Jenusry 9, 1948

Ver Assets Administretion
huenington 25, L. C.

Att., WNr, Ilrving Gumbel, Chief
Chemical and Light Metsle Branch
Industrisl Division

Office of Real Propmerty Disposel
Gentlemen:

By higreement of Leasse dated March 22, 1946, Southern Alkali
Corporation leased from Reconstruction Finance Corporation, acting by
and through War issets Corporaticm, a portion of the megnesium plent
site and facilities near Lake Cherles, Louisiena, knowm end designated
es Plancor 264, for conversion into snd operation s& a plant for the
proauction of chlorine &nd ceustic soda and other chemicale,

Pursuent to the provisions of the Lecse Agreement, vortions of
the lecsed premises heve been clesred end Southern hss erected thereon &
chlorine~ceustiec plant heving & rated deily production capacity of x40
tons of chlorine end 264 tons of csustic soda, Construction of this nlant
is substantielly completed and it is now reedy- for operestion.

On November 26, 1947 I met aith your Mesers., Gumbel snd Talbot
in Vsshington, on the invitation of the tormer, to discuss the possibility
of & present ocutright sale to Southern of the lessed premises on a
negotieted besis, It wes sgreed thet Southern would give the matter
further study &nd would shortly subtmit for your considerstion & oroposal
to rurchese at & price end under terme anc conditions which it considered
woula reflect the present fair value of the leeceed vremlises,

Southern is presently disposed to offer to purchese in fee simple
ell property both resl end persontl, including apourtenant rights and ezse~
ments, embreced in the "lexsed premises" es defined in the Lesse Agreement,
together with the vower transmission line interconnecting the power oslent
cn the leeased premises and Citles Service Refining Cernoration's Tutwiler

* Refinery nesr Ltxe Charles snd the trensformer station sdjoining saeid

Refinery, for the sum of Seven Million Five Hundred Thousend Dollsrs ($7,500,000).
The power trensmiseion line end trensformer etstion, though not a part of
Plsncor 264, were constructed and instelled in conjunction therewith to

provide etend-by power service to the Refinery ond would be useful to
touthern, &t lecst temporsrily, for the same purpose.
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The price above suggested represents, in our opinion, the
present fair value of the property we ere offering to purchsse, Ve
know of no formula for precisely messuring the present fair velue of
industrial land ana ficilities of this cheracter originally built for
one purpose snd subsecuently converted snd adepted to snother usa.
However, in an effort to arrive st 2 figure that would be ressonsbly eccurste
&5 & mespure of its velue, we heve explored two approaches, %e first
appralsed its present velue on the basis of construction end conversion
costs, meking &ppropriate compsrisons with the cost of constructing the
chlorine~ceustic plant at Natrium, Viest Virginia, Plancor 394, built bty
Pittsburgh Plste Gless Compeny for Defence Plant Corpereation in 1942 end
leased to and subseguently ourchased by Pittsburgh Plete Glass Compeny,
Tie then endeavored to messure the present cush value of the saggregate
rentels that might ressonably be expected under the Lecse Agreement over
its entire twenty-year term. The {ollowing enalyses end tsbulsar summsries
will indicate the bases of the lump sum price above-mentioned,

Value Bsged on Comparicon with Natrium Plant

ks you know, although Plencor 2G4 wes originally designed &nd
constructed es & magnesium plant, its operetion as such wes discontinued
shortly after its completion bectuse of excessively high production costs
resulting from engineering errors end opereting difficulties. The super-
abundance of economicsl snd efficient megnesium productive cepscity else-
where in the country mede it impersztive thst the only bhope of selveging any
substentisl portion of the government's investment in this plent lay in its
conversion end adaptetion to the manufacture of some other product. Sinc
like magnesium metal the production of electrolytic ceustic soda and
chlorine requires a large amount of direct current electricel emergy, es
well e«a lerge floor space, this plant wes obviously more suitable for
conversion to -such production then to zny other use. The Lease wes
consumnated in mutusl recognition of this fect,

Southern first clesred the cell buildings end surrounding srees
of obsolete end useless magnesiun producing mechinery, ecuipment snd installe-
tions, st a cost of zpproximately (320,000 of which your idministretion paid
under the Leese the sum of {216,000, Eouthern then proceeded st its own
expense to construct end instell in end sbout the buildings thus cleared &
chlorine~csustic plent at & cost of approximately Eleven Million Lollsrs
(£11,000,000).

