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CHAIRMAN'S LETTER

As I look back over the last several years we have had a mixture of success and extreme
frustration with our major projects. In order to better understand those successes and
frustrations, I would like to share a few thoughts with regard to both major assets, the Eagle
Mountain landfill project and the West Valley Materials Recycling Facility ("West Valley
MRF"), and where the Company anticipates spending its efforts over the next several years.

EAGLE MOUNTAIN LANDFILL PROJECT

The Eagle Mountain landfill project and its planned sale to the Los Angeles County
Sanitation District have not progressed as I had anticipated. Almost three years after the final
brief was filed in the federal land exchange litigation, an adverse decision was issued in
September 2005 by the U.S. District Court. In addition to the decision being long delayed, the
adverse decision was unexpected. After analyzing the decision, we have decided to appeal it the
U.S. 9" Circuit Court of Appeals because we believe that the judge was in error on every issue.

Interestingly, we find ourselves in much the same position as we were in 2000 when a
San Diego Superior Court Judge concluded that the state environmental documentation for the
Eagle Mountain landfill project was defective under the California Environmental Quality Act
("CEQA"). (CEQA, by the way, is a more stringent law than the federal National Environmental
Policy Act that was involved in the federal land exchange lawsuit.) Believing that the San Diego
Court was in error with regard to our CEQA documents, we appealed that decision. We were
gratified to decisively win that appeal in 2001 when the California Court of Appeals
unanimously concluded, among other things, that the San Diego County Superior Court judge
had improperly substituted her judgment for that of the appropriate decision makers and that the
environmental documents were in compliance with applicable California law.

Obviously, there is uncertainty associated with any decision to appeal. Nevertheless, we
are confident in our position. The appeal process will probably take at least two years. And as
you would expect, any final closing of the currently planned sale of the landfill project to the Los
Angeles County Sanitation District will continue to be delayed by this litigation.

WEST VALLEY MRF

While the Eagle Mountain landfill project has resulted in extreme frustration, the West
Valley MRF has been, and continues to be, a huge success by every standard of measure. Total
incoming waste volumes continued to grow during 2005 in spite of increased competition and
reached an average of over 4,200 tons per day. In addition, the West Valley MRF completed
construction of a new greenwaste processing yard and initiated an inert material (construction
debris) operation, which is growing rapidly and profitably.

While the West Valley MRF continues to grow and expand its operations and services, it also
must address the on-going challenges of maintaining its profitability in the face of higher
operating costs. In spite of these challenges, the overall profitability and value of the West
Valley MRF should continue to increase as readily accessible waste disposal capacity in the Los



Angeles basin shrinks. With a bright future, the West Valley MRF is pursuing increasing its
permitted capacity to 7,500 tons per day.

Management of Kaiser, along with Kaiser's Board, continue to analyze and evaluate the
current performance and future potential of these two projects with the goal of identifying and
pursing those strategies that will ultimately bring the most economic return to Kaiser’s owners.

As you can see, we still have challenges that lie ahead of us and the road has proven
longer than we originally anticipated, but we will continue to focus on squeezing as much
economic value as possible from our remaining projects as quickly as we can. As we pursue
these goals, I want to again thank those working for Kaiser and those that continue to support
Kaiser as their dedication truly makes a difference.

Sincerely,

-

Rick Stoddard
CEO and Chairman

May 5, 2006
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KAISER VENTURES LLC AND SUBSIDIARIES
PART 1

FORWARD-LOOKING STATEMENTS

Except for the historical statements and discussions contained herein, statements contained in this
10-KSB Report constitute "'forward-looking statements' within the meaning of Section 274 of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended. Any 10-K Report, 10-KSB Report, 10-Q Report, 10-QSB Report, 8-K Report, website posting
or press release of the Company and any amendment thereof may include forward-looking statements.
In addition, other written or oral statements, which constitute forward-looking statements, have been
made and may be made in the future by the Company. You should not put undue reliance on forward-
looking statements. When used or incorporated by reference in this 10-KSB Report or in other written
or oral statements, the words "anticipate,” "estimate,"” ""project” and similar expressions are intended to
identify forward-looking statements. Such statements are subject to certain risks, uncertainties, and
assumptions. We believe that our assumptions are reasonable. Nonetheless, it is likely that at least some
of these assumptions will not come true. Accordingly, should one or more of these risks or uncertainties
materialize, or should underlying assumptions prove incorrect, actual results may vary materially from
those anticipated, estimated, expected, or projected. For example, our actual results could materially
differ from those projected as a result of factors such as, but not limited to: Kaiser's inability to
complete the anticipated sale of its Eagle Mountain landfill project; litigation, including, among others,
the averse decision of the U.S. District Court in September 2005 impacting the Eagle Mountain landfill
project, pre-bankruptcy activities of Kaiser Steel Corporation, the predecessor of Kaiser, and asbestos
claims; insurance coverage disputes; the impact of federal, state, and local laws and regulations on our
permitting and development activities; competition; the challenge, reduction or loss of any claimed tax
benefits; the impact of natural disasters on our assets; and/or general economic conditions in the United
States and Southern California. The Company disclaims any intention to update or revise any forward-
looking statements, whether as a result of new information, future events, or otherwise.

WHO WE ARE

Unless otherwise noted: (1) the term "Kaiser LLC" refers to Kaiser Ventures LLC; (2) the term
"Kaiser Inc." refers to the former Kaiser Ventures Inc.; (3) the terms "Kaiser," the "Company," "we," "us,
and "our," refer to past and ongoing business operations conducted in the form of Kaiser Inc. or currently
Kaiser LLC, and their respective subsidiaries. Kaiser Inc. merged with and into Kaiser LLC effective
November 30, 2001; (4) the terms "Class A Units" and "members" refer to Kaiser LLC's Class A Units and
the beneficial owners thereof, respectively; and (5) the term the "merger" refers to the merger of Kaiser Inc.
with and into Kaiser LLC effective November 30, 2001, in which Kaiser LLC was the surviving company.

Item 1. DESCRIPTION OF BUSINESS
Business Strategy

General. Kaiser is the reorganized successor to Kaiser Steel Corporation, referred to as KSC, which
was an integrated steel manufacturer that filed for bankruptcy protection in 1987. Since KSC's bankruptcy,
we have been developing certain assets remaining after the bankruptcy. In summary, our principal assets
currently include:

* An 82.48% ownership interest in Mine Reclamation, LLC, (referred to as MRC), which owns a
permitted rail-haul municipal solid waste landfill at a property called the Eagle Mountain Site
located in the California desert. This landfill project is currently subject to a contract for its sale to
County District No. 2 of Los Angeles County (which we refer to as the District) for approximately
$41 million, which sale is subject to a number of conditions, several of which remain to be fully
satisfied. In September 2005 the Company received an adverse U.S. District Court decision that
may materially impact the viability of the landfill project;
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KAISER VENTURES LLC AND SUBSIDIARIES

A 50% ownership interest in the West Valley Materials Recovery Facility and Transfer Station, a
transfer station and materials recovery facility located on land acquired from Kaiser, which we
refer to as the West Valley MRF; and

Approximately 5,400 additional acres owned or controlled by Kaiser at the Eagle Mountain Site
that are not included in the pending sale to the District. However, the September 2005 adverse
U.S. District Court decision reversing a completed land exchange between Kaiser and the United
States Bureau of Land Management ("BLM"), if upheld on appeal, will change the amount and
nature of a material portion of Kaiser's land holdings at the Eagle Mountain Site.

As of December 31, 2005, we also had cash and cash equivalents, receivables and short-term
investments of approximately $12,203,000.

