to 16" in
diameter.

See Part I, Item 2, "Properties", for discussion of the operating
capacities of the Portland Mill, the Napa Pipe Mill and the Camrose Pipe Mill.

RMSM DIVISION

On March 3, 1993, New CF&I, a then wholly-owned subsidiary of the
Company, acquired a 95.2 percent interest in CF&I, a then newly formed limited
partnership. The remaining 4.8 percent interest was owned by the Pension Benefit
Guaranty Corporation ("PBGC"). CF&I then purchased substantially all of the
steelmaking, fabricating, metals and railroad business assets of CF&I Steel
Corporation. In August of 1994, New CF&I sold a 10 percent equity interest in
New CF&I to subsidiaries of Nippon Steel Corporation ("Nippon"). In connection
with that sale, Nippon agreed to license to the Company a proprietary technology
for producing deep head-hardened ("DHH") rail products as well as to provide
certain production equipment to produce DHH rail. In November 1995, the Company
sold a 3 percent equity interest in New CF&I to two companies of the Nissho Iwai
Group ("Nissho Iwai"), a large Japanese trading company. In 1997, the Company
purchased the 4.8 percent interest in CF&I owned by the PBGC. In 1998, the
Company sold a 0.5 percent interest in CF&I to a subsidiary of Nippon.
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As part of its strategy in acquiring the Pueblo Mill, the Company
anticipated making significant capital expenditures. Shortly after its
acquisition in 1993, the Company began a series of major capital improvements at
the Pueblo Mill designed to increase yields, improve productivity and quality
and expand the Company's ability to offer specialty rail, rod and bar products.
The primary components of the capital improvements at the Pueblo Mill are
outlined below.

STEELMAKING. The Company installed a ladle refining furnace and a vacuum
degassing facility and upgraded both continuous casters. During 1995, the
Company eliminated ingot casting and replaced it with more efficient continuous
casting methods that allow the Company to cast directly into blooms. These
improvements expanded the Pueblo Mill steelmaking capacity to 1.2 million tons.

ROD AND BAR MILL. At the time of its acquisition, the rod and bar mills
at the Pueblo Mill were relatively old and located in separate facilities which
resulted in significant inefficiencies as the Company shifted production between
them in response to market conditions. In 1995, the Company commenced operation
of a new combination rod and bar mill with a new reheat furnace and a high speed
rod train, capable of producing commodity and specialty grades of rod and bar
products. These improvements enable the Company to produce a wider range of high
margin specialty products, such as high-carbon rod, merchant bar and other
specialty bar products, and larger rod coil sizes, which the Company believes
are preferred by many of its customers.

RAIL MANUFACTURING. At the time of the Company's acquisition of the
Pueblo Mill, rails were produced by ingot casting using energy-intensive
processes with significant yield losses as the ingots were reheated, reduced to
blooms and then rolled into rails. Continuous casting has increased rail yields
and decreased rail manufacturing costs. In 1996, the Company invested in its
railmaking capacity, entered into the agreement with Nippon for the license for
the technology to produce DHH rail, and acquired the production equipment
necessary to produce the specialty rail. DHH rail is considered by the rail
industry to be longer lasting and of higher quality than rail produced using
conventional methods and, accordingly the DHH rail usually has a corresponding
higher average selling price. The Company believes it is able to meet the needs
of a broad array of rail customers with both traditional and DHH rail.

—2—

SEAMLESS PIPE. Seamless pipe produced at the Pueblo Mill consists of
seamless casing, coupling stock and standard and line pipe. Seamless pipe casing
is used as a structural retainer for the walls of o0il or gas wells. Standard and
line pipe are used to transport liquids and gasses both above and underground.
The Company's seamless pipe mill is equipped to produce the most widely used
sizes of seamless pipe (5-1/2" outside diameter through 10-3/4" outside
diameter) in all standard lengths. The Company's production capability includes
carbon and heat treated tubular products. The Company also sells semifinished
seamless pipe (referred to as green tubes) for processing and finishing by
others.

See Part I, Item 2, "Properties", for discussion of the operating
capacities of the Pueblo Mill.

PRODUCTS
OVERVIEW

The Company manufactures and markets one of the broadest lines of
specialty and commodity steel products of any domestic minimill company. Through
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acquisitions and capital improvements,
finished products from two in 1991,
pipe, to eight currently by adding ERW pipe,

rail,

rod, bar,

the Company has expanded its range of
discrete plate and large diameter welded
seamless pipe and

coiled plate. It has also expanded its primary selling region from the western

United States to national and international markets.

