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Doe Run owner built empire on junk bonds
This story was published in A-section on Sunday, April 14, 2002. 
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The trail from the troubled lead smelter in Herculaneum winds through piles of debt back to the New York offices of Ira L. Rennert, a publicity-shy multimillionaire financier.

Over the years, Rennert has used hundreds of millions of dollars in junk bonds to borrow against the empire of industrial companies he owns, including Doe Run, of Maryland Heights, which operates the Herculaneum smelter.

Rennert also used the bonds, issued by subsidiaries, to pay hefty dividends to his holding company, Renco Group Inc.

In a series of junk bond issues since 1995, Rennert subsidiaries have borrowed $1.1 billion and transferred $322 million -- or 29 percent -- of the proceeds to Renco Group, according to documents the companies filed with the U.S. Securities and Exchange Commission.

The subsidiaries were left to pay off the bonds, which carry high interest rates and are considered high-risk.

Now, Doe Run and other of Rennert's companies are struggling under their debt load, and regulators are concerned that some of them may be unable to clean up environmental messes they are leaving behind.

Two of Rennert's businesses - a magnesium producer in Utah and a coal mining operation in Kentucky - are in bankruptcy. Another - a steelmaker in Ohio - says its survival is in doubt.

"During the (economic) downturn these companies can't sustain themselves because they're so leveraged," said Thomas Watters, a bond analyst for Standard & Poor's.

Doe Run operates lead mines in Missouri as well as the smelter that has spread lead contamination in Herculaneum. The company is having financial difficulties, too.

On March 15, Doe Run announced it was unable to make $15 million in interest payments on $305 million in bond debt, and it was negotiating with creditors. The company attributes the problem to depressed lead prices.

Stephen Mahfood, director of the Missouri Department of Natural Resources, said the state agency is studying the impact of a possible bankruptcy by Doe Run. "If the company goes bankrupt, the government agencies could very well be on the hook for the cleanup and dealing with the issues of contamination in Herculaneum," he said.

Over the past month, the Post-Dispatch made multiple requests to interview Rennert or his assistants. None has responded.

Rennert, who shuns publicity even as he embraces a lavish lifestyle, has become a target of the wrath of some people coping with contamination from his companies.

Former Herculaneum alderman Leslie Warden said that since acquiring Doe Run, Rennert has failed to take adequate steps to reduce pollution.

"It amazes me that people can do business like that and not care," she said. "I doubt very seriously he'd raise a child or a grandchild next to his own company."

Others are more charitable. Jerry Martin, who defeated Warden in an election April 2, said he is unsure whether Rennert is responsible for the fact that the smelter made little progress over the past decade.

"I just believe for whatever reason, it didn't happen, and I don't know whether to blame him," he said. Martin, a former Herculaneum mayor, said he believes the company is on the right track now.

Under pressure from state and federal environmental officials, Doe Run recently has taken new steps to reduce lead exposure. After a study found that 28 percent of the town's children under 6 had lead levels in their blood that exceed a federal health standard, Doe Run agreed last month to buy 160 homes near the smelter.

Controversial tycoon

The Rennert companies' financial woes stand in stark contrast to Rennert's personal fortune. Rennert, 67, had a net worth of about $500 million in 2000, according to Forbes magazine. Renco Group, which has its offices in Rockefeller Center, ranked 89th last year in Forbes' list of America's biggest privately held companies, with an estimated annual revenue of $2.15 billion.

Rennert and his wife, Ingeborg, are building a roughly 100,000-square-foot residential compound - twice the size of the White House - in an exclusive Long Island community. The project has outraged neighbors and triggered court battles, which Rennert won.

If controversy swirls around him, Rennert also has powerful supporters. Elie Wiesel, the author and Nobel Peace Prize winner, calls him "a deeply, deeply religious man." The two men attend the Orthodox Fifth Avenue Synagogue in New York.

