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Memorandum

To: Tommy P. Beandreau
Acting Assistant Secretary, Land and Minerals Management

Rhea Suh
Assistant Secrelary, Poficy Management and Budget

From Mary L. Kendall 7/ )%, ;‘YX’, w2 lf

Deputy Inspector General

Subject: Final Evaluation Report — Coal Management Program, U.S. Department of
the Interior
Report No. CR-EV-BLM-0001-2012

This memorandum transmits the results of our evaluation of the U.S. Department of the
Interior’s (Department) coal program. The evaluation focused on the coal lease sale process, the
coal lease inspection and enforcement program, and the venting of methane gas from coal mines.

We found weaknesses in the sale process that put the Government at risk of not receiving
full value for coal leases. In addition, deficiencies in the inspection and enforcement program
could prevent the program from ensuring that mine operators comply with laws, regulations, and
lease terms. We did not find, however, any issues with the venting of methane gas.

Our report contains I3 recommendations (0 improve the coal management program. In
response to the drafl report, the Bureau of Land Management (BLM) concurred with 12
recommendations and partially concurred with 1. The deuils of the response, however, were
sufficient for us to consider all 13 recommendations resolved. Because full implementation of
the recommendations will not be accomplished until 2014, we will refer all recommendations to
the Assistant Secretary for Policy, Management and Budget for tracking of implementation.

The legislation creating the Office of Inspector G | requires that we report to
Congress scmiannually on all reports issued, actions laken to impl our recommendati
and recommendations that have not been implemented.

We appreciate the cooperation and assi of the BLM staff during our review. Il you
have any questions about this report, please contact me at 202-208-5745.

Office of Inspector General | Washington, DC
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Results in Brief

The Burcau of Land Management (BLM) in the U.S. Department of the Interior
(Department) oversees coal mining activities on Federal (public) and Indian lands.
The Department coilects more than $1 billion in bonus and royalty revenues from
coal mining companies each year, a figure that has been steadily rising. In fiscal
year 2012, bonuses and royalties exceeded $2 .4 billion, the highest amount
recorded in the last decade. The program also meets the coal industry's continuing
demand for additional leases, and helps satisfy the Nation's energy needs.

Coal-buming power plants generate about half of the Nation's electrical power.
About 40 percent of the Nation’s coal comes from public lands. As a result, coal
mining on public lands is 2 significant source of revenue to the U.S. Govemment,
and significantly contributes to the Nation's power supply.

We focused on the program’s goal of obtaining a fair return for coal on public
lands, its mine inspection and enforcement activities, and venting of methane gas
from mines. We found weaknesses in the current coal sale process that could put
the Government at risk of not receiving the full, fair market value for the leases.
For instance, we identified lost bonus revenues of $2 million in recent lease sales
and $60 million in potentially undervalued lease modifications. In addition, flaws
n the inspection and enforcement program could prevent BLM personnel from
detecting noncompliance with laws, regulations, and lease terms. We did not find
evidence that mines improperly vented methane gas.

We make 13 recommendations 1o enhance BLMs coal sales and inspections.
Since even a 1-cent-per-ton undervaluation in the fair market value calculation for
a sale can result in millions of dollars in lost revenues, correcting the identified
weaknesses could produce significant returns to the Governinent.



Introduction

Objective
Our objective was to assess the U.S. Department of the Interior's (Department)
eflectiveness in managing its coal program, Our focus was to—

® determine if the Department’s coal leasing process obtains a fair return for
the public's coal,

o assess the effectiveness of the Department’s coal lease inspection and
enforcement program; and

o assess whether the Department is sufficiently addressing financial
concerns about venting methane gas from coal mines

Appendix | contains the details of the scope and methodology for this report.

Background

Coal management is a high-dollar program for the Department (sce Figure 1). In
fiscal year (FY) 2012, the Department collected $876 million in royalties (the
amount paid by companies for producing the coal) and over $1.5 billion in
bonuses (the amount paid by companies to obtain a lcase} from six sales. The
Bureau of Land Management’s (BLM) budget for coal management is about
$9.5 million. The program has 76 full-time employees.

Coal Revenues ($ in millions)
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Figure |. Coal revenues from FYs 2010 through 2012.

Coal is one of the Nation's primary sources of energy. The Nation uses coal to
generate about half of its electrical power. More than 90 percent of coal mined in
the Nation is for generating electricity. Other sources of electrical energy include
natural gas, nuclear, wind, solar, gevthermal, and hydroelectric plants.

Multiple bureaus within the Department have roles in the coal management
program, including the Office of Natural Resources Revenue (ONRR), Office of
Surface Mining Reclamation and Enforcement, U.S. Geological Survey, and
Bureau of Indian Affairs. BLM, however, is responsible for most of the daily

B 1t and regulatory oversight of the public and Indian coal resources,

including exploration, lease administration, and production verification; and was
the focus of this evaluation.