Cash Maximization Strategy. In September 2000, Kaiser Inc.'s Board of Directors approved a strategy
to maximize the cash distributed to Kaiser Inc.'s stockholders. Under this strategy, Kaiser sought to:

To complete the sale of the landfill project at the Eagle Mountain Site and to resolve the
outstanding litigation in connection with the related federal land exchange at that site.

To reduce the risk to Kaiser from outstanding environmental and other similar types of liabilities
by purchasing additional insurance coverage and negotiating with purchasers of our properties to
assume liability risks as part of the sale transaction;

To continue to hold our 50% interest in West Valley MRF, which pays cash distributions to Kaiser,
until we believe it is appropriate to sell this asset;

To sell miscellaneous assets, such as surplus property and mineral interests in Southern California;
and

To further reduce our general and administrative expenses by continuing to reduce our staff as we
sell our remaining assets.

Consistent with this strategy, Kaiser Inc. completed or entered into the following transactions:

In August 2000, MRC entered into an agreement to sell the landfill project at the Eagle Mountain
Site to the District. This sale is subject to the satisfaction of numerous conditions, not all of which
have been satisfied and subject to satisfactory resolution of outstanding litigation involving the
landfill project. As a result, we cannot be sure that this sale will close on the terms negotiated with
the District, if at all. For additional information, see "DESCRIPTION OF BUSINESS - Eagle
Mountain Landfill Project and Pending Sale - Pending Sale of the Landfill Project."

Also in August 2000, we sold approximately 588 acres of the former KSC mill site property
(referred to as the Mill Site Property) for $16 million in cash plus the assumption of certain
environmental liabilities. For additional information, see "DESCRIPTION OF BUSINESS -
Historical Operations and Completed Transactions - Mill Site Property - CCG Ontario, LLC."

In October 2000, we sold approximately 37 additional acres of the Mill Site Property for $3.8
million in cash. For additional information, see "DESCRIPTION OF BUSINESS - Historical
Operations and Completed Transactions - Mill Site Property - Rancho Cucamonga Parcel."

In March 2001, in connection with the resolution of certain litigation, we sold our interest in
Fontana Union Water Company, a mutual water company, for $87.5 million in cash, plus
approximately $2.5 million in additional payments due under a related lease. For additional
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KAISER VENTURES LLC AND SUBSIDIARIES

information, see "DESCRIPTION OF BUSINESS - Historical Operations and Completed
Transactions - Water Resources - Fontana Union Stock Sale."

e In June 2001, we purchased a twelve-year insurance policy effective June 30, 2001, expected to
cover substantially all environmental claims related to the historical operations of Kaiser for an
aggregate cost of approximately $5.8 million, of which KSC Recovery, Inc., Kaiser Steel's
bankruptcy estate (referred to as "KSC"), paid $2 million and we paid the balance of approximately
$3.8 million. For additional information, see "DESCRIPTION OF BUSINESS - Historical
Operations and Complete Transactions - Mill Site Environmental Matters."

Conversion to a Limited Liability Company. As a result of the actions outlined above, Kaiser Inc. had
cash and cash equivalents of approximately $80 million as of September 30, 2001. At that time, Kaiser
Inc.'s Board sought the best means of delivering this cash to its investors on a tax advantageous basis while
also avoiding any future double taxation generally imposed on future corporate distributions to investors.
After considering various alternatives, Kaiser Inc.'s Board determined that converting Kaiser Inc. into a
limited liability company would best achieve these goals.

More specifically, by converting to a limited liability company on or before December 31, 2001, Kaiser
ultimately saved approximately $16 million in income taxes in 2001 by capturing the significant
accumulated tax losses associated with MRC. These tax savings meant that Kaiser Inc. was able to
increase the cash distributed to its stockholders by almost $2.00 per share. In addition, the conversion
enabled most of Kaiser Inc.'s stockholders to offset their tax basis in each share of Kaiser Inc.'s common
stock against the cash distribution to them in the merger, with only the difference taxed at capital gains
rates.

The conversion was approved at Kaiser Inc.'s November 28, 2001, annual meeting of its stockholders
and consummated on November 30, 2001. The conversion was accomplished through the merger of Kaiser
Inc. with and into Kaiser LLC, with Kaiser LLC as the surviving company of the merger. In order to
capture the benefits associated with the income tax flow-through treatment offered by a limited liability
structure and as a result of the requirements imposed by the Internal Revenue Code, the Class A Units
received in the merger are not traded on any securities or secondary market and are subject to significant
transfer restrictions.

We continue to undertake activities to implement the cash maximization strategy. However, it is
unlikely that staff and related expenses will be reduced further given our remaining assets and activities. In
addition, the September 2005 adverse U.S. District Court decision concerning the landfill project may
ultimately alter and will certainly impact the timing of the continuing implementation of the cash
maximization strategy. For additional information on the adverse U.S. District Court decision, please see
"Item 3. LEGAL PROCEEDINGS - Eagle Mountain Landfill Project Litigation."

Eagle Mountain Landfill Project and Pending Sale

Description of the Eagle Mountain Site. Kaiser's Eagle Mountain Site located in the remote California
desert approximately 200 miles east of Los Angeles, currently consisting of approximately 10,800 acres
that contains three large open pit mines, the Eagle Mountain Townsite and a 52-mile private rail line that
accesses the site. In 1988, Kaiser leased what is now approximately 4,654 acres of the idle mine site and
the rail line to MRC for development of a rail-haul solid-waste landfill. As discussed in more detail below,
the amount and nature of the acreage owned and controlled at the Eagle Mountain Site would change in the
event the September 2005 U.S. District Court decision reversing a land exchange completed between the
Company and the BLM in October 1999 is upheld on appeal.

In 1988, in anticipation of Southern California's need for new environmentally safe landfill capacity,
MRC began the planning and permitting for a 20,000 ton per day rail-haul, non-hazardous solid waste
landfill at Kaiser's Eagle Mountain Site. The landfill project received all the major permits and approvals
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KAISER VENTURES LLC AND SUBSIDIARIES

required for siting, constructing, and operating the landfill project in 1999. We believe that the Eagle
Mountain Site has many unique attributes which make it particularly well-suited for a rail-haul, solid waste
landfill, including, among other attributes, its remote location, arid climate, available and suitable materials
for the proposed liner system and daily cover, and rail access.

Acquisition of Our Interest in MRC. We initially acquired our interest in MRC in 1995, as a result of
the withdrawal of MRC's previous majority owner, a subsidiary of Browning Ferris Industries. Before and
in connection with this withdrawal, Browning Ferris invested approximately $45 million in MRC. In 2000,
Kaiser assigned all of the economic benefits of the MRC lease and granted an option to buy the landfill
property to MRC in exchange for an increase in Kaiser's ownership interest in MRC. The MRC lease will
terminate upon the sale of the landfill project to the District, assuming the sale is completed. We presently
own 82.48% of MRC's Class B Units and 100% of its Class A Units.

Pending Sale of the Landfill Project

Background. In August 2000, MRC entered into an agreement to sell the landfill project to the District
for $41 million. Under the terms of that agreement, upon closing of the sale, $39 million of the total
purchase price is to be deposited into an escrow account. This money would then be released to MRC on
the resolution of certain litigation contingencies. Currently the only existing litigation contingency arises
out of the federal litigation challenging the completed federal land exchange which is discussed below.
Even though the closing has not taken place and these funds have not been deposited into an escrow
account, interest began accruing on this portion of the purchase price on May 3, 2001. The remaining $2
million of the purchase price would also be placed into an escrow account upon closing and was originally
to be released upon the later of (1) the release of the $39 million as described above or (2) the permitting
approvals of the District's Puente Hills landfill for its remaining 10 years of capacity. However, the District
has received the necessary permits for the expansion of its Puente Hills landfill and thus, the full purchase
price will be placed into escrow when the initial closing has occurred, and will be released upon resolution
of the pending federal land exchange litigation. As discussed in more detail in "ltem 3. LEGAL
PROCEEDINGS - Eagle Mountain Landfill Project Exchange Litigation," on September 20, 2005, the U.S.
District Court for the Central District of California, Eastern Division, issued an adverse decision in the
federal land exchange litigation, which would, if fully affirmed on appeal, jeopardize the viability of the
landfill project and its sale to the District. Accordingly, receipt of the purchase price, in whole or in part, if
at all, is expected to be delayed for several years pending satisfactory resolution of these contingencies. At
this time, we cannot estimate when or if the sale may be completed.