Consolidated Financial Statements.)

(See Note 3 to the

The following chart identifies the Company's principal products and the
primary markets for those products.

OREGON STEEL DIVISION

RMSM DIVISION

PRODUCTS

Specialty steel plate

Commodity steel and coiled plate

Large diameter steel pipe

Electric resistance welded (ERW)
pipe

Rail

Rod and Bar products

Seamless pipe

Semifinished

MARKETS

Steel service centers

Heavy equipment manufacturers
Railcar manufacturers
Pressure vessel manufacturers
Welded pipe mills

Steel service centers
Construction

Ship and barge manufacturers
Heavy equipment manufacturers

0il and petroleum natural

gas transmission pipelines
Construction
0il and natural gas line pipe
Construction

Rail transportation
Construction
Durable goods
Capital equipment

0il and petroleum producers

Seamless tube mills

The following table sets forth for the period indicated the tonnage

shipped and the Company's total shipments by product class:

TONS SHIPPED
PRODUCT CLASS 2000 1999 1998
Oregon Steel Division:
Specialty Steel Plate 363,000 300,200 282,500
Commodity Steel Plate 346,900 132,000 58,800
Coiled Plate 16,900 18,000 11,400
Large Diameter Steel Pipe 71,300 491,200 400,000
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Electric Resistance Welded Pipe 73,400 28,400 56,100

Total Oregon Steel Division 871,500 969,800 808,800

RMSM Division:

Rail 314,700 299,000 401,400
Rod and Bar 395,100 407,600 354,500
Seamless Pipe (1) 10,400 19,600 68,900
Semifinished 36,800 8,700 36,900
Total RMSM Division 757,000 734,900 861,700

Total Company 1,628,500 1,704,700 1,670,500

(1) The Company suspended operation at the seamless pipe mill in May 1999.

Operation of the mill resumed in October 2000.

OREGON STEEL DIVISION

STEEL PLATE. The Company's specialty grade and commodity steel plate is
produced at the Portland Mill on the Combination Mill. The Combination Mill
allows for the production of discrete plate widths up to 136" and coiled plate
up to 96" wide. The majority of steel plate is commonly produced and consumed in
standard widths and lengths, such as 96" x 240". Specialty steel plate consists
of hot-rolled carbon, high-strength-low-alloy, alloy and heat-treated steel
plate. Specialty steel plate has superior strength and performance
characteristics as compared to commodity steel plate and is typically made to
order for customers seeking specific properties, such as improved malleability,
hardness or abrasion resistance, impact resistance or toughness, higher strength
and ability to be more easily machined and welded. These improved properties are
achieved by chemically refining the steel by either adding or removing specific
elements, and by accurate temperature control while hot-rolling or heat-treating
the plate. Specialty steel plate is used to manufacture railroad cars, mobile
equipment, bridges and buildings, pressure vessels and machinery components.
Commodity steel plate is used in a variety of applications such as the
manufacture of storage tanks, machinery parts, ships and barges, and general
load bearing structures. Coiled plate is the feeder stock for the manufacture of
ERW pipe, welded tubing, spiral welded pipe, and for conversion into
cut-to-length plate.

The heat-treating process of gquenching and tempering improves the
strength, toughness, and hardness of the steel. Quenched and tempered steel is
used extensively in the mining industry, the manufacture of heavy transportation
equipment, construction and logging equipment, and armored vehicles for the
military. In early 1994, the Company installed a hot leveler at the heat-treat
facility which flattens the steel plate following heat-treatment and ensures
that the steel plate will retain its desired shape after cooling. These
additions enable the Company to manufacture a superior hardened plate product.

LARGE DIAMETER STEEL PIPE. The Company manufactures large diameter,
double submerged arc-welded ("DSAW") steel pipe at its Napa and Camrose Pipe
Mills. Large diameter pipe is manufactured to demanding specifications and is
produced in sizes ranging from 16" to 42" in outside diameter with wall
thickness of up to 1 1/16" and in lengths of up to 80 feet. At the Napa Pipe
Mill the Company also offers customers several options, which include internal
linings, external coatings, double end pipe joining and full body ultrasonic
inspection. Ultrasonic inspection allows examination of the ends, long seam
welds and the entire pipe body for steelmaking or pipemaking defects and records
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the results. The Company's large diameter pipe is used primarily in pressurized
underground or underwater oil and gas transmission pipelines where high quality
is absolutely necessary.