Coal from lands controlled by the Department comprises about 40 percent of the
Nation's total coal production. The Department manages 3 14 leases—306 leases
on public lands and 8 leases on Indian lands. Ten States produce public and
Indian coal: Alabama, Arizona, Colorado, Kentucky, Montana, New Mexico,
North Dakota, Oklahoma, Utah, and Wyoming. Three tribes lease their coal
reserves: the Navajo Nation in Arizona, the Hopi Tribe in Arizona, and the Crow
Tribe in Montana. The combined tribal production is about S percent of the
Department’s total.

In FY 2011, mining operations on public and Indian lands produced 473 million
tons of coal, which was mostly shipped 10 power plants across the Nation (see
Figure 2). The largest coal producing State is Wyoming. In FY 2011, Wyoming
accounted for 83 percent of the Department’s total coal production and 86 percent
of its coal revenucs,
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Figure 2. Load-out facility in Utah where coal from several mines is gathered and shipped to
end users such as power plants. Source: Office of Inspector General.

Seventy-one coinpanies operatc about 80 mines (surface and underground) on
public and Indian Jands, mostly in the Western United States, Four companics




(Alpha Natural Resources, Arch Coal Inc., Cloud Peak Energy inc., and Peabody
Energy) account for over 90 percent of the Depariment’s sales volume.

In general, the process for a coal lease sale begins with a company applying for
and receiving a license to explore an area for possible coal production. If the
exploration has been successful, the company submits a ““lease by application™
request to BLM to initiate planning for the sale. The lease by application cantains
a variety of information such as the geographic coordinates and size of the
proposed lease, expected production volumes, quality of the coal, and a mine plan
detailing such information as the coal extraction methods, disposition and use of
the coal, and the reclamation plan for restoring the land. BLM reviews the
application and may recommend changes such as altering the acreage and
adjusting the location of the lease. BLM also computes the fair market value
(FMV) for the lease, which is kept secret, and publicly announces the sale. At
various times in the process, BLM invites the public te comment.

Eventually, the applicable BLM State Office arranges and convenes the lease sale,
using a competitive sealed bid procedure. BLM then awards the lease to the
highest qualificd company whose hid meets or exceeds the FMV. The awarded
company must pay the first mstallment of the bonus, with the remainder paid over
the next 4 years. During the life of a lease, BLM monitors and inspects the mme
to cnsure compliance with the lease’s terms as well as the mine’s plan.

A number of laws, rules, policics, and procedures govern leasing and managing
coal on public lands, including the following:

* The Mineral Leasing Act (MLA) of 1920 (30 U.S.C. § 181, et seq.) and
the Mineral Leasing Act for Acquired Lands of 1947 (30 U.S.C. § 351, et
5¢q.) grant BLM the responsibility to lease mineral resources on public
lands.

® The Federal Coal Leasing Amendments Act of 1976 (Pub. L. No. 94-377)
amended the MLA to require a royalty rate of not less than 12.5 percent of
the sale valuc of coal for surface mines, but allowed a lower rate for
underground mines, The Department has set the royalty rate for
underground mines at $ percent. In addition, the MLA generally requires
BLM's coal leases to be competitive lease sales and requires the Federal
Government to receive the FMV for coal leases. The MLA does not define
the FMV, but BLM fellows a standard real estate definition.' i
for the coal leasing program are in the Code of Federal Regulations (43
C F.R. §§ 3000, 3400-3480).

*  The handbook titled “H-3070-1- Economic Evaluation of Coal Properties™
contains BLM’s policies for estimating FMV for coal lease sales.

' The “Uniform Appraisal Standards for Federal Land Acquisitions,” published in 1992, defings FMV a3 “the
m-ﬁ.ummmw»ﬁ.hﬁxﬁndwummﬂh
uldby-lmlchnblommllm.hnnﬂ igated 10 sell to a knowledgeable p whe desired

but is not obligated 1o buy.

The handbook titled “H-3486-1- Inspection and Enfi ® i
BLM’s inspection policies for cnsuring that coal operators comply with
lease terms and conditions, approved mine plans, and leasing regulations.
The Energy Policy Act of 2005 (Pub. L. No. 109-58) increased the amount
of land that can be added to an existing iease, through lease modification,
from 160 acres to 960 acres.



Findings

We found several areas for BLM to improve the coal leasing process and
strengthen the inspection and enforcement program. We did not find, however,
financial-related issucs with venting methane gas from mines. Underground mines
must dispose of this hazardous gas for safety reasons.

