
APPENDIX C

Assessment of Coal Lease Payment

OTA examined a range of options that require payments as
section 3 disqualification from a noncomplying leaseholder. OTA

Options

a precondition for lifting the
used a standard engineering-

accounting method to calculate the after tax net present cost of each option for two model lease
tracts, an underground mine in Utah and a surface mine in the Powder River Basin of
Wyoming. The tract characteristics were chosen to be representative of a lease tracts that could
be used to sustain new mining operations in these regions. The trait characteristics are
summarized below. The options were originally selected in May 1985, based upon various
proposals that were then circulating: additional holding fees were analyzed in Fall 1985 to
include the more significant payment requirements of later proposals. The revised analysis is
included in Chapter 4.

The payment options are summarized below.

Delay Rental: A non-recoupable annual payment for the privilege of deferring development of
the property which could be avoided by relinquishing the lease or beginning production. This
payment would begin immediately and stop upon production. (These payments can be expensed
or capitalized at the payor’s option for tax purposes.)
Several variations of delay rental payments were costed out:

Option 1:
(a)
(b)

Option 2:
(a)
(b)
(c)

Option 3:
(a)
(b)

Acreage-based delay rental
$1 per acre
$5 per acre

Reserves-based delay rental, fixed rate
$0.0001 per ton on l% of reserves
$0.001 per ton on 1% of reserves
$0.0001 per ton increasing annually by $0.0001 to a cap of $0.001

Reserves-based delay rental, ad valorem rate
0.5% of value on 1% of recoverable reserves, constant Price
0.5% of value on 1% of reserves with 4% annual price increase

Minimum Royalty: A substantially uniform annual payment in the absence of mineral
production. The payment is imposed on readjustment which is assumed to occur in year 5. The
payment is recoupable. For tax purposes it can be expensed in the year paid.

Option 4: Minimum Royalty, Reserves-based, Fixed rate
(a) $.0.0001 per ton on l% of recoverable reserves
(b) $0.001 per ton on l% of recoverable reserves

Option 5: Minimum royalty, Reserves-based, ad valorem rate
(a) 0.5% of value, 1% reserves, constant price
(b) 0.5% of value, 1% reserves, 4% annual price increase

Advance Royalty: Payment begins immediately and ends on production. The payment is
nonrecoupable. For tax purposes, we assume it is capitalized and that cost depletion is used.
(We note that it is more likely that percentage depletion might be used, it is not used here as it
would not directly reflect the impact of the holding fee. )
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Option 6: Advance Royalty- Reserves based - fixed rate
(a) $0.0001 per ton on 1% of reserves
(b) $0.001 per ton on l% of reserves
(c)$0.0001 escalating annually by$0.0001 to a cap of $0.001

Option 7: Advance Royalty - Reserves based - ad valorem rate
(a) $0.5% of value on 1% of reserves, constant price
(b) $0.5% of value on 1% of reserves, 4% annual price increase

Several additional options have since been analyzed using the programs
developed for this study.

Characteristics of Tracts Used in OTA Analysis of Holding Fees

Wyoming Lease:
Powder River Basin
Surface mine
2000 acres
200 million tons of reserves
60 foot seam
8500 BTU/lb., 0.58% sulfur, 6%ash
5 million tons per year
Recovery rate 90%
Mine life 40 years
F.O.B. mine price $7.60 (contract)
Readjustment in year 5
Federal royalty 12.5%
Production begins in year 10

Utah Lease
Uinta Region
Underground Mine
2000 acres
21.6 million tons of reserves
12 foot seam
11,500 BTU/lb., 0.5% sulfur, 9% ash
500,000 tons per year
Recovery rate 50%
Mine life 40 years
F.O.B. mine price $26.00 (contract)
Readjustment in year 5
Federal royalty 8%
Production begins in year 10
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TABLE A-2