In marked contrest to the Lake Charles plant, Plancor 394 &t
Natrium wes designed end built in the first instence &as ¢ chlorine-ceustic
plent, with & reted daeily oroauctive capscity of 200 tons of chlorine end
«20 tons of ceustic soda., Built during the wer, its construction cost
the government &pproxdmetely $14,3C..000. In terms of procduction units this
represents epproximetely {71,500 ver ton per dey of chlorine production
cepacity. (Lctuel cost is used notwithstending the fect that & subsecuent
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AFC appraisal developed s normsl reproduction cost for Plancor 394 of
slightly lese than §12,475,000 which would result in a,unit cost of
approximately $62,350 per ton of daily chlorine production capacity.)

On this basis the present 240 ton plant &t Leke Chsrlee consist-
ing of the useble portions of the mzgnesium plent together with the chlorine-
caustic facilities installed by Southerna would represent a comparetive
aggregate value of approximately 17,100,000, The value of the leased
premises, for chlorine-caustic production purposes, thus would be
€17,100,000 less $11,000,000 or approximately £6,100,000.

1t is recognized thet the lesased power plent hes grester generat-
ing capeacity than is required for the present 240 ton chlorine-caustic plant.
However, this factor is tsken into account in our suggested price which is
sporoximstely 1254 of the velue of the leased premises so cslculated, on
the bssis of compsrison with the cost of the most recently constructed
indevendent chlorine-~csustic plent in the United States.

Velue on Baslg of Present Vaiue of
Probsble Twenty-fear Rentals

In an effort to arrive et & dollar figure thet would represent
the present cash value of the futurs rents which could reasonebly be
expected under the Letse during the full term thereof, we have necesserily
msde certein assumptions of conditions thet would obtain with reference to
plant cepacity, production volume, unit price, etc.

. he first essume that the plant will remsin at its present cepecity
of 240 tons per dsy of chlorine throughout the lease term. True, the
leesed oremises sre of & size that would permit expansion to & 360 ton
plent, but we have no present essursnce that future business conditions

in the &rea serviced by the plent will warrent such en expension. You

will recsall our original plens celled for en initial plant of 120 tons
cepacity. It mey develop that our initial instellation of & Z40 ton

plent st Lake Cherles wes unduly optimistic in the long run,

Our next essumption relstes to production volume. While we =zre
reegonebly certain that the plant should operste &t or near its rated
cspacity for the next year, possibly two yeers, it is rezsoneble to assume

© that the twenty-yeer lecse term will embrece substentisl periods of business

recession or depression. At the outset, Scuthern predicsted its decision
to expend its initial plaent to & cepacity of 240 tons on the hope thet the
level of production over the twenty-yeer lease term woula aversge 70% of
cepacity. We zre willing to inaulge thet hope for the purpose of this
&nslysis.

Our third assumption relates to price. A& you know, chlorine
&nd ceustic soda &re co-producte of the electrolytic process, apvroximstely
one &nd one-tenth tons of ceustic soda being procduced with each ton of
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chlorine. This fact necessarily complicates the problem of forecssting
production costs end price with respect to elther or both products. This

is true beceuce the industrizl demends for chlorine and for ceustic soda

are independent of one another and bear no fixed retlo one to another

thet would correspond to the technologicel retio of their production.

ks & consecuence, it is reesoneble to expect that &£t intervels during the
Lesse term the demand for chlorine will far exceed the demend for ceustic
soda, or vice verss, during which intervals it will be necessery to waste

or dump substantiel quantities of one of these co-products if the industrial
demsnd for the other is to be met.

In sn effort to &llow for these unavolideble uncerteinties
incident to the technology of our operstions, we have assumed that aover
the entire period of the Lease term our &verage net reslization from
chlorine-caustic sales would epproximate {60 per production unit of
one tonof chlorine snd one &nd one-tenth tons of ceustic soda. On this
essumption, production rentals under the terms of the Leuse would aver-
age {9 ver chlorine-ceustic vroduction unit,

It may be ergued thet our last sssumption of aversge net seles
reslization appesrs unrealistic in the light of the current merket prices
of {45 per ton of chlorine and $£43 per ton of 50% liquid cesustic sodz.
However, it must be borne in mind thet these market prices reflect the
oresent infletionsry pesk in the genersl economy. Obviously, long-range
nrice forecests must reflect long-range expecteticns as to future business
conditione., These must in turn be predicasted lsrgely on production and
orice experience &nd trends curing previous years.