The sale of the landfill project is subject to the results of the District's due diligence and satisfaction of
numerous contingencies. The contingencies include, but are not limited to, obtaining the transfer of the
landfill project's permits to the District, obtaining all necessary consents to the transaction, resolving title
matters, and negotiating mutually acceptable joint use agreements and resolution of outstanding litigation.
We have been working on resolving various title issues, obtaining necessary consents and otherwise
working toward a closing. Although the contractual expiration date is currently June 30, 2006, the date has
already been extended numerous times. The conditions to closing are not expected to be met by the current
expiration date, and the parties will individually determine whether to extend the closing date one or more
additional times. In addition, as discussed in more detail below, the adverse decision in the federal land
exchange may impact the sale of the landfill project to the District. There is no assurance or requirement
that either party will continue to extend the closing date for the proposed sale of the landfill project. See
"Item 1. DESCRIPTION OF BUSINESS - Eagle Mountain Landfill Project and Pending Sale - Risks
Factors" for a more detailed discussion of some of the material risk factors facing the landfill project and its
sale.

Flood Damage to Railroad

The Company owns an approximate 52-mile private railroad that runs from Ferrum Junction near the
Salton Sea to the Eagle Mountain mine. In late August and early September of 2003, portions of the
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railroad and related protective structures sustained considerable damage due to heavy rains and flash
floods. This damage included having some rail sections being buried under silt while other areas had their
rail bed undermined. Subsequent to the filing of our report on Form 10-Q for the quarter ended September
30, 2003, we conducted a more complete investigation of the damage and of the costs to return the railroad
to the condition that it was in prior to the flood damage. As a result of such investigation, we currently
estimate the cost to repair the damage to be a minimum of $4,500,000 for which an accrual has been made.
Since the 2003 floods, minor work necessary to help preserve and protect the existing railroad has been
undertaken. However, the major repairs required to return the railroad to its condition prior to the flood
damage will be deferred until a later date.

MRC Financing

Since 1995 MRC has been funded through a series of private placements to its existing equity holders.
As a result of prior MRC private placements and in exchange for releasing the economic benefits of the
lease with MRC and granting MRC the option to acquire the landfill project site for $1.00, we have
increased our original 70% ownership interest in MRC acquired in 1995 to 82.48%. Future funding of
MRC will be required to cover such items as the appeal of federal land exchange litigation and the railroad
repairs but there is no assurance that such funding will be obtained.

Current Status

Approval by Riverside County of the Landfill Project; Development Agreement. Between 1992 and
1995, MRC faced legal challenges to its application and receipt of regulatory permits and consents required
to operate the landfill project. In March 1995, MRC again initiated the necessary permitting process by
filing its land use applications with Riverside County and working with the County and U.S. Bureau of
Land Management, referred to as the BLM, in securing the certification and approval of a new
environmental impact report, or an EIR. After extensive public comment, the new EIR was released to the
public in January 1997, and received final approval from the Riverside Board of Supervisors in September
1997.

As a part of the process of considering the landfill project, Kaiser and MRC negotiated a Development
Agreement with Riverside County. The Development Agreement provides the mechanism by which MRC
acquires long-term vested land-use rights for a landfill and generally governs the relationship among the
parties to the Agreement. The Development Agreement also addresses such items as the duties and
indemnification obligations to Riverside County; the extensive financial assurances to be provided to
Riverside County; the reservation and availability of landfill space for waste generated within Riverside
County; and events of default and remedies, as well as a number of other items.

In addition, the financial payments to or for the benefit of Riverside County and others are detailed in
the Development Agreement as well as in the Purchase and Sale Agreement, which forms a part of the
Development Agreement. The Purchase and Sale Agreement requires a per ton payment on non-County
waste determined from a base rate which is the greater of $2.70 per ton or ten percent (10%) of the landfill
tip fee up to 12,000 tons of non-County waste. The 10% number increases to 12_% for all non-County
waste in excess of 12,000 tons per day. The per ton payment to the County also increases as volume
increases. The per ton payments on non-County Waste to Riverside County are summarized as follows:

Average Tons Per Day of
Non-County Waste Payment to Riverside County
Greater of 10% (12.5% once volume
0- 7,000 exceeds 12,000 tpd or $2.70 (“Base™)
7,000 - 10,000 Base +$ .80
10,000 - 12,000 Base + $1.30
12,000 - 16,000 Base + $2.30
16,000 - 20,000 Base + $3.30

Of the payments made to Riverside County by MRC on non-County municipal solid waste, $.90 of the
per ton payment will be deposited into an environmental trust. In addition, MRC directly pays $.90 per ton
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into the environmental trust for in-County waste deposited into the landfill. Funds in the environmental
trust are to be used within Riverside County for: (a) the protection, acquisition, preservation and
restoration of parks, open space, biological habitat, scenic, cultural and scientific resources; (b) the support
of environmental education and research; (c) the mitigation of the landfill project’s environmental impacts;
and (d) the long term monitoring of the above mentioned items.

Finally, MRC has agreed to pay $.10 per ton of municipal solid waste deposited into the landfill to the
National Parks Foundation for the benefit of the National Park Service.

Other major payments include: (i) partial funding for up to four rail crossings with $1 million due at
the commencement of construction of the landfill and an additional $1 million over the course of landfill
operations; (ii) financial assistance of approximately $2 million for the host community, Lake Tamarisk,
comprised of $500,000 due at the commencement of construction of the landfill plus approximately $1.5
million due over the course of landfill operations; and (iii) funding for the non-California Environmental
Quality Act reduction air emission programs of $600,000 over the course of operations.

The initial term of the Development Agreement is fifty years, although it may be extended to
November 30, 2088, under certain conditions. The Development Agreement allows the landfill project to
receive up to 20,000 tons per day, 6 days a week, of non-hazardous municipal solid waste. However,
during its first ten years of operation, the landfill owner is limited to 10,000 tons per day of non-County
waste plus the waste generated from within the County. After ten years, the owner of the landfill may
request an increase in its daily tonnage, and an independent scientific panel will review such request. The
panel's review is effectively limited to confirming substantial compliance with all developmental approvals,
mitigation measures and permits.

We anticipate that the Development Agreement will be fully executed and recorded just prior to the
anticipated closing of the sale of the landfill project. Riverside County has approved the assumption of the
Development Agreement by the District as part of the sale of the landfill by MRC.

In October 2005, following the adverse U.S. District Court decision on the land exchange litigation,
one member of the Riverside Board of Supervisors attempted to terminate the existing Riverside County
approvals for the landfill project. Such attempt was defeated with the only supervisor voting in favor of the
proposal to terminate the existing approvals being the supervisor that proposed the termination of the
county's approvals. This same county supervisor originally opposed and voted against the landfill project
in 1997.

Successful Appeal of EIR Litigation. After the September 1997 approval of the new EIR for the landfill
project, litigation with respect to MRC's EIR certification resumed. In February 1998, the San Diego
County Superior Court issued a final ruling with respect to this litigation, finding that the EIR certification
did not adequately evaluate the landfill project's impact on the Joshua Tree National Park and the
threatened desert tortoise. MRC, Kaiser and Riverside County appealed the Superior Court's decision;
opponents did not appeal.

