WRG 001130 02092666

April 2L, 1973

CCHORASIDUN TO THE BCARD

Subject: Construction Products Division
ew Vermiculite Mill - Libby, ontana
Industrial Develoomant Pevenue Donds

SUMLMARY

Authorization is requested to finance $5,950,000 of the new
£7,600,000 mill at Zonolite's Libby, '‘ontana vermiculite mine with
Industrial Development Revenue Bonds (IDRB's). W. R. Grace & Co. has
received a ruliﬁg from the Internal Revenue Service confirming that
interest income earned on IDRB's used to finance $5,950,000 of the new
mill woul& be exempt from federal income taxes provided the IDRB's are
issued in the name of Lincoln County, ‘lontana. Under today's market
conditions, the IDRB' s would carry a coupon rate of S 7/8% per annum
which compares favorably to a coupon rate of approximately 7 7/8% per ann.-~
a conventional industrial bond of similar maturity. The favorable int: -.

rate differential on the tax-exempt IDRB's would provide an interest saviig +-

W. R. Grace & Co. of approximately pre-tax $119,000 a vear. The IDRB's would

be issued for a period of 25 years with nrincipal pavrents beginnines in rear
1l, resulting in an averapge life for the IDPB's of about 19 years. W. P. freace
& Co. has the necessary leeway under its Senior Loan Agreement (the '‘et”
Agreement) to accommodate this financing.
BACKGR0WUNID

On May 10, 1971 and llovember 2, 1972 the Board approved Constructica
Products RCA's #12 and #12-1 which reauested authority to constfuct for
$7,600,000 a new mill at Zonolite's Libby, Montana vermiculite mine to replacs

the existing mill in order to:
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comply with State.and Federal pollution control requirements.
e existinz mill was releasing particulate emissions (dust)
and asbestos (tremolite) fiders into the air in amcunts in
excess of State and Federal standards. In addition, waste
mx:i2zrial slirces frém the existing mill were volluting a neart:-
river,
recuce the mill production costs which had risen at 10.13 ver
year rom 1985 to 1971.

increase Zonclite's cre milling capacity by 347,

Uncer the Ir*crnal Revenue Ccde, locally authorized government

bodies may iszue tax-e¢xempt IDR3's for

and pollutiz:z :xontrcl. 'ithin certain
IOR3's is exc-.t from !ndieral taxntion
of municipal tc-nds. The interest cest

“han tre
the new Libdy
Juwaty, cithnos
finance infuztwi
ed a

cuthority, Lin~oln County has rpass

- noe . Liss
Cmessieemmads, 4 Ve Vaves o ~ee

2l develcrment znd pollution coatrol.

ot

the purpose of industrial develonment
limitations, interest income frcr
in a manner sinilar to the treat-e¢:-

of such borrowiners is there{ore leer

borrcwinss on a taxable basis.

=ill, ‘“‘ontana law authorizes Linc~...

wnose Jusizdietion the .ine is located, to issue IDPR's <c -al-

Acting within this

resolution to issue IDRB's for the

. Litwy @2ill. The Internal Revenue

Cervice has ruled that 25,950,000 to be expended for the new mill meets the

tax-exempt tests as follows:

1.

£1,020.000 per locotion liritation - An authorized governnent hodv

may ralse funds in
Jurisdietion up to

o] . )
55.0 nillicn under

certain restrictive circumstances

its name for any one industrial user within its

%1.0 million for any purpose (up to

which
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cannot be complied with in the case of the new Libby mill).

The $1.0 million per location rule allows Lincoln County to
issue up to a lifetime maximum of (1.0 million of tax-exemp:
IDPR's to finance develotment of the Libby operation. The
Internal Revenue Service has ruled that Lincoln County may issue
tax-exempt IDRB's totailing $1.0 million for the purpose of
financing the $1.1 million Ore Stockpile and Blending Facilitv
which is being constructed to insure uniform vermiculite feed <o
the new Libby mill.

2. £4,950.000 for n~cllution control - Tax-exempt status is unlimited

for amounts expended on air and water nollution control facilities.
In the case of the new Libby mill, the Interéal Revenue Service
has ruled that 34,950,000 of total expenditures on the new mill are
for the purpose of nollution contrnl. Consequently, this amcun*

satisfies the tax-exemnt test.