Rennert has given millions of dollars to Jewish causes, and his friends include former Israeli Prime Minister Benjamin Netanyahu. Wiesel said he has dined with Netanyahu at Rennert's home in Jerusalem.

Wiesel praised Rennert for contributing freely to charitable causes. "He is a man who knows what to do with his money," he said.

"Anyone who asks something usually gets it," said Wiesel, who received the Guardian of Zion award from the Ingeborg Rennert Center for Jerusalem Studies in Israel in 1997.

In U.S. politics, Rennert has contributed a total of nearly $400,000 to both Democrats and Republicans since the 1990 election. That includes a $100,000 contribution two years ago to a campaign committee backing former New York Mayor Rudolph Giuliani in his short-lived race against Hillary Clinton for a seat in the U.S. Senate. Clinton challenged Giuliani to return the money to the man she called "the biggest polluter in America." Giuliani did not return the money.

Perhaps Rennert's best-known company is one that does not have significant environmental problems: AM General Corp., maker of the Humvee vehicle for the U.S. Army. The company also makes a civilian version that costs about $90,000 apiece and gets about 13 miles per gallon of gasoline. It recently entered a partnership with General Motors, under which GM is marketing the vehicles.

Brooklyn College to Wall Street

A graduate of Brooklyn College, Rennert started his financial career as a credit analyst at a Wall Street firm in 1956. He served brief stints as a salesman at Underwood Corp. typewriter company, and at a stock brokerage.

Then he launched his own business, I.L. Rennert & Co. In 1975, he acquired a maker of sewing machines. A few years later, he bought a wholesaler of motor boat equipment, followed later by a group of hardware stores and lumber companies.

In the following decade, Rennert joined the board of a company connected with Michael Milken.

Milken, a bond trader for Drexel Burnham Lambert Group Inc., had built a vast business selling high-risk bonds issued by companies. Because struggling or under-capitalized companies agreed to pay a higher interest rate, the bonds were considered high-yield. But they were also given low ratings because of their risk. Until Milken began touting the bonds, investors considered them "junk" and largely stayed away. Milken also helped pioneer a strategy of using junk bonds to provide capital for corporate raiders to carry out hostile takeovers of companies.

With help from Milken, Integrated Resources Inc. became one of the biggest junk-bond issuers. Rennert was on the board of directors of the New York company, which sold tax-shelter partnerships.

With $2 billion in junk bonds financed by Milken, Integrated Resources grew rapidly, causing its stock to soar and enabling executives to pay themselves huge salaries, according to "Den of Thieves," a 1991 book about the junk-bond scandal.

In March 1989, Milken was indicted on 98 counts of securities fraud and other crimes.

Two months later, Integrated defaulted on $1 billion in bond debt. Its stock plummeted and it filed for bankruptcy. Shareholders filed suits alleging fraud by Milken, as well as the Integrated chief executive and its directors, including Rennert.

Milken pleaded guilty in his criminal case in April 1990, agreeing to pay $600 million in fines and restitution.

The Integrated Resources shareholder suit was later settled for $54 million, including $7.6 million paid by Integrated Resources and its officers and directors.

Bargain hunting in the Rust Belt

Long before Integrated Resources met its demise, Rennert had moved to acquire struggling companies and try his own junk bond strategy.

In 1988, he came upon a steel manufacturer, Warren Consolidated Industries Inc., a subsidiary of bankrupt steel giant LTV Corp. Because of recurring losses, LTV was poised to shut down Warren Consolidated Industries, based in Warren, Ohio.

Renco bought the company in September 1988 for approximately $140 million, more than half of which was paid with debt. Renco got a $30 million loan from LTV and a $50 million loan from a finance company, WCI's president said.

Then, Rennert moved to use junk bonds in his own way. Rather than using them to acquire a company, as Milken's raiders had done, Rennert would have an individual Renco subsidiary issue bonds after the company already had been acquired. Each subsidiary then used the proceeds to fund its own operations and to pay Renco, and indirectly Rennert himself, hefty dividends and fees.