The Company's ability to produce high-quality large diameter pipe was
enhanced by the installation of the vacuum degassing facility at the Portland
Mill in 1993. The vacuum degassing process reduces the hydrogen content of the
final product, which increases its resistance to hydrogen-induced cracking. The
vacuum degassing facility enables the Company to produce some of the highest
quality steel plate and line pipe steel and has been key to the Company's
ability to produce large diameter steel pipe for the international pipe market.

ERW PIPE. The Company produces smaller diameter ERW pipe at the Camrose
Pipe Mill. ERW pipe is produced in sizes ranging from approximately 4-1/2" to
16" outside diameter. The pipe is manufactured using coiled steel formed on a
high frequency ERW mill. The principal customers for this product are oil and
gas companies that use it for gathering lines to supply product to feed larger
pipeline systems.

RMSM DIVISION

RAIL. The Company produces conventional, premium and head-hardened rail
at its Pueblo Mill. The Pueblo Mill is the sole manufacturer of rail west of the
Mississippi River and one of only two rail manufacturers in the United States.
Rails are manufactured in the five most popular rail weights (115 lb/yard
through 136 1lb/yard), in 39 and 80-foot lengths. The primary customers for the
Pueblo Mill's rail are the major western railroads. Rail is also sold directly
to rail contractors, transit districts and short-line railroads.

As part of its capital improvement program, the Company improved its rail
manufacturing facilities to include the production of in-line head-hardened
rail. In-line head-hardened rail is produced through a proprietary finishing
technology, known as deep head-hardened or DHH technology, licensed from Nippon
in connection with Nippon's investment in New CF&I. In 2000, the Company
produced approximately 122,500 tons of head-hardened product using the DHH
technology. The in-line DHH technology allows the Company to produce
head-hardened product up to the capacity of the rail facility. Rail produced
using the improved in-line technology is considered by many rail customers to be
longer lasting and of higher quality than rail produced with traditional
off-line techniques. During 1998 the Pueblo Mill completed a rail dock expansion
project which increased rail mill annual shipping capacity from 450,000 tons to
over 500,000 tons.

ROD AND BAR PRODUCTS. The Company's rod and bar mill located at the
Pueblo Mill is able to produce coils of up to 6,000 pounds. The improved steel
quality and finishing capabilities allow the Company to manufacture rods up to
1" in diameter, and to manufacture a variety of high-carbon rod products such as
those used for spring wire, wire rope, tire bead and tire cord. The Company
produces several sizes of coiled rebar in the most popular grades for the
reinforcement of concrete products.

SEAMLESS PIPE. The Company's seamless pipe mill at the Pueblo Mill
produces seamless casing, coupling stock and standard and line pipe. The primary
use of these products is in the transmission of o0il and natural gas resources,
through either above ground or subterranean pipelines. The seamless mill
produces both carbon and heat-treated tubular products. The Company also
continues to market green tubes to other tubular mills for processing and
finishing.
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RAW MATERIALS AND SEMIFINISHED SLABS

The Company's principal raw material for the steel minimills at the
Portland and Pueblo Mills is ferrous scrap metal derived from, among other
sources, Jjunked automobiles, railroad cars and railroad track materials and
demolition scrap from obsolete structures, containers and machines. In addition,
direct-reduction iron ("DRI"), hot-briquetted iron ("HBI") and pig iron
(collectively "alternate metallics") can substitute for a limited portion of the
scrap used in minimill steel production, although the sources and availability
of alternate metallics are substantially more limited than those of scrap. The
purchase prices for scrap and alternate metallics are subject to market forces
largely beyond the control of the Company, and are impacted by demand from
domestic and foreign steel producers, freight costs, speculation by scrap
brokers and other conditions. The cost of scrap and alternate metallics to the
Company can vary significantly, and the Company's product prices often cannot be
adjusted, especially in the short-term, to recover the costs of increases in
scrap and alternate metallics prices.