On May 7, 1999, the Court of Appeal announced its decision to completely reverse the San Diego
Superior Court's prior adverse decision. The Court of Appeal's decision, in effect, reinstated the EIR
certification and reinstated the previous approval of the landfill project by Riverside County. In June 1999,
opponents to the landfill project requested that the California Supreme Court review and overturn the Court
of Appeal's decision. In July 1999, the California Supreme Court declined to review the Court of Appeal's
decision.

Federal Land Exchange Litigation And Other Threatened Litigation. In October 1999, Kaiser's wholly
owned subsidiary, Kaiser Eagle Mountain, Inc. (now Kaiser Eagle Mountain, LLC), completed a land
exchange with the BLM. In this exchange, Kaiser transferred approximately 2,800 acres of Kaiser-owned
property along its railroad right-of-way to the BLM and a nominal cash equalization payment in exchange
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for approximately 3,500 acres of land within the landfill project area. The land exchanged by Kaiser was
identified as prime desert tortoise habitat and was a prerequisite to completion of the permitting of the
landfill project. With the land exchange completed, the Eagle Mountain Site consists of approximately
10,108 acres with 8,636 acres held in fee (which includes the Eagle Mountain Townsite) and approximately
1,472 acres held as various mining claims. The land exchange also involved the grant of two rights-of-way
by the BLM and the termination of a reversionary interest involving approximately 460 acres of the Eagle
Mountain Townsite that was contained in the original grant of such property.

Following completion of the land exchange, two lawsuits were filed challenging it and requesting its
reversal. The plaintiffs argue that the land exchange should be reversed because the BLM failed to comply
with the National Environmental Policy Act and the Federal Land Management Policy Act. Nearly three
years after the final brief in the case was filed, on September 20, 2005, the U.S. District Court for the
Central District of California, Eastern Division, issued its opinion in Donna Charpied, et al., Plaintiffs v.
United States Department of Interior, et al., Defendants (Case No. ED CV 99-0454 RT (Mex)) and in
National Parks and Conservation Association, Plaintiff v. Bureau of Land Management, et al., Defendants
(ED CV 00-0041 RT (Mex)). The decision was adverse to the landfill project in that it set aside the land
exchange completed between the Company and BLM as well as two BLM rights-of-way. The Company is
appealing the decision. It is likely that the appeal process will take several years. If the decision is fully
affirmed on appeal, the decision would jeopardize the viability of the landfill project. In addition, the
decision could adversely impact the agreement to sell the landfill project to the District, including
termination of the agreement. For a more detailed discussion of this litigation and the risks associated with
this litigation, see "Item 3. LEGAL PROCEEDINGS - Eagle Mountain Landfill Project Land Exchange
Litigation."

In addition to the federal land exchange litigation, the Company, along with the U.S. Department of
Interior, the BLM, the District and Metropolitan Water District of Southern California, have been
threatened by the Center for Biological Diversity, the Sierra Club, and Citizens for the Chuckwalla Valley
("Complaining Groups") declaring their intent to sue for violations of the Endangered Species Act in regard
to actions or inactions related to the railroad that would serve the landfill project. The Complaining Groups
originally threatened litigation in 2002 and have occasionally renewed their threats but they have not as of
the date of the filing of this Annual Report on Form 10-KSB pursued any legal action. For a more detailed
discussion of this threatened litigation, see "Item 3. LEGAL PROCEEDINGS — Threatened Endangered
Species Act Litigation."

Eagle Crest Energy Company. In November 2000, Eagle Crest Energy Company, referred to as ECEC,
a previous opponent to the landfill project, filed an application for a preliminary permit with the Federal
Energy Regulatory Commission, referred to as FERC, for a proposed 1,000 mega-watt hydroelectric pump
storage project and ancillary facilities. The proposed ECEC project would utilize two of the mining pits
and other property at the Eagle Mountain Site, portions of which are currently leased to MRC and the
subject of the pending sale to the District. The Company has not agreed to sell or lease this property to
ECEC. This project was essentially the same project that ECEC previously proposed and was dismissed by
the FERC in July 1999. However, as a result of the October 1999 completed land exchange with the BLM,
there is no title reservation on any portion of the property. As discussed below this may change if the land
exchange is ultimately reversed. FERC issued a preliminary permit to ECEC in June 2001. We, along with
others, objected to the ECEC project and intervened in the matter. ECEC's preliminary permit expired in
the second quarter of 2004. However, shortly after the expiration of such preliminary permit, ECEC filed
an application with FERC for a new preliminary permit for the same project and on March 7, 2005, FERC
granted a preliminary permit to ECEC. This is the third time ECEC will have been granted a preliminary
permit for this potential project. As in previous years, to management's knowledge, there was no material
activity by ECEC in 2005 with regard to substantively processing its permit application. We, along with
others, have again intervened in this matter.

If the completed land exchange is ultimately reversed in accordance with the September 2005 U.S.
District Court decision, certain lands currently owned in fee by Kaiser will revert back to federal lands,
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although a substantial amount of such lands will then be controlled by Kaiser because of its federal mining
claims. As a result of any reversal to federal ownership, a portion of the land may be subject to a title
encumbrance associated with the issuance of the preliminary permit to ECEC by FERC.

Risk Factors

As discussed in this Annual Report on Form 10-KSB, there are numerous risks associated with MRC
and the landfill project. The landfill project has been and continues to be the subject of extensive litigation
which has and will continue to substantially delay the landfill project and which could ultimately lead to
termination of the landfill project. If the current land exchange litigation is not favorably resolved or
resolved in a manner that a cure can be reasonably undertaken, the landfill project will not be viable as
currently permitted. Even if the appeal of the adverse U.S. District Court decision is successful, we may
not be able to cure all of the concerns with regard to other title or due diligence matters in a timely fashion
to permit the sale to the District to be completed. If the litigation is not favorably resolved and/or the
Company cannot otherwise cure various alleged title and other closing issues in a timely fashion, then the
District's purchase of the landfill project would not be completed and the Company might have to abandon
Eagle Mountain and its investment. If this should occur, the Company will likely seek to pursue any other
possible opportunities or to re-solicit bids for the purchase of the landfill project, which may not result in a
sale of the landfill project on favorable terms, if at all.

In addition to the litigation and other closing risks, there are risks that the landfill project will be
impacted by natural disasters like the floods that caused significant damage to the rail line in 2003. Certain
risks may be uninsurable or are not insurable on terms which we believe are economical.

As stated above, MRC will need additional funding to complete the landfill project, including funds to
repair the flood damage sustained by the Eagle Mountain rail line. There is no assurance that MRC can
obtain additional funds through debt or equity financing on acceptable terms.

The landfill project also faces competition from other landfills as well as the Mesquite rail-haul landfill
project which the District owns and is developing.

We are also dependent upon the continued services of our executive officers given the complex nature
of the landfill project, the challenges it faces, and the importance of historical information. The loss of the
services of our executive officers, especially without advance notice, could materially and adversely impact
this project and well as our other business.

WEST VALLEY MATERIALS RECOVERY FACILITY AND TRANSFER STATION
Background

West Valley MRF, LLC, referred to as "West Valley," was formed in June 1997 by Kaiser Recycling
Corporation (now Kaiser Recycling, LLC (formerly Kaiser Recycling, Inc.)), a wholly-owned subsidiary of
Kaiser, and West Valley Recycling & Transfer, Inc., a wholly-owned subsidiary of Burrtec Waste
Industries, Inc. This entity was formed to construct and operate the materials recovery facility referred to
as the West Valley MRF. Under the terms of the parties' business arrangements, Kaiser Recycling and
Kaiser remain responsible for any pre-existing environmental conditions and West Valley MRF is
responsible for environmental issues that may arise related to any future deposit or release of hazardous
substances. Kaiser and Burrtec have each separately guaranteed the prompt performance of their respective
subsidiary's obligations.