Y¥ithin the past twenty yesrs, the ennusl U.E. nroduction of
chlorine has increesed im volume from epproximstely 83,000 tons in 1925
to & pesk of more then 1,260,000 tons in 1944. Thus, in 194/ the nztion's
chlorine ovroduction wes more than 15 times greeter then in 1925. The yesars
1945 c¢nd 1946 showed a slight reduction in volume. During this period the
market price of chlorine declined from $80 per ton in 1926 to 35 per ton
during the period 1940-1946, & decline of more then 56%. Lven the present
merset price, increecsed as & result of higher labor &nd materisl costs
Guring the pest fifteen months is still only 43.8% less than the 1926
market price despite the genersl level of wholesele vrices which is
approximstely 160k of tne 1926 normel., The growth of production volume
end the corresponding decline in msrket price of caustic sode during the
veet twenty yeers, though less specteculer then in the cese of chlorine
ie nonetheless indicstive of definite long-temm trends,

The ettsched cherts show in tzbuler form the price and production
trends and relationshios ebove describded,

ht the present time the procuctive cepoacity of the netion is
still being expesndea. for exemple, Diemond £lkeli is neering completion
of its 200 ton plent at LHouston, Texer which will directly compete with
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the Lake Charles plant in the southwest merket. Wyendotte Chemicals is
adding epnproximately 100 tons to its plant capecity st hyandotte,
Michigen, end Monsento at £t. Louls, DuPont at Niagars Falls end
Pittsburgh Plate Glass et Netrium are ell meking substantisl incresses
in their respective plant capacities.

The obvious conclusion to be drewn from the past end present
growth of the incustry is that the present period of abnormelly short
supply will be releatively short lived and thet soon there will be
vroductive cszpecity ample to supoly the normel demend for chlorine and
ceustic soda. In fact it is not improbeble thsat there will soon be &n
excess of productive cepacity over demend for these products. Thus,

" looking ahesd over the next twenty yeers, we feel ressonsbly certsin
thst the cownward orice trend of the past twenty yeers will resume and
continue et & more greduel psace efter the present inflation hes ended.
Wie know of no fsctor that would indicate & reverszl of this orice trend
in the chlorine-caustic industry.

Besed on the sssumptions with respect to cepacity, aversge
ennuel production end net seles reslization, &s explsined above, we expect
that, over the full twenty-year period of the Lesse term, Southern should
be eble to procduce in the leesed plent sporoximstely 61,000 chlorine-caustic
production units, as above described, per yesr., Computing rentels paysble
on this production volume &t the rate of £9 per production unit (15% of
$60) your Administretion or its successor as Lessor should receive during
such period en &versge annual rentsl of spproximately $550,000 or & totel
rentsl over the. trventy-year period of aporoximstely §11,000,000, Euch an
amnual rentsl over the twenty-yesr period of the Lease, figured on &£ 4%
per snnum interest basls, would represent a present cesh value of £7,474,500.

Of the two spprosches to the estimated present value of the 1 csed
premises hereintbove discussed, we feel thet the second approach involving
expected znnual end eggregate rentels bused on estimated average production
and sales reaslization, is the more accurste snd realistic., Qur suggested
vurchese price more closely sporoximates the value determined &ccording to
this letter eporoach, rounded out to s figure that will include the value
of the power trensmission line end trensformer sub-stetion comnnecting the
lessed power plent with Cities Service's power plant et its Tutwiler

Refinery nesrby.

The §7,500,000 purchese price would be payable by Southern over
a period of four yesrs, 1,500,000 in cesh upon the execution of & formal
purchese sgreement anc & like emount et the expirstion of esch of four
twelve mounthreriods theresafter, Southern would agree to execute » purchese
woney mortgsge covering the entire plent, including its own instsllations
therein, to secure psyment of the unpeid portion oi the surchzse orice
énd nould sgree to pay interest et & mutuelly sgreedznnusl rate on £ll un-
peid purchece money {rom the dete of the purchese agreement until cayment
is msade,
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The foregoing is & summery outline and enalysis of the
principal features of & proposel for the purchase of the subject property
which we of Southern Alksli Corporstion consider fair and reasonable,

It is submitted at this time in this tentstive form for the purpose of
opening negotistione with your Administrstion.

we ere resay end willing to discuss any phase of this propossl
»ith you in detsil and to give attention to any suggestions or comments
you msy wish to mske &t this time. We would appreciate receiving your
resction to this progosel et your eerliest convenience.

Yours very truly,
SQUTHERN ALKALI CORPORATION

L4

By _E 7" Asplundb
Vice President

ETs:dig
Att.
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