The long-term demand for steel scrap and its importance to the domestic
steel industry may be expected to increase as steelmakers continue to expand
scrap-based electric arc furnace capacity;
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however, the Company believes that near-term supplies of steel scrap will
continue to be available in sufficient quantities at competitive prices. In
addition, while alternative metallics are not currently cost competitive with
steel scrap, a sustained increase in the price of steel scrap could result in
increased implementation of these alternative materials.

With the expanded plate finishing capability available to the Company
due to the Combination Mill beginning in 1998, along with market factors and
other considerations, the production of finished plate has exceeded the
steelmaking production of the Portland Mill. Beginning in 1999 and continuing
through 2000, the Company purchased material quantities of semifinished steel
slabs on the open market to offset this disparity. Such purchases are made on
the spot market, and are dependent upon slab availability. While prices on the
international slab market have been generally favorable and slab availability
has not been restricted, the slab market and pricing are subject to significant
volatility, and there is no assurance that slabs will be available at reasonable
prices in the future. The Company expects semifinished slab purchases to
represent approximately one-half of its production needs for finished plate in
2001.

MARKETING AND CUSTOMERS

Steel products are sold by the Company principally through its own sales
organizations, which have sales offices at various locations in the United
States and Canada and, as appropriate, through foreign sales agents. In addition
to selling to customers who consume steel products directly, the Company also
sells to intermediaries such as steel service centers, distributors, processors
and converters.

The sales force is organized both geographically and by product line.
The Company has separate sales forces for plate, coiled plate, DSAW pipe, ERW
pipe, and rod and bar, and rail products. Most of the Company's sales are
initiated by contacts between sales representatives and customers. Accordingly,
the Company does not incur substantial advertising or other promotional expenses
for the sale of its products. Except for contracts entered into from time to
time to supply rail and DSAW pipe to significant projects (see Part II, Item 7,
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"Management's Discussion and Analysis of Financial Conditions and Results of
Operation"), the Company does not have any significant ongoing contracts with
customers and orders placed with the Company generally are cancelable by the
customer prior to production. Although no single customer or group of affiliated
customers represented more than 10 percent of the Company's sales revenues in
2000, during 1999, the Company had sales to a single customer, Alliance Pipeline
L.P., which accounted for nearly one-third of its total revenue for the year. It
is not expected that sales to one customer in 2001 will represent more than 10
percent of total sales.

The Company does not have a general policy permitting return of purchased
steel products except for product defects. The Company does not routinely offer
extended payment terms to its customers.

The demand for a majority of the Company's products is not generally
subject to significant seasonal trends. The Company's rail products are impacted
by seasonal demand, as dictated by the major railroads' procurement schedules.
Demand for oil country tubular goods ("OCTG"), which include both seamless pipe
and ERW pipe, can be subject to seasonal factors, particularly for sales to
Canadian customers. Overall demand for OCTG is subject to significant
fluctuations due to the volatility of oil and gas prices and North American
drilling activity as well as other factors including competition from imports.
The Company does not have material contracts with the United States government
and does not have any major supply contracts subject to renegotiation.

OREGON STEEL DIVISION

Customers for specialty steel are located throughout the United States,
but the Company is most competitive west of the Mississippi River, where
transportation costs are less of a factor. Typical customers include steel
service centers and equipment manufacturers. Typical end uses include pressure
vessels, construction and mining equipment, machine parts and military armor.

Most of the customers for the Company's commodity steel plate are located
in the western United States, primarily in the Pacific Northwest. The Company's
commodity steel plate is typically sold to steel service centers, fabricators
and equipment manufacturers. Service centers typically resell to other users
with or without additional processing such as cutting to a specific shape.

—6—

Frequent end uses of commodity grade steel plate include the manufacture of rail
cars, storage tanks, machinery parts, bridges, barges and ships.

Large diameter steel pipe is marketed on a global basis, and sales
generally consist of a small number of large orders from natural gas pipeline
companies, public utilities and oil and gas producing companies. The Company
believes that the quality of its pipe enables it to compete effectively in
international as well as domestic markets. Domestically, the Company has
historically been most competitive in the steel pipe market west of the
Mississippi River. The Camrose Pipe Mill is most competitive in western
Canada. Sales of large diameter pipe generally involve the Company responding
to requests to submit bids.