Phase 1 of the West Valley MRF, which included a 62,000 square foot building, sorting equipment and
related facilities for waste transfer and recycling services was built and equipped in 1997 for a total cost of
approximately $10.3 million. Phase 2 of the West Valley MRF was completed in 2001 and increased the
processing facility by an additional 80,000 square feet and included the installation of new recycling lines
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that increased the capacity of the facility to approximately 5,000 tons per day. Phase 2 was completed for a
total approximate cost of $11 million. West Valley MRF is currently processing, on average,
approximately 4,200 - 4,400 tons of municipal solid and green waste per operating day. West Valley MRF
is currently seeking to expand its permitted waste processing capacity to 7,500 tons per day to
accommodate projected growth. It is currently anticipated that the expenditures associated with seeking to
increase the permitted capacity will be less than $500,000.

The West Valley MRF generates cash flow in excess of that necessary to fund its cost of operations.
Furthermore, the West Valley MRF should distribute sufficient cash to cover a significant portion of Kaiser
LLC's foreseeable general and administrative costs. In 2005, the West Valley MRF distributed a total of
$1,750,000 in cash to Kaiser.

The Operating Agreement for the West Valley MRF provides the opportunity for either Burrtec or
Kaiser to buy the other party's interest in the West Valley MRF at fair market value in the event a party
desires to accept an offer to buy its interest in the West Valley MRF, in the event of default by a party
under the Agreement that is not cured within a specified time period or, in some circumstances, in the event
there is a proposed transfer or deemed transfer. For example, a change in the control of Kaiser to a
company that is in the waste management business could trigger Burrtec's option to purchase our interest in
the West Valley MRF. In the event a party exercises its right to purchase upon the occurrence of an
uncured default, a discount to fair market value may be applicable.

Financing

Most of the financing for the West Valley MRF was obtained through California Pollution Control
Financing Authority tax exempt bonds. Approximately $9,500,000 in bonds were issued in June 1997
(Phase 1), and approximately $8,500,000 in bonds were issued in May 2000 (Phase 2). The interest rate for
the Bonds varies weekly. The rates for 2005 ranged from approximately 1.77% to 3.65%. Bonds issued
for Phase 1 have a stated maturity date of June 1, 2012, and bonds issued for Phase 2 have a stated maturity
date of June 1, 2030, although West Valley MRF is required, pursuant to an agreement with Union Bank, to
annually redeem a portion of the Bonds.

The bonds are secured by a pledge and lien on the loan payments made by West Valley MRF and funds
that may be drawn on an irrevocable direct pay letter of credit issued by Union Bank of California, N.A.
The bonds are backed by a letter of credit issued by Union Bank. Kaiser and Burrtec have each severally
guaranteed fifty percent (50%) of the principal and interest on the bonds to Union Bank in the event of a
default by West Valley MRF.

As of December 31, 2005, the principal amount of bonds outstanding totaled approximately
$10,870,000.

West Valley MRF and Union Bank have executed a Reimbursement Agreement that, among other
things, sets the terms and conditions whereby West Valley MRF:

* isrequired to repay Union Bank in the event of a draw under the letter of credit;

» grants Union Bank certain security interests in the income and property of West Valley MRF;
» agrees to a schedule for the redemption of the Bonds; and

* agrees to comply with certain financial and other covenants.

Kaiser and Kaiser Recycling have also provided environmental guaranty agreements to Union Bank.
Under these agreements, Kaiser and Kaiser Recycling are jointly and severally liable for any liability that
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may be imposed on Union Bank for pre-existing environmental conditions on the West Valley MRF's
property acquired from Kaiser Recycling that the West Valley MRF fails to timely address.

Competition

Burrtec operates a transfer and limited materials recovery facility in Agua Mansa, California. This
facility is located approximately 15 miles from the West Valley MRF and competes, for certain waste that
might otherwise go to the West Valley MRF. To date, the materials recovery facility in Agua Mansa has
not had a material impact on the West Valley MRF's market for customers. Burrtec controls materials
recovery facilities in Victorville, California and in the Coachella Valley of California, which are not
considered to be competitors of the West Valley MRF. Other entities have from time to time proposed to
develop materials recovery facilities that would serve the same broad geographic area as that served by
West Valley. Except for a relatively small materials recovery facility located in Colton, California owned
by Republic Industries, we believe that none of them has yet completed the permitting process. However,
the materials recovery facility in Colton is a competitor and one municipality formerly using the West
Valley MRF has contracted for its recycling services with the Colton facility. In addition, a transfer and
materials recovery facility is currently proposed in the City of Pomona which facility could, if built, be a
competitor for certain of the waste now processed by the West Valley MRF.

Risk Factors

The West Valley MRF faces risks related to general economic and market conditions, including the
impact of rising interest rates, fuel and labor costs. As a part of its operation the West Valley MRF
processes for sale certain recyclable materials, including aluminum, glass, paper, newsprint, corrugated
cardboard and other similar items. These commodities are subject to material price fluctuations relating to
domestic and international economic and market conditions which can materially affect future operating
income and cash flows.

Most of the waste processed at the West Valley MRF is as a result, directly or indirectly, of hauler or
municipal contracts or franchise agreements. Many of these arrangements are for a specified term and are
subject to competitive bidding in the future. For example, as a result of competitive bidding, the West
Valley MRF will no longer be processing certain waste from a small customer, the City of Claremont,
California. In addition, some of the customers of West Valley MRF may terminate their contracts prior to
the scheduled contract term.

The largest sources of waste for the West Valley MRF are derived through Burrtec affiliated
companies, the City of Ontario and Waste Management, Inc. affiliated companies. The loss of waste
currently hauled or directed by these companies or the City of Ontario could materially impact West
Valley.

Governmental action may also affect waste flow to the West Valley MRF. Municipalities may annex
unincorporated areas within San Bernardino County and Riverside County where the West Valley MRF
currently derives waste; as a result customers in annexed areas may be required to obtain services from
competitors. In addition, the franchise agreements of counties may impose restrictions on the flow of waste
to the West Valley MRF. For example, in 2005 San Bernardino County imposed conditions on the hauling
of waste generated in the unincorporated areas of the county that prevents or discourages such waste from
being processed at the West Valley MRF. The imposition of these restrictions resulted in the loss of
approximately 200 to 250 tons per week of waste being processed at the facility.

In addition, there is an extensive regulation of the waste industry. The regulatory process requires firms in
the waste hauling, waste recycling and/or landfill business to obtain and retain numerous governmental
permits to conduct various aspects of their operations, any of which may be subject to revocation, modification
or denial. Changes in such governmental policies and attitudes relating to the industry could impair the landfill
projects or the West Valley MRF's ability to obtain applicable permits from governmental authorities on a
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timely basis and to retain such permits. The Company is not in a position at the present time to assess the
extent of the impact of such potential changes in governmental policies and attitudes on the permitting
processes, but they could be significant.

The West Valley MRF is also facing increasing competition for waste as discussed in more detail under
the "Competition" discussion immediately above.

OTHER KAISER ASSETS

For a discussion of our other assets such as the Eagle Mountain Townsite, the property adjoining the
Eagle Mountain Townsite and the Lake Tamarisk property, please see “Item 2. DESCRIPTION OF
PROPERTIES.’

HISTORICAL OPERATIONS AND COMPLETED TRANSACTIONS

The following information is provided as historical background and to put into context our current
activities including our current cash maximization strategy.