DU, L3 OF IDPRE TINAICING

The firm of Blyth EFastman Dillon & Co. has agreed to underwrite
the iszue of 35,950,000 of IDRB's. The IDRB's would be marketed as one issue.
Yo-» -, for legal reasons the 35,950,000 woul . be composed of two issues,
£4,950,000 of pollution control IDRR's for the new mill and #1,n00,000 small
issue (per locat?on limitation) for the Ore Stockpile & Blending Facility.
The IDRB's would be issued with a 25 year maturity. The repayment schedule
would be interest only for the first 10 years and level debt repayment duri: -
the remaining 15 years, resulting in an average life of approximately 10 v:za:s
for the entire issue. Cn the basis of today's market conditions, for a Paa
rated issue the IDRB's would carry a coupon rate of approximately 5 7/8% or

about 2% under the rate on a non tax-exempt issue of like maturity. The
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final pricing would be fixed at the time the IDRB's are marketed. The
following schedule gives a breardown of the anticipated costs to Grace

for the $5,950,000 IDRB issue:

(See table on the next page)
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Blyth Eastman Dillon
Cost Fstimate
for IDRB Issues Totalling
35,050,000
$4,950,000 Pollution Related Issue
+
1,000,290 Small Tssue
Dated Date of Issues ' 5/1/73 (1)
Due Date 5/1/8s - 5/1/98 (2)
Coupon 5 7/8% p.a. (3)
Average Life 19 yrs. 0 mos. 21 days
Underwriters Tee $89,250 (u)

Effective Interest Cost per annum
- Interest & Underwriters Fee Only 5.95377%
- All Estirmated Costs Included 5.9940% (s}
(1) ID22'c will te marketed folloving Board action
(2) Level Debt Sinxing Fund
" (3) Based on curront mariei oonditions Jir 3aa rated bonds
(L) J15.C0 per 51,000 of IDRB's

(5) Cther Istimated costs applicable to issue

Printin: $10,000
Bond Attorney 14,000
grice Waterhouse Staterent 15,000
Trustee {initial fee) 3,000
Miscellancous 3,750

Total $45,750
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The firm of Chapman and Cutler (Chicago), who are recognized
Bond Counsel, have,on the strensth of the Internal Revenue Service ruli:s-
received by '°. B. Grace % Co., indicated arnreement to issue oninions
stouiis thut 4,950,000 beings expended on the new mill for the purpose c
pollution ccntirel and $1.0 nillion being spent for the Ore Stockpile %
Blendin: Facility are exempt from federal income taxes. The IDRB's would
be icsued in the name of Lincoln County. A W. R. Grace & Co. guarantee on the
IDRE's would be required. The new mill, the Ore Stockpile & Blending Tacilis:
and the underlyins land would be leased to Lincoln County by V. R, firace ® Cc.
and wvould serve as collateral for the IDRB's. The facilities and land would
be sublet back to W. R. Grace & Co. at exactly the same terms as recuirec to
servicc and retire the IDRB's, No additional administrative or 6ther charres
would be included in.the lease nayments to Lincoln County except that the usual
properi:- taxes would be assessed. The lease arrangement between W. R. frace *
Co. and Lincoln County would expire when the IDRB's have been retired. Ir
the event of 2=2fault, Lincoln County would have the right to sublet ¢i.:
fooia.tr ol L2l Lo a third party until all cf the outstanding IDRE': ...
been i12tired. Lincoln County would assign its rights under the lease aﬂrcvgﬁn:s
to . The bank would act ar
T;u:: - 2nd - ~.17 wiminicster the leaze agreev--..3 and would handle the
servicing and arortization of the IDR3's., . R. Grace & Co. would bezr the
cost of the Trustee.

) 92550
TAX LFTVCTS CF IDR3'S TO Y, R, GRACD & CO. 25092

For tax purposes, W. R. Grace & Co. would capitalize the cost of the
new nill and the Ore Stockpile & Plending facility and depreciate them us:irr
current depreciation schedules. Also, W. B. Grace % Co. would exvense on -
current basis that portion of the lease payments which correspmonded to int«: 3+

payments on the IDNB's as well as the nayment of property taxes, the cost of <

Trustee and all other incidental expenses associated with W. R. Grace % Co. ;
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financing arrangement with Lincoln County.

W. R. CRACE'S SIGITOR LOAN AGRTRITNT

The issuance of IDRB's to finance a portion of the Libby
projeci .ouid constitute secured debt in W. R. Grace & Co.'s accounts.
On this :-s5is the $5,950,002 of IDRB's would be subject to Sgction
10(B){5) of W. R. Grace & Co.s Senior Loan Agreement (the "!Met" Agreement).
The lend=rs under the '"Met" Agreement have recently agreed to increace the
4lO(B) 7} linitation on secured debt for domestic and Canadian subsidiaries
from <12 J million to 545.0 million. It was agreed with the lenders that the
revised (45.0 million limitation could be applied up to a maximum of £25.0
nillior Tor general unspecified purposes or the full 345.0 million for
pollutic.: related expenditures. Consequently, ¥W. R. Grace & Co. can accommodate
the £5,950,000 of IDRB's for the Libby project under the “let" Agreement (to
be reviced by F. Brennan).

BZOUIRIT Z0ARD ACTICH

The documentation for the 34,050,000 rollution control issue cnd 'he
21,002,722 small issue have been reviewed by the Corporate Legal Depar::.....
The Bocrd is asked to approve resolutions which essentially cover the follovinr

natters:

(To be drafted by Gail Wood)
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