The principal customers for ERW pipe produced at the Camrose Pipe Mill
are in the provinces of Alberta and British Columbia, where most of Canada's
natural gas and oil reserves are located. The Company believes its proximity to
these gas fields gives the Company a competitive advantage. Demand for ERW pipe
produced at the Camrose Pipe Mill is largely dependent on the level of
exploration and drilling activity in the gas fields of western Canada..

10
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RMSM DIVISION

The primary customers for the Pueblo Mill's rail are the major western
railroads. Rail is also sold directly to rail distributors, transit districts
and short-line railroads. The Company believes its proximity to western and
central rail markets benefits the Company's marketing efforts.

The Company sells its bar products (primarily reinforcing bar) to
fabricators and distributors. The majority of these customers are located within
the mountain states of the United States.

The Company's wire rod products are sold primarily to wire drawers
ranging in location from the Midwest to the West Coast. The demand for wire rod
is dependent upon a wide variety of markets, including agricultural,
construction, capital equipment and the durable goods segments. The Company
entered the high carbon rod market during 1995 as a direct result of the
investment in the new rolling facility. Since that time, the Company's
participation in the higher margin, high carbon rod market has steadily
increased, to the point where it now represents nearly two-thirds of total rod
product shipments. Typical end uses of high carbon rod include spring wire, wire
rope, tire bead and tire cord.

The Company's seamless pipe 1is sold primarily through an exclusive
distribution agreement with another steel company. The distributor markets
seamless casing, along with its own product offerings, to a large number of oil
exploration and production companies. Sales of seamless pipe are made both
through the distributor and, on a limited basis, directly to companies outside
of the OCTG industry, such as construction companies. The market for the
Company's seamless pipe is primarily domestic. The demand for this product is
determined in large part by the number and drilling depths of the oil and gas
drilling rigs working in the United States.

COMPETITION AND OTHER MARKET FACTORS

The steel industry is cyclical in nature, and high levels of steel
imports, worldwide production overcapacity and other factors have adversely
affected the domestic steel industry in recent years. The Company also is
subject to industry trends and conditions, such as the presence or absence of
sustained economic growth and construction activity, currency exchange rates and
other factors. The Company is particularly sensitive to trends in the oil and
gas, construction, capital equipment, rail transportation and durable goods
segments, because these industries are significant markets for the Company's
products.

Competition within the steel industry is intense. The Company competes
primarily on the basis of product quality, price and responsiveness to customer
needs. Many of the Company's competitors are larger and have substantially
greater capital resources, more modern technology and lower labor and raw
material costs than the Company. Moreover, U.S. steel producers have
historically faced significant competition from foreign producers. The highly
competitive nature of the industry, combined with excess production capacity in
some products, results in significant sales pricing pressure for certain of the
Company's products.

OREGON STEEL DIVISION
The Company's principal domestic competitor in the specialty steel plate
market is Bethlehem Lukens Plate ("Bethlehem"), the largest plate producer in

North America. Bethlehem's considerable

—7—
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share of this market was created when Bethlehem Steel acquired Lukens Steel

in 1998. Bethlehem operates five plate mills located in Indiana and
Pennsylvania, with an estimated annual capacity in excess of 2 million tons.
Bethlehem aggressively markets to major national accounts in fabrication and
heavy-duty manufacturers as a single source supplier. Although not a major
competitor in the western states, U.S. Steel, located in Indiana, 1s the second
largest domestic specialty plate producer and does represent a significant
competitor in the Midwest.

The Company's principal domestic commodity plate competitor is Geneva
Steel ("Geneva"). Geneva operates an integrated steelmaking facility in Utah,
the only one west of the Mississippi, and has historically produced
approximately 1.8 million tons of commodity plate per year. Geneva recently
emerging from bankruptcy protection has made significant capital improvements to
its plate-making equipment, including its melt shop, adding a variable caster
and direct hot-rolling machinery. With a third plate mill expected to come on
line in the first quarter of 2001, IPSCO Inc. ("IPSCO") could become the leader
in the domestic plate market. IPSCO brought into production a green field 120"
Steckel mill in Iowa in 1998, with that mill operating to nearly the same
specifications as the Portland Mill. IPSCO also operates a smaller Steckel mill
in Saskatchewan Canada, and the soon to be completed Steckel mill in Mobile,
Alabama. IPSCO competes primarily in the Midwest commodity plate market, in
other selected target markets and in the coiled plate market throughout the U.S.
During the fourth quarter of 2000, Nucor Corporation completed construction of
and began selling plate from a one million-ton steel plate facility in Hertford
County, North Carolina, which is expected to alter the competitive landscape as
production increases.