Water Resources

Until the sale of its ownership interest in Fontana Union Water Company, or Fontana Union, to
Cucamonga County Water District, referred to as "Cucamonga," in March 2001 for $87.5 million or
approximately $10,860 per share of Fontana Union stock, the Company's results of operations depended, in
large part, on water rights and successfully leasing such rights. Concurrently with the sale of its Fontana
Union stock, the Company also received approximately $2.5 million in payments under its water lease with
Cucamonga.

Fontana Union owns water rights to produce water from four distinct surface and subsurface sources of
water near Fontana, California. Kaiser's ownership of Fontana Union entitled it to receive, annually, a
proportionate share of Fontana Union's water. In 1989, Kaiser leased all of its then owned shares of
Fontana Union stock to Cucamonga, a local water district, under the terms of the 102-year take-or-pay
lease, referred to as the "Cucamonga Lease." Under this lease, Cucamonga was entitled to receive all of
our proportionate share of water from Fontana Union with lease payments based upon fixed quantities of
water at a rate of 68.13% of rate charged by the Metropolitan Water District of Southern California, the
"MWD," for untreated, non-interruptible water as available through Chino Basin Municipal Water District.

On July 1, 1995, MWD implemented changed rates and a new rate structure which was the subject of a
dispute between Kaiser and Cucamonga. After several years of litigation over the proper rate under the
Cucamonga Lease, the parties negotiated a resolution of the litigation through the sale of the Company's
Fontana Union Stock to Cucamonga for a purchase price of $87.5 million. In addition, Cucamonga agreed
to pay $2.5 million in payments under the Cucamonga Lease. Kaiser Inc.'s stockholders approved the
Fontana Union stock sale in February 2001, and the Fontana Union stock sale was completed on March 6,
2001.

Mill Site Property

Background. From 1942 through 1983, KSC operated a steel mill in Southern California near the
junction of the Interstate 10 and Interstate 15 freeways and approximately three miles to the northeast of
Ontario International Airport. The original Mill Site Property owned by Kaiser after it emerged from the
KSC bankruptcy consisted of approximately 1,200 acres and portions of the property required substantial
environmental remediation. Except for the approximate five acre Tar Pits Parcel, we no longer own any
portion of the Mill Site Property. The disposition of the Mill Site Property by us over the past several years
is described below.
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The California Speedway Property. In November 1995, the Company contributed approximately 480
acres of the Mill Site Property in exchange for common stock in the company that became Penske
Motorsports, Inc., a leading promoter of motor sports activities and an owner and operator of automobile
racetracks. In December 1996, the Company sold to PMI approximately 54 additional acres of the Mill Site
Property, for cash and additional stock in PMI. The California Speedway, a world class motor sports
speedway, was constructed on this approximate 534 acres of the Mill Site Property.

In July 1999, International Speedway Corporation, referred to as ISC, through a wholly owned
subsidiary, acquired PMI. Kaiser Inc., as a stockholder in PMI, voted for the merger and elected to receive
a portion of the merger consideration in cash and a portion in ISC stock. In the transaction Kaiser received
approximately $24 million in cash and 1,187,407 shares of ISC Class A common stock, resulting in a gain
of $35.7 million. Subsequent to PMI's acquisition, we sold all of the shares we owned in ISC at an average
price of approximately $53.52 per share, realizing an additional gain of approximately $6.6 million. The
gross cash proceeds we received in 1999 from the merger and the subsequent sale of ISC stock totaled
approximately $88 million.

The NAPA Lots. In conjunction with the permitting and development of the California Speedway, we
permitted and developed three parcels known as the "NAPA Lots" for sale. In September 1997, the largest
NAPA Lot, consisting of approximately 15.5 acres, was sold for a gross sale price of approximately $2.9
million. In November 1999, another of the NAPA Lots, consisting of approximately 7.8 acres, was sold for
a gross cash sale price of approximately $1.7 million. The remaining NAPA Lot of approximately 5.2
acres was sold in December 1999 for a cash sale price of approximately $1.1 million.

CCG Ontario, LLC (CCG). In August 2000, we sold approximately 588 acres of our remaining Mill
Site Property to CCG for $16 million in cash plus the assumption of virtually all known and unknown
environmental obligations and risks associated with the property as well as certain other environmental
obligations. Included in the land sold to CCG were ancillary items such as the sewer treatment plant and the
water rights associated with the property. As part of the transaction, CCG obtained environmental
insurance coverage and other financial assurance mechanisms related to the known and unknown
environmental obligations and risks associated with the transferred property as well as other environmental
obligations subject to limited exceptions. In addition, before this sale transaction, we were party to a
consent order with the California Department of Toxic Substances Control, referred to as the DTSC, which
was essentially an agreement to investigate and remediate property. As part of the sale transaction, this
consent order and our financial assurances to the DTSC were terminated, and CCG entered into a new
consent order with the DTSC and provided the necessary financial assurances. For additional information,
see "Part I, Item 1. DESCRIPTION OF BUSINESS - Historical Operations and Completed Transactions -
Mill Site Environmental Matters" below.

Rancho Cucamonga Parcel. In October 2000, the Company completed the sale of approximately 37
acres of the Mill Site Property, known as the Rancho Cucamonga parcel, to The California Speedway
Corporation. The gross cash sale price was approximately $3.8 million.

West Valley MRF Property. At the time of the formation of West Valley in 1997, Kaiser Inc.
contributed 23 acres of the former Mill Site Property, on which a 62,000 square foot building, sorting
equipment and related facilities were constructed during Phase 1 of the West Valley MRF development.
Under the terms of our agreements with West Valley, we contributed additional land approximating 7 acres
after that land’s environmental remediation in 2000. We are also obligated to contribute the Tar Pits Parcel
to West Valley MRF at its option, upon the environmental remediation of the Tar Pits Parcel in a manner
suitable for use by West Valley MRF. The Tar Pits Parcel is the only acreage that we continue to own at
the former Mill Site Property.
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Environmental Matters

The operation of a steel mill by the Company's predecessor, KSC, resulted in known contamination of
limited portions of the Mill Site Property. As discussed above, the Company’s consent order with the
DTSC was terminated in connection with the sale of approximately 588 acres of the remaining Mill Site
Property to CCG for $16 million in cash plus the assumption of virtually all known and unknown
environmental obligations and risks associated with the property as well as certain other environmental
obligations. Concurrently with that termination, CCG entered into a new consent order with the DTSC, in
which CCG assumed responsibility for all future investigation and remediation of the Mill Site Property it
purchased, as well as various other items covered under its CCG consent order. In addition, CCG assumed
and agreed to indemnify the Company against various contractual environmental indemnification and
operations and maintenance ("O&M") obligations the Company has with purchasers of other portions of the
Mill Site Property. In connection with this land sale, CCG entered into a fixed price environmental
remediation services agreement with IT Corporation ("IT"), an environmental contractor, to remediate the
known environmental conditions on the property. IT filed for bankruptcy in January 2002, but certain of
the assets of IT were eventually acquired by The Shaw Group, including the fixed price environmental
contract. Accordingly, the fixed price environmental remediation services contract continues to be
performed. In addition, CCG is obligated to remediate the Tar Pits Parcel pursuant to a solidification and
capping strategy. The remediation of the Tar Pits parcel is also covered by the fixed price environmental
remediation contract. Except for continuing inspection and maintenance obligations, the remediation of the
Tar Pits Parcel has been completed.