Correcting the deficiencies identified in this report will be a challenge because the
BLM Washington Office does not have direct lines of authority for the coal
program. Specifically, although the Washington Office manages the coal
program, it docs not directly control the program in the many State and field
offices that oversee coal leases. Without strong, centralized management, State
and field office personnel may interpret official standards, processes, and
procedures inconsistently.

Coal Leasing

BLM has a responsibility to obtain a fair return for coal on public lands. We
found weaknesses 1n the current sale process that could put the Government at
risk of not receiving the full value for the leases. For instance, we identified lost
bonuses of $2 million from recent lease sales and $60 million in potentially
undervalued lease modifications (seec Appendix 2).

Valuation

A cntical aspect of a competitive coal lease sale is determining the value of the
property. BLM estimates FMV prior to each sale and by statute cannot accept a
bid that is Jess than this amount. The FMV determination is based on the
Government’s assessment of projected income to the coal mining company and an
analysis of comparable, prior lease sales as well as ecanomic, geologic, and
enginesring variables unique to each proposed mining operation. These variables
include the price of coal; current and future demand for coal; market conditions;
shipping costs: proximity of the mine to available transportation and the end
market; quality of the coal. which includes energy content and impuritics such as
ash and sulfur; depth of coal scams; equipment and labor required to operate the
mine; and whether the coal will be extracted by surface or underground mining
methods,

FMY Detemination

BLM does not use the Departinent’s Office of Valuation Services (OVS) to
prepare the FMV appraisals. Instead, BLM has continued to prepare the appraisals
using its own appraisers, which does not comply with Secretarial Order No. 3300,
issued in May 2010. The order intended to foster independence by taking
responsibility for the valuation proeess from the burcaus and placing it with OVS.
The order was converted in June 2011 into Part 112, Chapter 33 in the
Departmental Manual. The Deparimental Manual notes: “The mission of the
Office of Valuation Services is to provide independent real property valuation

services.” As the following discussion in this report shows, we believe BLM's
coal lcasc sales would be greatly enhanced if OVS assumed the appraisal
function.

Mineral valuation expertise is essential for setting the FMV. In that regard, OVS
is responsible for serving as the Department’s authority on valuation for all
minerals extracted from public lands. Mineral valuation is a complex and unique
field of appraisul, requiring special training to be properly qualified. In contrast,
real estate appraisers primarily deal with a land's surface. For the Diepartment’s
coal regions, which contain vast quantities of coal worth hundreds of millions of
dollars, an accurate valuation of the mineral is essential for ensuring the
Government receives the proper amount for cach lease.

To illustrate the significance of computing an accurate FMV, the average sale
price was $320 million in seven coal lease sales conducted in Wyoming's Powder
River Basin since 2011. Given the magnitude of these sales, even a 1-cent-per-ton
undervaluation in the FMV calculation could result in 2 $3 million revenue loss.

Comparable sales arc 2 key component of determining the FMV. In two recent
sales in one State, however, BLM developed its comparable sales analyses using a
lower bid amount instcad of the higher, actual sale price. Although these sales
may not have resulted in lost revenue, the risk of accepting a lower bid is
increased with an inappropriately low FMV.

Although OVS must determine the FMV according to the Departmental Manual,
BLM would retain a major role in coal lease sales. Specifically, BLM would
continue to develop the critical data components, such as the gealogic,
engineering, and aspects of the economic analyses, leading up to a sale. Further,
BLM would still canduct the jcase sales,

Exports

BLM does nat fully account for export potential in develaping the FMVs. The
export of public coal has been growing in recent years (see Figure 3 next page).
especially to Asian markets. The U.S. Energy Information Administration
reported 125 million tons of coal exports for calendar year 2012, over twice the
export levels of 2007. Likewise, the price of exported coal has more thun doubled
from 2007 through 2011. Coal companics are reported to be exploring the
cxpansion of ports in the Norihwest United States to enable coal to be shipped
overseas. Accordingly. BLM should reflect the export potential in its FMV
caleulations to cnsure the Government receives proper value for Iease sales. Based
upon our analysis of appraisals, however, il appears that several state offices
overlook the export potential, thus possibly undervaluing the public's coal. In
contrast, the Utah State Office used a contractor to help develop the FMV for a
sale and did consider the export value.
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Figure 3. Coal export volumes and prices from calendar years 2007 through 2011
{Shart ton equals 2,000 pounds. Source: US. Energy Information Administration,

Competition

The FMV determination is critical in coal leasing because a competitive market
generally does not exist for coal leases, therefore, the FMV serves as a substitute
for competition. For example, we found that over 80 percent of the sales for coal
leases in the Powder River Basin received only one bid in the past 20 years. No
coal lease has had more than two bidders on a sale. Further, with mergers and
consolidations during this period, the number of operating mines and companies
has been declining even though coal production has increased (see Figure 4 next
page). This lack of competition also applies to the coal producing regions in other
States. Since FY 2002, BLM has held 47 successful coal iease sales nationwide,
averaging about 4 per year, with as many as 9 and as little as 1 in a single year.
The Powder River Basin has been the most active region for leasing. with 18 sales
during this period.

