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Dark times ahead?

By GIFF JOHNSON

The sobering reality of the Marshalls Energy Company’s financial woes was brought home at Tuesday’s Chamber of Commerce meeting.

MEC board chairman and Public Works Minister Matt Zackhras briefed the Chamber on challenges facing the capital’s power utility company.

He explained that MEC is facing huge financial hurdles just to get fuel in for daily power plant operations.

He said a SK Networks fuel tanker was loading Tuesday with diesel for MEC, with an expected travel time of 11-12 days before it arrives Majuro at the end of October.

As of Tuesday, MEC had 180,000 gallons of usable diesel in its tanks. MEC uses 12,000-18,000 gallons per day to operate the power plant, so the diesel on hand gives Majuro a maximum 15 days supply, but at the highest power use level, just 10 days of fuel in its tank farm.

Zackhras didn’t sugarcoat or evade the challenges MEC is facing, delivering straightforward comments that, despite the depressing nature of the information, were well-received by those in attendance who left the meeting extremely well-informed.

Zackhras confirmed that the SK fuel shipment arriving soon has a price tag of about $3 million, but that MEC has only raised $1.5 million and “is now working on the other half.” Asked what SK will do if MEC doesn’t come up with the other $1.5 million needed, Zackhras said it “will unload the amount of fuel paid for.”

To keep current with loan payments to Mobil, the Bank of Guam, and the US Rural Utility Service, as well as to pay for its operations costs, MEC spends about $800,000 per month. For the four months June through September, MEC collected an average of $1.1 million per month, though the amount dropped to about $850,000 last month — suggesting why MEC is having difficulty raising cash to pay for fuel shipments in the absence of fuel sales to fishing boats.

Historically, MEC has used revenue from fuel sales to fishing boats to subsidize the cost of power, but it has been forced this year to limit fuel sales to ships to conserve fuel for power plant operations. Zackhras said to break even on power costs, MEC would need to charge 24.5 cents for residential, 29.5 for business and 31.5 for government (it now charges 20.5, 25.5 and 25.5, respectively). He said a new Cabinet-approved fuel template allows MEC to adjust rates up or down depending on world market prices; two years ago when fuel prices were first skyrocketing, MEC could not immediately increase its rates and this “hurt MEC,” he said.

The goal is to return to the previous fuel consignment system, where the supplier is after it is sold. “Without the consignment system it totally changes the situation,” he said. “We can only bring in the fuel we can afford (to pay up front).”

Asked why the government had agreed to pay Mobil at a rate of 18 percent interest on the $5 million debt to the Guam-based company,  Zackhras said the government tried to get it reduced. “It wasn’t like we said ‘good’ and just agreed to it,” he said.

A 13-year fuel contract with Mobil ended in late 2004. Zackhras explained that by August 2005, MEC was in danger of running out of fuel, and it didn’t yet have a contract with another supplier. So it worked out a plan to buy one shipment from Mobil, for which Mobil required a letter of guarantee by the government that included the 18 percent interest rate in the event of a default. “Otherwise Mobil wouldn’t deliver fuel.”

The SK Networks contract wasn’t confirmed until January this year. When MEC couldn’t pay Mobil, company officials approached the government to work out a debt payment arrangement or go to court, he said. The government tried to negotiate the 18 percent down, with offers to Mobil of first right of refusal on a new fuel contract or lease options on MEC tanks, but “we ended up with the 18 percent interest,” he said, adding that he viewed this as a “punitive” action by Mobil. The High Court routinely sets interest payments at just nine percent.

Zackhras said general manager Billy Roberts will stay on for a temporary period of possibly three months. He also noted President Kessai Note’s request to keep Roberts on until power plant fire insurance process, fuel supply, and debt issues are resolved. “We need someone with the institutional knowledge,” he said.

