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By Repps Hudson 
Of the Post-Dispatch 
The sluggish economy and the warmer-than-usual winter have combined to hold down demand for lead, making restructuring of $305 million in bond debt essential for Doe Run Resources Corp., its top financial officer says. 

But the financial crunch should not have an impact on the mining company's commitments to clean up its environmental problems, said Marvin Kaiser, the chief financial officer. Those costs, totaling more than $26 million, include addressing lead contamination problems in Herculaneum. 

The world's largest lead producer is negotiating with its bondholders, Kaiser said. He declined to identify them. 

"Maybe they would exchange their debt for something else, a different class of debt," Kaiser said. Doe Run's bonds are high-yield junk bonds. The discussions with bondholders are "progressing," he said, but he gave no estimated resolution date. 

Doe Run has about $5 million set aside in bonds for environmental cleanups, Kaiser said, and the company will pay for the rest of those obligations from operating revenue. 

If the company can't pay, the federal government could clean up any sites declared contaminated under the federal Superfund law, Environmental Protection Agency officials said. 

Then, the government would file a civil suit against the company for triple damages.

"They've been willing to sign every order we put to them" after sometimes lengthy negotiations about time schedules, said Gene Gunn, the agency's Superfund branch chief in Kansas City, Kan., for Region 7, which includes the St. Louis area.

The lead mining company, with roots in Missouri dating to the Civil War, faces cleanup costs related to operation of its primary lead smelter in Herculaneum, plus mines and mill-tailing sites in St. Francois County and elsewhere in Missouri, Kansas, Oklahoma and Montana.

"It's not a certainty" that Doe Run will be able to cover all the costs, Kaiser said. "We're doing our damnedest to ensure that we can.

"There is a lot of public pressure, but we are in compliance" with all environmental laws, he said.

Doe Run has been in the media spotlight recently because of the contamination in Herculaneum. "The more you write, the worse you make it for us to get the money for our day-to-day business," Kaiser said. "We are doing our best. Whether we'll succeed, time will tell."

Company sustains a lossDoe Run is a subsidiary of privately held Renco Group Inc., based at Rockefeller Plaza in New York and owned by Ira L. Rennert.

"Who's Who" also lists Rennert as chief executive of Consolidated Sewing Machine Co. of New York; WCI Steel of Warren, Ohio; and AM General Corp. of South Bend, Ind. The latter makes the Humvee and Hummer all-terrain vehicles.

Doe Run reported in a recent Securities and Exchange Commission filing that "unless market conditions improve, it will not make such interest payments" on notes at 11.25 percent and at floating rates when those interest payments are due March 15. In its 8-K report to the SEC, the mining company said its objective is to restructure the debt "to allow it to continue to operate all of its facilities at the present levels."

Doe Run lost $30 million in the fiscal year ended Oct. 31, compared with a $23 million loss in 2000 and a $1.4 million loss in 1999. In October, Standard & Poor's downgraded Doe Run's credit rating to "CCC," a signal that the company's debt instruments were vulnerable to default.

Bonds totaling $50 million are secured by the 34-year-old smelter at Glover in Iron County and two nearby mines. The remaining $255 million in unsecured debt, Kaiser said, could be exchanged for secured debt issued by the mining company, possibly backed by other Doe Run properties.

The company has been battered by several years of low global prices for its primary product, recycled or newly mined lead. It has sold lead for a long time to a handful of big buyers, such as Exide Technologies and Johnson Controls Inc.

Today, lead sells at 20 cents to 23 cents a pound.

"Typically, our situation is to have lead prices in the 25- to 28-cents range," Kaiser said. "In 1997, the average was 35 cents a pound."

Economy hurts lead pricesThe sour economy, not the environmental issues at the 105-year-old smelter in Herculaneum, is a major factor in Doe Run's financial squeeze, Kaiser said.

"The decline in the telecom business, with its need for batteries for standby power, is down 30 to 40 percent," Kaiser said. "The winter has been very mild, so fewer people are using up their (auto) batteries. It's more of a demand problem than a supply problem."

Richard Bullock, the Robert A. Quenon professor of mining engineering at the University of Missouri at Rolla, cited several supply-side factors that also have depressed the global market for lead.

"It's by far the largest recycled metal," said Bullock, who spent 45 years in the lead-mining business. "You're recycling more today. It's good, and it's bad."

Doe Run has the world's largest lead-acid battery recycling plant at an old mine, the Buick Resource Recycling Center near Boss, Mo., where it processes about 50,000 batteries a day from a 1,000-mile radius and converts them into 90,000 tons of refined lead each year.

Bullock said China exports about 400,000 tons a year. Unlike the United States, China has few environmental, safety and efficiency restrictions on lead mining.

And, he said, the U.S. government, long a collector of certain metals in the national-defense stockpile dating to the 1950s, periodically has been selling lead at a rate of about 60,000 tons at a time.

"Lead is lower than it was during the Great Depression," Bullock said. "I don't see the prices going up any time in the future."

David Gulley, a metals economist in New York with PricewaterhouseCoopers, said market analysts estimate the price for lead at 24 cents through 2002 and at 25 cents for the next several years.

Kaiser said Doe Run produces about 40 percent of its total output from recycled lead, with the remainder newly mined.

Doe Run produces about 400,000 tons of lead a year. Uses include batteries to start engines of all kinds and to provide backup power for cellular towers and the telecommunications industry. Lead also is used in X-ray equipment and to filter ultraviolet rays in television screens and computer monitors.

Layoffs cut industry costsKaiser said the way the industry historically has cut costs in the cyclical lead-mining business is to lay off employees. He said about 1,200 to 1,300 employees have lost their jobs in the last two years because of low demand for lead, and the company cut 245 workers last year, bringing the work force to 1,425 in Missouri and to a total of 6,000 worldwide.

Bullock, of the University of Missouri at Rolla, said Doe Run's fundamentals are sound. It should do well in the cyclical metals market, he said, because it is an efficient operator with a strong safety record.

"Doe Run has always been a low-cost producer," he said.
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