Powder River Basin
Federal Coal Production

395 haid

1990 1995 2000 2005 2010 012
Estimated
& Million Short Tons

Figure 4. The volume of coal mined from Wyoming's Powder River Basin since 1990 has
grown about 150 percent. while the ber of mining comp has declined from 12 to 7.
Source: BLM.

In our “Notice of Potential Findings and Recommendations™ (NPFR) issued
during our review, we recommended BLM have its methodology for coal lease
valuation and the FMV determination peer reviewed independently, such as by
the Office of Minerals Evaluation, a division under OVS that handles minerals
evaluation matters. BLM responded that it would ask the Office of Minerals
Evaluation to review, for possible revision, the Burcau’s handbook, “H-3070-1-
Economic Evaluation of Coal Properties,” which contains its existing policies and
procedures for coal property valuation.

Also, in response to our NPFR's recommendation to “achieve consistency in
administering coal sales by assigning this function to one State Office or to a
central group of specialists,” BLM wrote that it will train new or existing coal
specialists by establishing “mentoring or peer groups.” BLM also said it would
use external consultants when appropriate.



Recommendations

I. BLM shoold work with OVS when establishing FMV policies and
methods, and when identifying FMV for coal leases.

2. BLM and OVS should take action to fully account for export potential
in developing coal FMVs.

3. BLM should ensure a consistent and efficient coal lease sale process by
designing a system that prevents individual BLM State Office discretion.

Bid Acceptance

To protect the public’s interest in obtaining a fair retum for coal sales, BLM
computes the FMV and is required by the MLA to reject bids that fail to meet or
exceed the calculated FMV. The process for accepting the winning bid at a lease
sale is not consistent among BLM state offices. For example, two state offices
nommally reject a bid that does not meet or exceed the FMV. In such cases, BLM
holds a new sale or “reoffer.” At least three other state offices, however, have
allowed companies 1o provide information to justify their original bid, and
approved the sale if BLM considered the information satisfactory. In four sales in
two of these States, BLM did not comply with the MLA because they accepted
bids that were below the established FMV, resulting in over $2 million in lost
revenues from the bonuses (seec Appendix 2).

We believe that any sale below the FMV should be rejected. Mining companies
could exploit this inconsistency between state offices by adjusting their bidding
strategy for state affices they perceive as lenient in enforcing the FMV.

When a bid is rejected, however. lease reoffers are inefficient because the sales
process starts over. Many administrative actions, such as reasscssing the FMV
and publishing Federal Register notices, must then be repeated. Since a company
does not know the FMV. the sales process may repeat multiple times over many
months as the coimpany adjusts its bid until BLM finally accepts it. Until then, the
company does not obtain the lease and the Federal Government does not receive
any bonus income.

To address these inefficiencies. an alterative method involving direct
negotiations immediately following an unsuccessful sale between BLM and the
bidder could provide a quicker resolution. This would likely require legislative
change to the MLA and revision of applicable regulations. This may be worth the
eftort, iowever, as about 25 percent of leasc sales in the Powder River Basin go
through the inefficient and time-consuming reoffer process.
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4. BLM should reject bids less than the established FMV in compliance
with the MLA,

5. BLM should explore options for a more efficient lease reoffer process,
such as initiating direct negotiations with the coal company, or
otherwise revising current procedures to execute a timely sale.

Internal Controls

BLM considers the FMV determinations and related files as highly confidential.
Acquiring this sensitive information could give a company an unfair competitive
advantage. Unintended disclosure would have significant ramifications
considering that a single coal lease can sell for hundreds of millions of dollars.
We found insufficient intermal coatrols over securing the FMV data.

FMV Dato Security

Some state offices do not adequately safeguard the FMV records. We found an
instance where one employee locked an appraisal in s standard file cabinet in a
cubicle that other emplovees could access. In another instance, an clectronic copy
of the appraisal was stored on an unencrypted compact disk al an employee’s
home.

Procedures for securing the FMV data arc not censistent throughout BLM's
offices, and there is no standard information security protoco). We notified BLM
of these information securily issues in our NPFR. In its response, BLM said it had
taken corrective steps to secure the FMV decumentation.

Review ond Approval of FMY Determinations

At one State Office, various persennel contribute to the specialized geologic,
cngincering, and econotnic analyses that form the basis for the FMV, but only one
person computes the actual value. This process was established decades ago to
climinate potential teaks of information to mining companies, which could then
adjust their bids. If information is now leaked, only a single individual is
accountable.