ANALYSIS OF HOLDING FEE OPTIONS

After Tax Net Present Cost to Lessee

WYOMING UTAH
Delay Rental

l(a) $1/ac
l(b) $5/ac
2(a) $0.0001/ton

on 1% reserves
2(b) $0.001/ton

on 1% reserves
2(c) escalating

$0.0001-0.001
on 1% reserves

3(a) 0.5% value
on 1% reserves
c o n s t a n t  p r i c e

3(b) 0.5% value
on 1% reserves

4% Annual increase

Minimum Royalty
4 ( a )  $ 0 . 0 0 0 1 / t o n

on 1% reserves
4 ( b )  $ 0 . 0 0 1 / t o n

on 1% reserves
5(a)  0.5% value

on 1% reserves
constant price

5(b) 0.5% value
on 1% reserves

4% Annual increase

Advance Royalty
6 ( a )  $ 0 . 0 0 0 1 / t o n

on 1% reserves
6 ( b )  $ 0 . 0 0 1 / t o n

on 1% reserves
6 ( c )  e s c a l a t i n g

$0.0001-0.001
on 1% reserves

7(a) 0.5% value
on 1% reserves
constant price

7(b)  0.5% value
on 1% reserves

4% Annual increase

Mining SubComn Draft
(a) $0.001/ton/yr
(b) $0.01/ton/yr

$7,030 $7,030
$35,100 $35,100

$632 $76

$6,320 $760

$2,140 $255

$240,000 $98,700

$276,000 $113,000

$54

$540

$20,700

$27,100

$839

$8,390

$2,704

$319,000

$381,000

$632,365
$6,323,654

$6

$60

$8,480

$11,100

$104

$1,040

$342

$135,000

$137,000

%75,883
$ 7 5 8 , 8 3 7
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Page No. 3
0 2 / 0 3 / 8 6

STATE SERIAL

co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co
co

c069942
C25079
c27432
c3721O
C078049
C19885
C088199
C086654
C033301
c033302
D052504
c36446
C25948
c07518
C07519
C079641
c813
C0127833
C0127832
c0127834
C081251
c081258
C0114093
c0112685
C0112686
c0112687
C0126477
D057166
c012765
C012894
C028875
C0125485
C030344
c12638
C12639
c1894
C7852
c030346
c7853
c037277
C059420

BLOCK OR MINE NAME

Ohio Creek No.2
Orchard Val ley
Orchard Val ley
Orchard Val ley
Roadside
Seneca 2
Seneca 2
Seneca 2 (##7)
Somerset
Somerset
Somerset
Somerset
Trapper
Trapper
Trapper
Trapper
Trapper
F r u i t a
F r u i t a
F r u i t a
Seneca 2W
Seneca 2W
Seneca 2W
Denver Basin
Denver Basin
Denver Basin
Denver Basin
Jackson Co.
Thompson Creek
Cardinal
Chapman & Riebo(d
Coal
Coal
Coal
Coal
Coal
Coal
Coal
Coal
Coal
Coal

Basin West(#28)
Basin West(#28)
Basin West(#28)
Basin West(#28)
Basin West(#28)
Basin West(#28)
Basin West(#28)
Basin West(#28)
Canyon
Canyon

DATE
ISSUED

04/01/62
03/01/78
09/01/79
05/01/84
08/01/66
06/01/79
07/01/63
07/01/63
01/07/60
07/01/64
08/19/44
05/01/84
06/01/80
06/01/58
06/01/58
10/01/62
04/01/70
07/01/81
07/01/81
07/01/81
05/01/65
05/01/65
05/01/64
12/01/67
12/01/67
12/01/67
12/01/67
06/21/51
06/01/60
02/01/56
11/01/31
01/01/65
05/01/60
01/01/65
12/01/66
12/01/66
12/01/66
05/01/60
01/01/65
10/01/62
10/01/65

DEVELOPMENT STATUS OF FEDERAL COAL LEASES

ACRES DEV. LESSEE #1
STATUS

80 AA
310 AA
854 AA

4999 AA
810 AA
125 AA

2280 AA
160 AA
625 AA

1548 AA
3470 AA

79 AA
85 AA

2566 AA
1372 AA
1352 AA

160 AA
5087 PN
4522 PN
5120 PN
2519 PN
2323 PN
1320 PN

640 R
640 R
644 R
760 R
173 R
498 R
634 UP

1675 UN
200 UN
517 UN
315 UN
800 UN
120 UN
160 UN
640 UN
717 UN

1471 UP
308 UN

Weaver, H. & O.
Colorado Westmoreland, Inc.
Colorado Westmoreland, Inc.
Colorado Westmoreland, Inc.
Powderhorn Properties Co.
Peabody Coal Co.
Peabody Coal Co.
Peabody Coal Co.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
U t a h  I n t e r n a t i o n a l ,  I n c .
General  Electr ic  Holdings,  Inc
General  Electr ic  Holdings,  Inc
General  Electr ic  Holdings,  Inc
U t a h  I n t e r n a t i o n a l ,  I n c .
Dorchester Coal Co.
Dorchester Coal Co.
Dorchester Coal Co.
Mater ia l  Service Corp.
Mater ia l  Service Corp.
Peabody Coal Co.
Peabody Coal Co.
Peabody Coal Co.
Peabody Coal Co.
Peabody Coal Co.
Monolith Portland Cement Co.
Garland Coal & Mining Co.
Frankl in  Real  Estate Co.
Riebold,  P.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
U.S.  Steel  Corp.
Mid-Continent Limestone Co.
Mid-Continent Limestone Co.