Domestic steel producers also face significant competition from foreign
producers and have been, and may continue to be, adversely affected by unfairly
traded imports. Imports of finished steel products accounted for approximately
24 percent, 22 percent and 27 percent of the domestic market in 2000, 1999 and
1998, respectively. In November 2000, the U.S. International Trade Commission
("USITC"), in a sunset review of orders issued in 1992, upheld antidumping
duties against 11 countries, dropping only Canada from the earlier order.
Despite the USITC's various decisions regarding discrete plate, significant
imports continue to flow into the United States, both in commodity and specialty
plate products, and continue to have an impact on the Company's participation in
the domestic plate market.

The Company's principal domestic competitors in the large diameter steel
pipe market at this time are Berg Steel Pipe Corporation, located in Florida,
and SAW Pipe, located in Texas. International competitors consist primarily of
Japanese and European pipe producers. The principal Canadian competitor is IPSCO
with the pipe mills in Regina, Saskatchewan. Demand for the Company's pipe in
recent years 1s primarily a function of new construction of oil and gas
transportation pipelines and to a lesser extent maintenance and replacement of
existing pipelines. Construction of new pipelines domestically depends to
some degree on the level of o0il and gas exploration and drilling activity.

The competition in the market for ERW pipe is based on availability,
price, product quality and responsiveness to customers. The need for this
product has a direct correlation to the drilling rig count in the United
States and Canada. Principal competitors in the ERW product in western Canada
are IPSCO and Prudential Steel Ltd., located in Calgary, Alberta.

RMSM DIVISION

The majority of current rail requirements in the United States are

12



Edgar Filing: OREGON STEEL MILLS INC - Form 10-K

replacement rails for existing rail lines. However, some new lines are being
constructed in heavy traffic areas of the United States. Imports have been a
significant factor in the domestic premium rail market in recent years. The
Company's capital expenditure program at the Pueblo Mill provided the rail
production facilities with continuous cast steel capability and in-line
head-hardening rail capabilities necessary to compete with other producers.
Pennsylvania Steel Technologies is the only other domestic rail producer.

The competition in bar products include a group of minimills that have a
geographical location close to the markets in or around the Rocky Mountains. The
Company's market for wire rod encompasses the western United States. Domestic
rod competitors include GS Technologies, North Star Steel, Cascade Steel Rolling
Mills, Keystone Steel and Wire and Northwestern Steel & Wire.

The Company's primary competitors in seamless pipe include a number of
domestic and foreign manufacturers. The Company has the flexibility to produce
relatively small volumes of specified

products on short notice in response to customer requirements. Principal
domestic competitors include U.S. Steel Corporation, Lone Star Steel and North
Star Steel.

ENVIRONMENTAL MATTERS

The Company is subject to extensive United States and foreign federal,
state and local environmental laws and regulations concerning, among other
things, wastewater, air emissions, toxic use reduction and hazardous materials
disposal. The Portland and Pueblo Mills are classified in the same manner as
other similar steel mills in the industry as generating hazardous waste
materials because the melting operation of the electric arc furnace produces
dust that contains heavy metals. This dust, which constitutes the largest waste
stream generated at these facilities, must be managed in accordance with
applicable laws and regulations.

The Clean Air Act Amendments ("CAA") of 1990 imposed responsibilities on
many industrial sources of air emissions, including plants owned by the Company.
In addition, the monitoring and reporting requirements of the law have subjected
and will subject all companies with significant air emissions to increased
regulatory scrutiny. The Company submitted applications in 1995 to the Oregon
Department of Environmental Quality ("DEQ") and the Colorado Department of
Public Health and Environment ("CDPHE") for permits under Title V of the CAA for
the Portland and Pueblo Mills, respectively. A Title V permit was issued for the
Portland Mill and related operations in December 2000. The Title V permit for
the Pueblo Mill may be issued under conditions that would require the Company to
incur substantial future capital expenditures directed at reducing air
emissions; which are expected to be addressed by the improvements discussed
below.

It is unknown at present what the ultimate cost of adhering to the CAA
will be. The cost will depend on a number of site-specific factors. Regardless
of the outcome of the matters discussed below, the Company anticipates that it
will be required to make additional expenditures, and may potentially be
required to pay higher permitting fees to governmental agencies, as a result of
the law and future laws regulating air emissions.