Our concemns over this process include the possibility of undetected errers in the
FMV inethodology and calculations, a higher risk of fraud, and the inability to
comiplete sales during periods of key-employee turnaver. Others involved in
making the FMV could verify the data and subsequent approval. In addition,
mining companies may be sware of the BLM employees computing the FMV,
and could aitempt 1o influence those individuals. A basic principle of internal
control includes scparation of dutics, which involves additional personnel to
alleviate the risk of undetected errors or fraud, Having additional people involved
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in the FMV appraisal process would also help ensure continuity when the lead
appraiser is unavailable.

Third-Party Access to Proprietary Information

Where the Department does not have the people to work on a coal lease sale,
using an external consultant—as was previously done by the BLM Utah State
Office—could prove useful. We caution, however, that confidential data must be
safeguarded. This would likely necessitate a nondisclosure agreement for the
consulting company, and procedures that grant information access to the
consultant only on a “need-to-know” basis. In respoose to a rec dation in
our NPFR, BLM agreed to evaluate protocols to safcguard confidential and
proprietary information when it uscs private consultants in developing appraisals.

6. BLM should strengthen its internal controls and safeguards over the
FMV records. This should include a thorough assessment of the data’s
information security protocol at all BLM state offices, the data’s
physical security, and security when allowing access to an outside

party.

Exploration Integrity

Before a lease sale takes place, a mining company explores the site for the
existence and extent of coal seams, including the energy content and quality of the
coal. The mining company is required to fumish the information to BLM, which
helps form the basis of BLM's FMV determination. BLM, however, does not
independently verify the data, relying instead on test results supplied by the
mining company. Further, an independent laboratory does not fumish exploration
data directly to BLM. This constitutes a risk in that BLM might not receive
accurate data. Although “H-3486-- Inspection and Enforcement™ handbook
recommends that BLM stafT witness exploration activities, at least one State
Office does not conduct such ficld inspections.

Our evaluation did not uncover specific indicators of data misrepresentation,
however, there are risks in current exploration-data management. Without
verification, a company could provide incarrect data to BLM, resulting in BLM's
undervaluing the FMV and unknowingly accepting a low bid. Further, a company
could usc unverificd data to justify a request for a reduced royalty rate (see the
“Royalty Rate Reduction” section below).
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7. BLM should require that all State and field offices conduct and
document inspections of exploration operations.

8. BLM should protect the integrity of exploration data by requiring coal
companies to certify the accuracy of the data under penalty of the
applicable false statement statute, and it should periodically verify data
through an independent laboratory.

Modifications

A coal company may increase the size of an existing lease by up to 960 acres
through a noncompetitive procedure, a lease modification. BLM uses a
medification primarily for mining one or more coal scams deemed less desirable,
typically due to the quality of the coal and its location. This is in contrast to the
coal from the primary seam. Modifications serve BLM’s goal of achieving
“maximum ¢conomic recovery™ of the natural resource by developing coal that
would otherwise go unmined. BLM has approved 45 lease modifications since
2000.

We found, however, that BLM might not be obtaining a fair retum for lease
modifications. Some BLM state offices did not prepare a full FMV appraisal as
required by 43 C.F.R. § 3432.2. Our sample of | | modifications for 4 state offices
disclosed inconsi ies in the supporting documentation, ofien making it
difficult to assess whether the FMV determination was properly justified. Further,
more than half of the FMVs were for $100 per acre (the lowest price allowed by
regulation) without adequate supporting doc ion for this minimal price. In
addition, as previously stated in the “Valuation™ report section, OVS is the
Department’s office that is authorized to perform appraisals.

We analyzed all 45 lease modifications since 2000 and found that BLM typically
approved a substantially lower price—averaging more than 80 percent lower—
than the price used in the regular lease sales during the same period. The
cumulative price difference indicated a potential $60 million in lost revenues (see
Appendix 2). While the reduced quality and accessibility of these coal seams
could justify a lower price, the overall lack of documentation made it difficult 1o
validate BLM's decisionmaking process.

9. BLM should work with OVS in preparing the FMV appraisals for lease
modifications. This should include establishing recordkeeping standards. ‘




Royalty Rate Reduction

If a mine becomes unprofitable because of adverse geologic conditions {for
example, difficult access to the coal seam or a decrease in coal quality) or
financial hardship, a company may formally request that BLM reduce the royalty
rate. The company submits an application, and 1f BLM cansiders the request
Jjustified, the rate may be reduced 10 as low as 2 percent of sales value. Approval
is granted on a temporary basis and may expire after a designated period, when a
specified volume of coal has been mined, or when mining operations ccase.
Similar to lease modifications, the goal of royalty rate reduction is o promote
maximum recovery of the natural resource.