PCT NO. DATE HOW SEC. 3 SEC. 3
LESSEES ACQUIRED ACQUIRED DATE STATUS

100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1

50 2
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1
100 1

0 5 / 0 1 / 7 6  i n d
03/01/78 den
09/01/79 den
05/01/84 den
12/01/84 ind
06/01/79 den
07/01/63 den
07/01/63 den
07/01/60 den
03/15/60 den
0 3 / 0 1 / 5 6  i n d
05/01/84 den
06/01/80 den
06/01/58 den
06/01/58 den
10/01/62 den
03/01/70 den
07/01/81 den
07/01/81 den
07/01/81 den
05/01/65 den
05/01/65 den
05/01/64 den

/ / r e l
/ / r e l
/ / r e l
/ / r e l
/ / r e l
/ / r e l

0 6 / 0 1 / 7 5  i n d
06/01/74 par
07/01/65 seg
05/01/60 d e n
05/01/71 den
05/01/71 den
06/01/67 seg
11/01/68 seg
05/01/60 den
11/01/68 seg
10/01/62 den
01/01/69 den

08/04/86 YM
0 3 / 0 1 / 8 8 0 0
0 9 / 0 1 / 8 9  0 0
0 5 / 0 1 / 9 4  0 0
12/01/94 YM
06/01/89 YM
08/04/86 YM
08/04/86 YM
08/04/86 YM
08/04/86 YM
08/04/86 YM
0 5 / 0 1 / 9 4  0 0
06/01/90 YM
08/04/86 YM
08/04/86 YM
08/04/86 YM
08/04/86 YM
0 7 / 0 1 / 9 1  0 0
0 7 / 0 1 / 9 1  0 0
0 7 / 0 1 / 9 1  0 0
08/04/86 QM
08/04/86 QM
08/04/86 QM

/ / 0 0
/ / 0 0
/ / 0 0
/ / 0 0
/ / 0 0
/ / 0 0

08/04/86 NU
08/04/86 NM
08/04/86 NM
08/04/86 NM
08/04/86 NM
08/04/86 NM
08/04/86 NM
08/04/86 NM
08/04/86 NM
08/04/86 N M

08/04/86 NM
08/04/86 NM
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FIELD
STATE

SERIAL

BLOCK OR
MINE NAME

DATE ISSUED

ACRES

DEV. STATUS

LESSEE #1

PCT

NO. LESSEES

DATE
ACQUIRED

HOW
ACQUIRED

SEC. 3 DATE

KEY TO ABBREVIATIONS AND ENTRIES IN
OTA COAL LEASE DATA BASE

CONTENTS
State where lease is located

Lease serial number in DOI records

Name of Mine or Lease Block used in OTA reports

Date lease was originally issued

Acres in Lease (current as of 1982)

Development Status 1985
The-first letter is the development status of the lease or the associated
mine or lease block, the second letter is the current production status
Ratings:
AA = Approved SMCRA permit, mine is actively producing.
AI = Approved permit, past production, mine is currently idle.
AS = Approved permit, mine scheduled to begin producing under
contracts.
AN = Approved permit, no scheduled production, no contracts.
AM = Approved permit, lease reserves mined out.
PS = Pending permit, mine scheduled to produce under contract
PN = Pending permit, no scheduled production, no contracts.
UN = Undeveloped no active permit review.
UP = Undeveloped, past coal production (before SMCRA).
R = Undeveloped, relinquishment approved.
RP = Undeveloped, relinquishment pending.
RE = Relinquished in exchange for another lease.

First lessee in DOI lease records

Percent owned by Lessee #1

Number of lease owners

Date lease acquired by lessee #1 or corporate predecessor

Method of acquisition by lessee #1 or corporate predecessor
DEN = lease issued by DOI to lessee; IND = lease assigned to lessee by
unrelated entity; SEG = lease transferred by segregation of an existing
lease; PAR = partial interest in lease transferred to lessee by
assignment

Earliest section 3 deadline applicable to lease: generally 10 years after
lease acquired by lessee or corporate predecessor in arm’s-length
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transaction between unrelated parties (Corporate acquisitions do not
restart section 3 clock).

SEC. 3
STATUS Estimated section 3 Compliance Status as of section 3 date

First letter is general rating, second letter provides reason for rating.
YA = Lease likely to comply with section 3, actively producing >1%
reserves.
YS = Lease likely to comply because of scheduled production and
contracts.
YD = Lease likely to comply, reserves depleted.
YL = Lease likely to comply by LMU formation with other federal
leases.
QM = Uncertain compliance status because of market conditions,
existing regional capacity between 100 and 150% of projected demand.
QC = Uncertain compliance status because of LMU formation with
nonfederal coal and lack of contracts to sustain LMU production level
o f  2 .5%/yr .
QT = Uncertain compliance status because of lack of transportation to
move coal to customers.
NM = Lease unlikely to comply because of market conditions, existing
regional capacity exceeds 150% of projected demand.
NU = Lease unlikely to comply because of unfavorable development
potential.
00 = Lease not rated (post-FCLAA lease, insufficient information,
relinquished lease).
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