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Gasification Plant’s Fate Hangs in Balance

U.S.-Backed Project Is a “T'echnical Success,” but a ‘Financial Disaster’

By Rusert E. TAYLOR
And BiLL RICHARDS
Staff Reporters of T WALL STREET JoURMAL

BEULAH, N.D.—The Greal Plains coal
gasification plant’s tan buildings, pipes
and conveyor belts sprawl across a square
mile of prairie, fouling air with sulfurous
udl?m and its sponsors’ books with red
m

Despite the smell, it is a technical suc-
cess: it works,” says Thomas Corcoran,
vice chairman of the U.S. Synthetic Fuels
Corp. “"But,”” he concedes, *'it's a financial
disaster.”

The plant's owners, facing massive
book losses over the next four years be-
cause of unexpectedly low oil and gas
prices, threaten to close the plant unless
the government provides $820 million in
price guarantees. The government already
has made direct loans of almost $1.5 billion
for the project, and allowed it to sell gas at
more than twice the going rate. Some offi-
cials are reluctant to spend more.

The fate of the Great Plains plant could
be decided within a week. It faces a cru-
cial test today when the assistance pack-
age comes up for discussion by the Syn
fuels Corp. board. A congressional heaning
is scheduled tomorrow.

The plant has become Exhibit A in the
debate over government-backed synthetic
fuels development. Critics are pressing
Congress not only to close the Great Plains
project, but also to strip Synfuels Corp. of
Its £8 billion cash kitty. Supporters are
fighting to save both Great Plains and Syn-
fuels Corp.

The Synfuels Corp. staff favors provid-
ing the price supports, which would enable
the project to pay about half of an En-
ergy Department loan by 1989, and would
relieve the companies’ books of about $100
million annually in interest payments,

In return, project Sponsors promise to
invest $190 million more in the plant for
three years. Thereafter, they pledge to
turn over 90% of the plant’s after-tax cash
flow to the Energy Department until the
loan is paid off, then 75% of profits to the
Synfuels

Critics complain that further govern-
ment aid would throw good money after
bad. “'It's a financial black hole,” argues
Rep. Mike Synar (D.. Okla.). who calls the
assistance ‘‘corporate welfare.” The price
supports, he says, are a form of “‘money

laundering. The cash "ms BOINE w De
passed through their books as income, sub-
sidizing the stock value of these compa-
nies,”” he conten

The owners are Tenneco Inc. units, with
a 3% share of the plant; Coastal Corp.'s
American Natural Resources Co., with a
25% share; Transco Energy Co., with 20%:
Mid-Con Corp., with 15%, and Pacific
Lighting Co., with 105

The price-support package “‘protects
them from potential takeover threats,”

&Y T's a financial black

hole,’ says one con-
gressional eritic, who
calls government assis-
tance to the synthetic
fuels plant ‘corporate
welfare.

complains Rep. Synar. *'I'm confident that
that wasn‘t the intent of Congress in creat-
ing the Synfuels Corp."

James Groelinger, Synfuels Corp. finan-
cial vice president, figures the project’s
owners would face at least $400 million in

k losses over the next three years if
they proceeded without the ald package.
Then, if the plant were closed in 1988, the
owners would take a book loss of about
£300 million, mostly for tax payments, he
says. The price supports, he says, “effec-
tively hold them harmless” from losses
through 1988 and cause them to double
their equity in the plant to more than §1
billion.

Views differ on the sponsors’ threat to
close the plant if they aren't helped: they
started such talk two years ago. But Mr.
Groelinger says he believes the threat is
real, and Jan Mares, assistant energy sec-
retary, agrees. Mr. Mares contends the
project can’t be kept open for less than the
proposed aid. Synfuels Corp. negotiators,
he insists, ‘‘have extracted all the blood
out of the turnip.”

“‘That isn't any welfare,”” agrees Syn-
fuels Corp. Chairman Edward Noble, who
supports the aid package. “It's a tough
loan workout.”” Mr. Mares says the compa-
nies, too, ‘‘aren’t happy about’ the price-

supporl plan, r.hough they *‘can live with

" Government and industry officials ex-
press regret that the project was ever
started.

Sitting on a hill overlooking the Great
Plains coal gasification complex, a plant
official tells a visitor: “‘We're putling gas
into the pipeline every day and, frankly,
losing our butts on it. If we had it to do
again, there'd be cows grazing out

Though the plant has produced gas for
almost a year, its operators have lots to
learn. They have problems removing tons
of used coal ash and keeping glitches in
the computerized operation system from
closing production. Sulfur emissions peri-
odically draw complaints from farmers as
far as 50 miles away.

““We need to run the plant at full capac-
ity long enough to establish that these
plants can run and meet all environmental
reguirements,” Mr. Noble says. He envi-
sions the day when the nation will need 50
to 100 such plants; he won't predict
when.

Eut even with assistance, no one knows
how long the plant will stay open. The
owners acknowledge they might fail to
keep up debt payments after the price sup-
ports run out. Synfuels Corp. board mem-
ber Corcoran contends that eould be within
three years, depending on gas prices.

Even if the cash runs out in 1988, the
project’s supporters argue that the owners
will have incentives to keep operating at
least until late 1989. Starting April 1, 1988,
they can begin removing their $120 million
added investment. And according to Mr.
Groelinger, they have “significant” tax
benefits yet to be taken, at least through
1989. Once price supports dry up, he says,
market prices will have to sustain contin-
ued operation.

Supporters say the assistance package
is likely to cut the government's losses on
the project. The Synfuels Corp. staff fig-

ures the government would lose its $1.5 bil-
lion loan, but would recapture as much
as $350 million in tax benefits from the
plant owners, for a net loss of about $1.2
billion if the plant closes this summer. The
government’s net loss remains about the
same if it pays price supports, but the
project closes in late 1989, according 1o the
Synfuels Corp.

If the corporation’s price forecast 1s ac-
curate, Mr. Groelinger says, the project
would continue operating and the govern-
ment’'s net cost would fall in the long run
to the equivalent of a one-time $775 million
loss today.

Energy Department calculations make
the aid package seem even more appealing
for taxpayers. They project a net loss to
the government at plant closure of about $1
billion teday, falling to about $140 million
in 1989, and earning as much as a $700
million profit by 1999, But these projections
assume the government can sell the plant
and collect taxes from its new owners,
which some doubt. Nevertheless, asserts
the Energy Department's Mr, Mares, ''The
longer they stay in the projecl the better
off the government is,’'

It isn't clear how these analyses ac-
count for more than $300 million in poten-
tial liabilities that would be transferred to
the government with the plant, such as a
10-year electric contract and investments
in the neighboring mine owned by North
American Corp. The government
would need such contracts to operate or
sell the plant.

Messrs. Corcoran and Synar are search-
ing for a less expensive way out of the
bind. Mr. Corcoran talks of scaling down
the plant’s operation. But Mr, Mares and
Leonard Axelrod, vice president of the
Synfuels Corp. for technology and engi-
neering, say that isn't practical.

Mr. coran and economist Paul Mac-
Avoy, also a Synfuels Corp. board mem-
ber, say it might be better to let the com-
panies default or renegotiate their debt.

Used with permission from The Wall Street Journal, WSJ.com. Copyright 2014 Dow Jones & Company, Inc. All rights reserved.
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