A judgmental sample of six rate reduction requests for four state oflices showed
that BLM appropriately evaluated and managed royalty rate reductions.
Occasionally, however, the mining company and the state offices criticized the
review process for being too slow as final approval comes from the Bureau’s
Washington Office. In two cases, State Governors intervened in the review
pracess, thus bypassing the BLM Washingten Office. Although BLM’s policy
does allow for the State Governor’s input, the policy reserves decision authority
to BLM. We believe the process is better served when BLM maintains full control
over the application review.

In addition, when a royalty rate reduction is based on financial hardship, BLM
coal prograin officials, who are mostly trained in geology and mine engineering,
generally do not have the expertise to evaluate a company s financial statements
and other supporting documentation. In these cases, officials from ONRR, who
have accounting expertise in financial record analysis, could provide assistance.
To date, however, ONRR has not been requested (o do so.

10. BLM should process applications for royalty rate reductions timely and
request ONRR to assist when requests are based on financial hardship.

Coal Inspection and Enforcement Program
BLM has an active inspection and enforcement program in place. The program
has 27 personnel who conduct more than 2,500 inspections annually. Mines are
mspected to ensure that there is no wasted coal, that coal operations conform to
mine plans, and that the actual coal production matches a mine’s reported

jon. In addition, to verify royalty payments, inspectors ensnre that the
amount of coal shipped in a given month matches the volume of coal sold, as
reported 1o ONRR. Active mines are inspected at least quarterly, while inactive
mines are inspected annually for such reasons as unauthorized mining, physical
hazards, and environmental degradation.
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We found vulnerabilities, however, that could prevent the program from ensunng
that mining companics comply with laws, regulations, and lease terms.

Inspections

We found that the inspection and enforcement program operates without the
benefit of strong oversight from the BLM Washington Office, due in part to
BLM’s decentralized organizational structure. This leaves the individual State and
f3eld offices to administer inspections without consistent guidance. Moreover,
BLM has not implemented an effective quality assurance process, such as regular
peer or external reviews, to ensure uniformity and quality of work.

BLM developed the handbook “H-3486-1- Inspection and Enforcement” in the
1980s to guide the inspection process, but we found the following 1ssues with the
handbook:

¢ Since the handbook is sull in drafl, the inspection stafl does not follow the
policies and guideli ) ly.

* It contains outdated matenal such as references to old Code of Federal
Regulations’ citations and an obsolete database.

e It provides insufficient guidance for conducting and docum
i 10NS.

« Inspectors do not always follow the handbook. For example, one State
Office did not prepare a report of its inspection results.

{3

* The handbook allows for unced inspects but in actual practice,
these are rarcly performed. Unannounced inspections would strengthen
BLM's inspection process.

As a result, the quality of inspections is unknown. Our review of 21 inspection
reports in 6 States showed that the narratives in these reports were inconsistent
among BLM offices and inspectors. Some state offices did not have sufficient
documentation, making it difficult to determine what they had inspected. In
conirast, BLM's inspection program for oil and gas operations achieves
uniformity via structured training, updated guidance, and checklists that provide
evidence of work performed.

BLM's handbook states that all inspections should be recorded in a central
database. We found, however, that BLM presently has no effective central
database to track inspections or production verification reviews. BLM is piloting a
new system, but funding constraints have prevented its full development.

In response to our NPFR recommending that BLM establish inspection and
enforcement policies and procedures, BLM stated that in 2009 it began
developing a new inspection and enforcement manual and handbook, and a
handbook for production verification. It noted that many issues we address above
should be corrected with the addition of these guides. The target dates for issuing
the new guides are FY 2013 for the inspection and enforcement manual and FY
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2014 for the production verification handhook. In addition, BLM said it began a
pilot program in 2010 that will standardize inspection reports, but full
implementation is contingent on funding availability.

T s

I1. BLM should update its policies and procedures to ensure consistent
and effective inspections and enfercement. Documentation and
reporting standards should be included.

Enforcement

Coal inspectors do not presently have effective enforcement tools. Unlike the
wide varicty of penaitics available to oil and gas inspectors, which vary based on
the severity of the infraction, Notices of Noncompliance used by coai inspectors
do not have a financial penalty to deter noncompliance with Federal leases.
Inspectors said they prefer to work informally with mining companies to resolve
noncompliances. This may explain why only 6 i of pliance have
been reported in ®,118 inspections conducted from FYs 2009 through 2011,
Although the informal approach may have merit, this approach essentially
conceals a company’s record of noncompliance. It also complicates BLM's
assessment of its inspections’ effectiveness. In contrast. for Indian leases we
noted that & financial penalty up to $1,000 per day may be enforced as an
incentive to deter noncompliance.