In 1996, WCI announced it would sell bonds for a total of $300 million and would pay $108 million of the proceeds as a dividend to Renco, according to documents WCI filed with the federal Securities and Exchange Commission.

Investors snapped up the bonds despite the fact that one of Rennert's companies, motor boat wholesaler Covert Marine Inc. of Kansas City, had been forced into bankruptcy in 1992. Its liquidation was completed months before the WCI bond issue in 1996.

Then, Rennert moved to sell more bonds. In 1998, Renco created Renco Steel Holdings Inc. to serve as a holding company for WCI. The holding company then sold $120 million in junk bonds, this time paying a dividend of $100 million to Renco.

Alexis Panton, a Deutsche Bank analyst who follows Renco Steel, said the purpose of the last deal was simple: "He financed the holding company to pay himself a dividend."

Meanwhile, the Environmental Protection Agency asserted that WCI was failing to spend money on improving the company's environmental record. In 1999, the Justice Department and the EPA reached a settlement with WCI that included $1.7 million in penalties. The agreement also required WCI to spend up to $1 million to remove contaminated sediments from the Mahoning River in Ohio and to stop the flow of untreated wastewater into the river.

Two months later, the EPA was back in court suing WCI , this time for violating hazardous waste laws. A federal judge ordered WCI to pay a $1 million penalty.

The decline in steel prices and the stream of cash back to Renco have taken their toll. In February, Renco Steel Holdings said it failed to make an interest payment on its bonds. It also said its long-term debt had grown to $421 million. Its auditors expressed doubt about the company's ability to survive.

Magnesium from the Great Salt Lake

Another major expansion of Rennert's business came in August 1989, when Renco acquired a magnesium production facility in Utah for an undisclosed price. The facility is the largest magnesium producer in the United States.

After removing minerals from the water of the Great Salt Lake, Rennert's company uses chemicals to refine the magnesium, which is used in making products from bicycles to bombs.

For years, Magnesium Corp. of America ranked among the nation's biggest polluters with its emissions of chlorine gas. Last year, the EPA reported that the company released 47 million pounds of chlorine from its stacks in 1999, one-third of all the chlorine pollution in the United States that year.

In 1996, Renco Metals Inc., the holding company Renco established for Magnesium Corp., issued $150 million in bonds. The company paid $75 million of that money to Renco as dividends. Other dividends paid to Renco pushed the total to $90 million by the end of the year.

Meanwhile, the EPA was pushing Magnesium Corp. to control contamination. The company agreed to production changes that will sharply cut its emissions of chlorine.

But other problems persisted. Last year, at the EPA's request, the Department of Justice filed suit in U.S. District Court in Salt Lake City accusing Magnesium Corp. of multiple violations of hazardous waste laws. The suit claimed the company illegally disposed of thousands of gallons of corrosive wastes per day in unlined trenches known by names such as "White Ditch" and "Red River" because of the color of their contents.

The suit also cited Rennert's removal of money from Magnesium Corp. through the 1996 bond issue. The agency said Rennert and Renco were "siphoning" the assets out of Magnesium Corp. and Renco Metals, leaving the companies insolvent and unable to pay their bills.

As a result, the government said it must reach beyond Magnesium Corp. and "pierce the corporate veil" to seek penalties and expenditures for cleanups from Renco and Rennert himself.

Five months after the government filed its suit, a Merrill Lynch bond fund filed suit in Salt Lake County District court saying Renco Metals had failed to pay $595,000 in interest and demanding payment.

Three months later, Renco Metals filed for bankruptcy protection in New York.

Lead from Missouri - and Peru

Even as his magnesium and steel companies were preparing to issue their first bonds, Rennert set out to expand his natural resources business into Missouri.