Many of the environmental obligations assumed by CCG are backed, in whole or in part, by various
financial assurance mechanisms or products. Examples of the financial assurances or products provided,
include, but are not limited to: a performance bond issued to assure performance under the environmental
remediation service agreement; a real estate environmental liability insurance policy with a policy limit of
$50 million; a remediation stop loss policy covering $15 million in cost overruns for known remediation,
which known remediation was estimated to be approximately $15 million; and a limited corporate guaranty
by CCG's parent company. All financial assurance mechanisms or products are subject to their terms. In
addition, there are certain exceptions to CCG's assumption of the Company's prior environmental
obligations such as any certain environmentally related litigation outstanding as of the date of the closing of
the land sale to CCG.

With regard to groundwater, we previously settled certain obligations of groundwater contamination
with the California Regional Water Quality Control Board, or the RWQCB, concerning a plume
(containing total dissolved solids, sulfate, and organic carbon) to which the historic steel operations
contributed. The settlement required us to make a $1.5 million cash payment, which was made in February
1994, and the contribution of 1,000 acre feet of water annually for 25 years to a water quality improvement
project. In 1999, approximately 20 years ahead of schedule, we contributed the full 25,000 acre feet
required under the terms of the settlement agreement with the RWQCB. This contribution of water
satisfied all of the Company's obligations to the RWQCB under the terms of the settlement agreement.
CCG did not assume any of the Company's future obligations, if any, with regard to the specified plume,
and we retained potential liability from certain third party claims alleging damages from the identified
groundwater plume. One such claim was asserted against the Company and was settled in 2004.

As a result of the transaction with CCG and the Company's previous remediation activities in 2000, the
Company's estimated environmental liabilities were reduced by approximately $21.9 to $4.5 million.
These potential environmental liabilities included, among other things, environmental obligations at the
Mill Site Property that were not assumed by CCG, such as any potential third party damages from the
identified groundwater plume discussed above, environmental remediation work at the Eagle Mountain
Site, and third-party bodily injury and property damage claims, including asbestos claims not covered by
insurance and/or paid by the KSC bankruptcy estate. In 2004, this reserve was again reduced to
approximately $2.4 million to reflect settlement of a third party claim related to the groundwater plume
discussed above. This reserve was further reduced in 2005 as a result of reclassifying $500,000 to the
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Eagle Mountain Townsite Cleanup Reserve. Finally, this environmental reserve was increased by $1.2
million as of December 31, 2005, for Eagle Mountain Townsite environmental related matters, as discussed
in more detail in "Item 6. MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS - Section 2: New Accounting Pronouncements."

In keeping with our goal to minimize our potential liabilities, including the potential liabilities outlined
above, we purchased effective June 30, 2001, a 12-year $50 million insurance policy, which is expected to
cover substantially any and all environmental claims (up to the $50 million policy limit) relating to the
historical operations of the Company. See "MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS" in Part II, Item 6., of this Annual Report
on Form 10-KSB.

The Company is involved, from time-to-time, in legal proceedings concerning environmental matters.
See "Part I, Item 3. LEGAL PROCEEDINGS."

Tar Pits Parcel

Currently, the only remaining property we own at the Mill Site Property is an approximate 5 acre parcel
known as the Tar Pits Parcel. Under our agreement with the West Valley MRF, we are obligated to
contribute the Tar Pits Parcel to the West Valley MRF, at its option, upon the environmental remediation of
the property. Except for ongoing inspection and monitoring activities, remediation of the Tar Pits Parcel
was completed in 2002 at CCG Ontario, LLC's, (referred to as CCG), expense. CCG is responsible for this
property's environmental remediation pursuant to the terms of the purchase agreement entered into between
CCG and Kaiser in August 2000 relating to Kaiser's sale of approximately 588 acres of the Mill Site
Property. See "Part I, Item 1. DESCRIPTION OF BUSINESS - Historical Operations and Completed
Transactions - Mill Site Environmental Matter

Employees

As of March 15, 2006, Kaiser LLC had no employees. However, Kaiser LLC leases employees
through Business Staffing, Inc., a subsidiary of Kaiser LLC, and reimburses Business Staffing for the costs
associated with 5 full-time (4 at Ontario, California and 1 at Eagle Mountain, California) and 5 part-time
employees (3 in Ontario, California and 2 at Eagle Mountain, California). All except one of the full-time
and all of the part-time employees were previously employed by Kaiser Inc.

Item 2. DESCRIPTION OF PROPERTIES
Office Facilities

Our principal offices are located at 3633 East Inland Empire Boulevard, Suite 480, Ontario, California,
91764. The Company currently leases approximately 2,950 square feet in Ontario, California at a current
cost of approximately $6,800 per month. The lease expires on August 31, 2007. Our subsidiary, Kaiser
Eagle Mountain, LLC, also currently maintains an office at the Eagle Mountain Site. We own the building
used as an office at the Eagle Mountain Site.

Eagle Mountain, California

The Kaiser Eagle Mountain idle iron ore mine and the adjoining Eagle Mountain Townsite are located
in Riverside County, approximately ten miles northwest of Desert Center, California. Desert Center is
located on Interstate 10 between Indio and Blythe. The heavy duty maintenance shops and electrical power
distribution system have been kept substantially intact since the 1982 shutdown. The Company also owns
several buildings, a water distribution system, a sewage treatment facility, and related infrastructure. The
District, upon its purchase of the landfill project, will own a substantial portion of this infrastructure.
Accordingly, the District and the Company are negotiating a number of agreements addressing access and
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joint use of infrastructure facilities. The Eagle Mountain Townsite includes more than 300 single family
homes, approximately 100 of which have been renovated. Due to the passage of time and the impacts of
weather, a number of the buildings and houses at the Eagle Mountain Townsite are deteriorating at a faster
rate than anticipated and may not be salvageable. Accordingly, we may need to demolish or rehabilitate a
number of structures over the next several years and we have established a $2.5 million reserve for such
purposes. See also "Part II, Item 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS - Section 2: Liquidity and Capital
Resources - New Accounting Pronouncements".

Until December 31, 2003, a private prison was operated at the Eagle Mountain Townsite. With the
closure of the private prison and implementation of a mothball plan in 2004, Eagle Mountain's ongoing
operations and staffing were reduced. We are continuing to seek appropriate tenants for a lease of all or
portions of the Eagle Mountain Townsite. However, the September 2005 adverse U.S. District Court
decision involving a completed land exchange between Kaiser and the BLM may hinder these efforts.

Other than possible future environmental remediation associated with asbestos containing products in
certain structures for which a reserve has been recorded, we are not aware of any material environmental
remediation required at the Eagle Mountain Townsite that could require us to expend substantial funds or
that could lead to material liability. However, under the terms of a reclamation plan for a portion of the
former mine site there are ongoing reclamation activities for which the Company has also recorded a
reserve for the estimated cost of such activities.

In and around the Eagle Mountain site the Company currently has various possessory mining claims of
approximately 1,472 acres and holds approximately 8,644 acres in fee simple (which includes the
approximate 1,300 acre Eagle Mountain Townsite). Approximately 4,654 acres of this property will be
sold as a part of sale of the landfill project, assuming such sale is completed. See "Part I, Item 1.
DESCRIPTION OF BUSINESS - Eagle Mountain Landfill Project." However, if the adverse U.S. District
Court decision is up held on appeal it will impact the amount and nature of our land holdings. If the land
exchange is reversed, and we are placed back to the same position as prior to the land exchange, we would
own or control in and around Eagle Mountain approximately 1,800 acres in fee and 9,550 acres in various
possessory mining claims. In addition, the reversal of the land exchange would reinstate a reversionary
interest contained in the original grant of approximately 460 acres of the Eagle Mountain Townsite.

The Company owns four deep water wells, of which two are currently being used, and two booster
pump stations that serve the Eagle Mountain Site.

Rock/Aggregate

As a result of previous mining at Eagle Mountain, millions of tons of rock of various sizes has been
stock piled on portions of the property around the Eagle Mountain Townsite. At the present time, there are
no active buyers for the rock although interest has been expressed for the purchase of small quantities.