The Company's future expenditures for installation of and improvements to
environmental control facilities, remediation of environmental conditions and
other similar matters are difficult to predict accurately. It is likely that the
Company will be subject to increasingly stringent environmental standards
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including those under the CAA, the Clean Water Act Amendments of 1990, the storm
water permit program and toxic use reduction programs. It is also likely that
the Company will be required to make potentially significant expenditures
relating to environmental matters on an ongoing basis. Even though the Company
has established certain reserves for environmental remediation as described
below, there is no assurance regarding the remedial measures that might
eventually be required by environmental authorities or that additional
environmental hazards, necessitating further remedial expenditures, might not be
asserted by such authorities or private parties. Accordingly, the costs of
remedial measures may exceed the amounts reserved. There is no assurance that
expenditures of the nature described below, or that liabilities resulting from
hazardous substances located on the Company's property or used or generated in
the conduct of its business, or resulting from circumstances, actions,
proceedings or claims relating to environmental matters, will not have a
material adverse effect on the Company's consolidated financial condition,
consolidated earnings or consolidated cash flows.

OREGON STEEL DIVISION

In May 2000, the Company entered into a Voluntary Clean-up Agreement with
the DEQ committing it to conduct an investigation of whether, and to what
extent, past or present operations at the Portland Mill might have affected
sediment quality in the Willamette River. The Company has begun preliminary
studies related to this investigation; however, no conclusive data have been
obtained. The Company has expended an immaterial amount to date; however, it
appears that further investigation, with associated costs, will be necessary to
complete the request. It is not presently possible to estimate the costs
associated with completion of this investigation.

In a related manner, in December 2000, the Company received a notice from
the U.S. Environmental Protection Agency ("EPA"), identifying it, along with
many other entities, as a potentially responsible party ("PRP") under the
Comprehensive Environmental Response, Compensation and Liability Act with
respect to contamination in a portion of the Willamette River that has been
designated as a Superfund site. As the Portland Mill is located downstream from
the portion of the

river so designated, the Company has requested from the EPA

evidence with respect to the basis for the potential liability. It is not
presently possible to determine the costs associated with this designation, in
the event the Company is unable to demonstrate that it is not a PRP.

RMSM DIVISION

In connection with the acquisition of CF&I, the Company accrued a
liability of $36.7 million for environmental remediation related to the prior
owner's operations. The Company believed this amount was the best estimate from
a range of $23.1 million to $43.6 million. The Company's estimate of this
liability was based on two separate remediation investigations conducted by
independent environmental engineering consultants, and included costs for the
Resource Conservation and Recovery Act facility investigation, a corrective
measures study, remedial action, and operation and maintenance associated with
the proposed remedial actions. In October 1995, CF&I and the CDPHE finalized a
postclosure permit for hazardous waste units at the Pueblo Mill. As part of the
postclosure permit requirements, CF&I must conduct a corrective action program
for the 82 solid waste management units at the facility and continue to address
projects on a prioritized corrective action schedule which is substantially
reflective of a straight-line rate of expenditure over 30 years. The State of
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Colorado mandated that the schedule for corrective action could be accelerated
if new data indicated a greater threat existed to the environment than was
presently believed to exist. At December 31, 2000, the accrued liability was
$32.5 million, of which $30.9 million was classified as non-current in the
consolidated balance sheet.

The CDPHE inspected the Pueblo Mill in 1999 for possible environmental
violations, and in the fourth quarter of 1999 issued a Compliance Advisory
indicating that air quality regulations had been violated, which was followed by
the filing of a judicial enforcement action ("Action") in the first quarter of
2000. Although the Action was not quantified at that time, the result for the
Company could have been the levying of significant fines and penalties,
requirements to alter its operating practices, requirements to accelerate or
expand the capital expenditure program or a combination of any of the above.
During February 2001, the Company reached a settlement with the CDPHE. See Part

I, Item 3, "Legal Proceedings", for discussion of the terms of the settlement.
In a related matter, on April 27, 2000, the United Steel Workers of America
("Union") filed suit in U.S. District Court in Denver, Colorado, asserting that

the Company had violated the CAA at the Pueblo Mill for a period extending over
five years. The suit seeks damages and to compel the Company to incur
significant capital improvements or to