In response to our NPFR, BLM stated that current statutory authority limits its
available enforcement options. BLM could, however, partner with ONRR if the
infraction concems unpaid royaltics. ONRR has a greater enforcement ability that
includes substantial monetary fines. BLM said that it will team with ONRR to
achieve the desired pliance in such i cs.

While we support this approach, a company’s noncompliance may concern non-
royalty-related violations. For example, a company may attempt to bypass lower-
quality coal, use inefficient mining techniques, or mine coal outside the lease
boundary. In these instances, ONRR would not be involved. Accordingly, BLM
still needs its own set of enforcement tools.

Recommendation

12. BLM should evaluate its enforcement policies and, where necessary,
| augment its enforcement capability.

Inspector Rotation and Training
There is no formal rotation policy for inspectors. BLM has assigned some
inspectors to the same mines for many years. One inspector said that he had

worked one mine since the 1980s. Another inspector said that rotations do not
occur until a person retires, thereby forcing a redistribution of the workload. This
could result in overfamiliarity with mine operators. It could also lead to
complacency and the potential failure 10 detect noncompliance. In response to our
NPFR, BLM stated it would consider evaluating the cost-effectiveness of
instituting a rotation policy.

In addition, BLM has no policy for cross-training inspectors. A substitute
inspector may not be as effective when standing in for the regular inspector. The

bstitute may be unfamiliar with a particular mine’s operations, or may look for
different things based upon personal experiences at other mines. Cross-training
would also allow BLM to better plan for succession. More than one-half of
BLM s solid minerals staff will be eligible for retirement by 2015.

BLM has an inspector certification initiative underway that covers all personnel
who inspect solid mineral operations, which includes coal. As is done for
inspectors in the oil and gas programn, this should enhance inspectors’
professionalism. We believe this initiative will substantially improve the quality
and consistency of inspections.

Recommendation

13. BLM should enhance the effectiveness of its inspectors by developing
and implementing a rotation policy, cross-training program, succession
plan, and finalization of the inspector certification program.

Promising Practices

During our evaluation, we noted the following practices at BLM’s offices that
could be considered at other locations. We are not making recomnmendations, but
are providing this information for BLM’s consideration:

¢ The Price Field Office in Utah meets annually with each mining company
within its jurisdiction. ONRR representatives have also recently attended
these meetings. In the mectings, the company explains its mining strategy
so the bureaus can better design their oversight and management plans.
The parties also discuss the company’s production and royalty payment
history to resolve any concemns. The Government and industry benefit
from this communication and coordination

¢ The Utah State Office developed an in-house database known as the Solid
Minerals Program Tracking System, which contains extensive details
about each mine in Utah. ONRR will eventually have access to the
database, enabling both BLM and ONRR to use the same data. Personnel
involved in this pilot program stated that this database is more useful for
Icase management than the LR 2000 database used by the rest of BLM.



We believe the new system would also be useful for managers at the Washington
Offiee as they oversee the coal management program.
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Conclusion and Recommendations

Conclusion
The Department’s coal management program generates billions of dollars in
revenue from public and Indian leases and helps meet the Nation's continuing
demand for encrgy generated from coal. As noted in this report, however, BLM
faces significant challenges in the areas of coal leasing and mine inspection and
fi Most imp tly, a stronger management emphasis from the
Washington Office is needed to bring programn consistency and guidance over the
individual State and field offices. Fortunately, most of the identified issues can be
resolved with little or no additional funding or personnel. By implementing our
recommendations, BLM can enhance its coal management program significantly.

Throughout our review, we were impressed with the commitment and
professionalism of the Department’s employees who work in the coal program.
BLM’s people, in particular, carry out many complicated tasks, sometimes using
innovative ideas. Ongoing activities such as the new mine tracking database and
the inspector certification initiative bode well as the program heads into the
future.

Recommendations Summary
1. BLM should work with OVS when establishing FMV policies and
methods, and when identifying FMV for coal leases.

BLM's Response: BLM concurred with the recommendation, stating that
it will cvaluate all existing coal program guidance and update them if
necessary. BLM will also work with OVS to explore options for obtaining
OVS’ input mto coal lease sales, and potential revision to existing BLM
guidance.

Office of Inspector General’s (O1G) Reply: We consider this
recommendation resolved, but not implemented. The recommendation will

be referred to the Assistant Sccretary for Policy, Management and Budget
for tracking its implementation.

2. BLM and OVS should take action to fully account for export potential in
developing coal FMVs,

BLM's Response: BLM concurred with the recommendation, stating that
it will evaluate and consult with OVS whether existing valuation guidance
should be updated to properly account for export potential.