In 1992, Fluor Corp. of Los Angeles announced it wanted to sell its Doe Run smelter in Herculaneum and nearby lead mines. The decision was made at a time when the plant's environmental problems were drawing scrutiny. That year, a Jefferson County study of 73 children living near the smelter found that more than half exceeded the federal health standard of 10 micrograms of lead per deciliter of blood. Federal health officials say children whose blood exceeds that standard are vulnerable to adverse affects such as learning disabilities, behavioral problems and stunted growth.

In 1994, Fluor sold Doe Run to Renco. In the deal, Renco paid $52 million in cash, with at least another $60 million in debt to be paid over the next eight years, the companies said later.

By 1995, the EPA and Doe Run negotiated a new set of pollution control measures for the company to carry out. But regulators found almost immediately that those measures failed to significantly curb lead pollution in the air, and the negotiations resumed.

Meanwhile, Rennert had set his sights on yet another big expansion fueled by debt. In September 1997, Doe Run paid $247 million to acquire an environmentally troubled lead smelting complex from the government of Peru. Doe Run also borrowed to pay off the $60 million debt it still owed to Fluor.

The next year, Doe Run sold $305 million in junk bonds to pay off the loans for the acquisition in Peru and to fund the purchase of more lead mines in Missouri, according to Doe Run filings with the Securities and Exchange Commission. The company sent Renco at least $5 million of the bond proceeds.

At the same time Rennert was pushing Doe Run to expand, the legacy of pollution in Herculaneum was surging into the foreground. Missouri Department of Natural Resources officials began urging Doe Run to do more to clamp down on its lead emissions. By the end of 2000, the company agreed to take a series of steps to improve pollution control, such as enclosing its blast furnace. The company said the plan would push its total expenditures on air pollution control to a total of $28.5 million for the period 1995 through this year, according to Department of Natural Resources.

But Doe Run balked at spending too much. Mahfood, director of the state environmental agency, said Doe Run President Jeff Zelms issued a warning about the company's financial condition in May 2001 at a meeting in Doe Run offices.

"They were trying to make the case that they didn't have the financial resources to make improvements at their facilities any faster than they were making them," Mahfood recalled.

By last September, cooperation had broken down. The Department of Natural Resources ordered Doe Run to stop driving dump trucks containing lead ore through the streets of Herculaneum, an activity that the agency says spills lead onto streets and into yards. Doe Run refused to comply and filed an appeal.

Meanwhile, lead prices have continued to fall, aggravating the financial condition of the debt-laden company. Doe Run officials declined repeated requests for comment.

The company also is being pinched by obligations in Peru. It promised to spend $148 million to curb pollution and modernize its smelter in the town of La Oroya by the end of 2006. By the end October 2000, it had spent $18.6 million of the required amount, Doe Run said.

A Peruvian government study of 346 children living near the La Oroya complex in 1999 found that 99 percent of them had lead levels exceeding the U.S. health standard.

An industrialist's ethics

One of Rennert's charitable efforts is the S. Daniel Abraham and Ira L. Rennert Torah Ethics Project, undertaken with an Orthodox Jewish organization. The project encourages Jews to discuss issues such as "materialism and moderation," the project's Web site shows. It also has a statement of conscience that encourages ethical treatment of "our non-Jewish neighbors and fellow citizens."

Some of Doe Run's neighbors, however, feel Rennert has been less than ethical.

Brenda Browning moved out of Herculaneum after blood tests showed her three children had high lead levels for years. She is among dozens of people who have filed lawsuits claiming Doe Run has poisoned their children.

"Ira Rennert has no scruples at all. He's down there poisoning those poor people in Peru right now. He goes from one thing to another," she said.

But Rabbi Basil Herring, who has helped run the Torah ethics project, defended Rennert as generous and sensitive. "Knowing him as well as I do, I would think that for him, it's not a question of 'damn the torpedoes, full speed ahead.' I would think that he asks what can we do to protect the environment and at the same time grow our business in a responsible way."

The rabbi added: "Our faith teaches us that we must respect nature. But sometimes there's a trade-off."
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