Railroad

To transport ore from the Eagle Mountain mine to the mill site (see below), Kaiser Steel Corporation
constructed a 52-mile heavy duty rail line connecting the mine to the main Southern Pacific rail line at
Ferrum, California. We own in fee approximately 10% of the 52-mile railroad right-of-way. The major
remaining portion of the railroad right-of-way consists of various private easements and an operating right-
of-way from the BLM. The railroad is included in the lease to MRC and, to the extent reasonably possible,
will be transferred to the District upon the consummation of the sale of the landfill project if the sale is
completed. Portions of the railroad suffered significant flood damage in 2003. The adverse U.S. District
Court decision reversing a completed land exchange would also reverse a BLM right-of-way granted under
the Federal Land Policy and Management Act for the railroad but the original federal right-of-way granted
under the Private Law 790 would remain in place. In addition, if the land exchange is reversed, Kaiser
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would reacquire approximately 2,800 acres along or near the railroad that had been conveyed to the BLM
as a part of the October 1999 land exchange. For additional information, see "Part I, Item 1.
DESCRIPTION OF BUSINESS - Eagle Mountain Landfill Project and Pending Sale - Flood Damage to
Railroad."

Fontana, California

With exception of the approximate 5 acre Tar Pits Parcel, the Company no longer owns any property at
the former Mill Site Property. With the exception of ongoing maintenance and inspection obligations, the
environmental remediation of this parcel has been completed. See "Part 1, Item 1. DESCRIPTION OF
BUSINESS - Historical Operations and Completed Transactions - Mill Site Property."

Lake Tamarisk, California

Lake Tamarisk is an unincorporated community located two miles northwest of Desert Center,
California and approximately 8 miles from the Eagle Mountain mine. This community has 150 improved
lots situated around two recreational lakes and a nine-hole golf course. With 70 homes and a 150-space
mobile home park, the community has an average year-round population in excess of 150. Lake Tamarisk
Development, LLC, a wholly owned subsidiary of Kaiser, owns: (i) 74 single family improved lots,
including, one residential structure; (ii) a 3.47 acre multi-family lot; (iii) 3 commercial lots totaling
approximately 12.26 acres; (iv) an approximate 170 acre parcel of unimproved land across the highway
from the main entrance to Lake Tamarisk; (v) an approximate 200 acre unimproved parcel adjoining the
nine-hole Lake Tamarisk golf course; and (vi) an approximate 39 acre unimproved parcel adjacent to Lake
Tamarisk. We are seeking to sell our Lake Tamarisk properties.

Item 3. LEGAL PROCEEDINGS

In the normal course of our business we are involved in various claims and legal proceedings. A
number of litigation matters previously reported, were settled, dismissed or were inactive in 2005.
Significant legal proceedings, including those which may have a material adverse effect on our business or
financial condition, are summarized below. However, the following discussion does not, and is not
intended to, discuss all of the litigation matters to which we may be or become a party. Should we be
unable to resolve any legal proceeding in the manner we anticipate and for a total cost within close
proximity to any potential damage liability we have estimated, our business and results of operations may
be materially and adversely affected.

Eagle Mountain Landfill Project Land Exchange Litigation. In October 1999, Kaiser's wholly-owned
subsidiary, Kaiser Eagle Mountain, Inc. (now Kaiser Eagle Mountain, LLC), completed a land exchange
with the BLM. This completed land exchange has been challenged in two separate federal lawsuits. On
September 20, 2005, the U. S. District Court for the Central District of California, Eastern Division, issued
its opinion in Donna Charpied, et al., Plaintiffs v. United States Department of Interior, et al., Defendants
(Case No. ED CV 99-0454 RT (Mex)) and in National Parks and Conservation Association, Plaintiff v.
Bureau of Land Management, et al., Defendants (ED CV 00-0041 RT (Mex)). The decision is adverse to
the landfill project in that it sets aside a land exchange completed between the Company and U.S. Bureau
of Land Management ("BLM") in October 1999 as well as two BLM rights-of-way. It also effectively
reinstates a reverter title issue involving the Eagle Mountain Townsite.

In the exchange, the Company's wholly owned subsidiary, Kaiser Eagle Mountain, Inc. (now Kaiser
Eagle Mountain, LLC) transferred approximately 2,800 acres of Kaiser-owned property along its railroad
right-of-way to the BLM and a cash equalization payment in exchange for approximately 3,500 acres of
land within the Eagle Mountain landfill project area. The land exchanged by the Company was identified
as prime desert tortoise habitat and was a prerequisite to completion of the permitting of the Eagle
Mountain landfill project. Following completion of the land exchange, two lawsuits were filed challenging
it and requesting its reversal. The plaintiffs argued that the land exchange should have been reversed,
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because, among other reasons, the BLM failed to comply with the National Environmental Policy Act and
the Federal Land Policy and Management Act. The U.S. District Court concluded that the environmental
impact statement was deficient in its explanation and/or environment analysis with regard to: (i) the issue
of eutrophication which deals with the introduction of nutrients, in this case primarily nitrogen, as a result
of the existence of the landfill project; (ii) Big Horn Sheep, which is not an endangered species; (iii) the
statement of purpose and need for the landfill project; and (iv) the reasonable range of alternatives to the
proposed project. The court did rule in favor of the landfill project with regard to the environmental
analysis and explanation for: (i) noise; (ii) night lighting; (iii) visual impacts; (iv) the desert tortoise; (v)
groundwater; and (vi) air. The court also ruled that the environmental impact statement was deficient under
the Federal Land Policy and Management Act with regard to: (i) the appraisal undertaken by the BLM in
the land exchange; and (ii) a full discussion of the BLM's conclusions on the public need for the landfill
project. A copy of the decision can be found as Exhibit 99.1 to the Company's Report on Form 8-K dated
September 20, 2005.

We have appealed the decision to the U. S. 9" Circuit Court of Appeals. There can be no assurance
that we will be successful in any appeal. If the decision is fully affirmed on appeal, the decision would
jeopardize the viability of the landfill project. It is likely that the appeal process will take several years. In
addition, the decision could adversely impact the agreement to sell the landfill project to the District,
including termination of the agreement.

Threatened Endangered Species Act Litigation. The Company along with the U.S. Department of
Interior, the BLM, the Los Angeles County Sanitation District and Metropolitan Water District of Southern
California, received a letter dated September 26, 2002, from the Center for Biological Diversity, the Sierra
Club, and Citizens for the Chuckwalla Valley ("Complaining Groups") declaring their intent to sue for
violations of the Endangered Species Act in regard to actions or inactions related to the railroad that would
serve the Eagle Mountain landfill project. Among other things, it is alleged that there has been a failure to
comply with a biological opinion issued by the U.S. Fish & Wildlife Service and that the BLM has failed to
enforce the terms of that biological opinion. In summary, the Complaining Groups are demanding
enforcement of the biological opinion or revocation by the BLM of the right-of-ways granted for the
existing Eagle Mountain railroad and the Eagle Mountain road. The biological opinion contains, among
other items, mitigation measures for the desert tortoise which could require substantial expenditures.

In reviewing the complaints of the Complaining Groups, the BLM, out of an abundance of caution,
conducted an informal consultation with the U.S. Fish & Wildlife Service with respect to the biological
opinion. Although neither the construction of the landfill project nor the regular use of the railroad has
commenced, the BLM requested the Company to develop a maintenance schedule for the railroad that
would address, among other things, the particular concerns of culverts and rail line ballast. The Company
submitted a proposed schedule for such activities.

On April 8, 2004, the Complaining Groups sent a letter to the BLM and the Company again declaring
their intent to sue for violations of the Endangered Species 