OIG’s Reply: We consider this rccommendation resolved. but not
implemented. The recommendation will be referred to the Assistant




Secretary for Policy, Management and Budget for tracking its
implementation.

. BLM should cnsure a consistent and efficient coal lease sale process by
designing a system that prevents individual BLM State Office discretion.

BLM's Response: BLM concurred with the recommendation, stating that
it will issue supplemental coal lease sale guidance reiterating
requirements, and will provide additional Washington Office oversight
through new internal control reviews.

OIG’s Reply: We consider this recommendation resolved, but not
implemented. The recommendation will be referred to the Assistant
Seeretary for Policy, Management and Budge! for tracking its
implementation,

. BLM should reject bids less than the established FMV in compliance with
the MLA.

BLM’s Response: BLM concurred with the recommendation, stating that
it will issue supplemental guidance reiterating existing requirements, and
will integrate additional Washington Office review to include a minerals
specialist as a member of the post-sale panel.

OIG's Reply: We consider this recommendation resolved, but not
implemented. The recommendation will be referred to the Assistant
Secretary for Policy, Management and Budget for tracking its
implementation.

. BLM should explore options for a more efficient lease reoffer process,
such as initiating direct negotiations with the coal company, or otherwise
revising current procedures to execute a timely sale.

BLM's Response: BLM partially concurred with the recommendation,
stating that it will evaluate options for a more efficient lease reoffer
process and cvaluate available alternatives. BLM, however, disagreed that
direct negotiations would be permitted under existing law and guidance.

O1G’s Reply: We consider this recommendation resolved, hut not
implemented. The matter concerning direct negotiations was only intended
as an cxample of a possible method for resolving lease reoffers. Therefore,
BLM’s nonacceptance of direct negotiations does not prevent us from
considering the response as a concurrence, The recommendation will be
referred 1o the Assistant Secretary for Policy, Management and Budget for
tracking its implementation.
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6. BLM should strengthen its intemal controls and safeguards over the FMV
records. This should include a thorough assessment of the data’s
information security protocol at all BLM state offices. the data’s physical
sccurity, and security when allowing access to an outside party.

BLM's Response: BLM concurred with the recommendation, stating that
it will issue supplemental guidance reiterating existing intemal controls
and safeguards for FMV records, BLM will also conduct intemal control
revicws cvery 2 years,

OIG’s Reply: We consider this reccommendation resolved, but not
implemented. The recommendation will be referred to the Assistant
Secretary for Policy, Management and Budget for tracking its
implementation.

7. BLM should require that all State and field offices conduct and document
inspections of exploration operations.

BLM’s Response: BLM concurred with the recommendation, stating that
it will issue supplemental guidance emphasizing the need to oversee
exploration activity. BLM will also stress the importance of exploration
inspections in its inspection and enforcement handbook and mine

2 jning,

OIG’s Reply: We consider this recommendation resolved, but not
implemented. The recommendation will be referred to the Assistant
Secretary for Policy, Management and Budget for tracking its
implementation.

8. BLM should protect the integrity of exploration data by requiring coal
companies to certify the accuracy of the data under penalty of the
applicable false statement statute, and it should periodically verify data
through an independent laboratary.

BLM’s Response: BLM concurred with the recommendation, stating that
it will work with the Office of the Solicitor to develop an exploration
authorization form and (o determine allowable penalties when operators
provide misleading exploration data. BLM will also consider having an
independent laboratory certify exploration data. BLM suggested that such
certification might be implemented through existing cost recovery
regulations.

OIG’s Reply: We consider this recommendation resolved, but not
implemented. The recommendation will be referred to the Assistant

Secretary for Policy, Management and Budget for tracking its
implementation.
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9.

BLM should work with OVS in prepaning the FMV appraisals for lease
modifications. This should include establishing recordkeeping standards.

BLM'’s Response: BLM concurred with the recommendation, stating that
it will work with OVS to explore options for obtaining OVS’ input into
appraisals for select coal lease modifications. BLM will also cvaluate its
recordkeeping standards and guidance for modifications, and make
changes as necessary.

OIG’s Reply: We consider this recommendation resolved, but not
implemented, as Jong as BLM works with OVS for all lease modifications,
not just “select” modifications. The recommendation will be referred to
the Assistant Secretary for Policy, Management and Budget for tracking
its implementation.

10. BLM should process applications for royalty rate reductions timely and
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request ONRR to assist when requests arc based on financial hardship.

BLM’s Response: BLM concurred with the recommendation, stating that
it is developing supplemental guidance for royaity rate reductions and that
ONRR may be able to provide assistance for financial hardship cascs.

OIG’s Reply: We consider this recommendation resolved. but not
implemented. The recommendation will be referred to the Assistant
Secretary for Policy, Management and Budget for tracking its
implementation.

. BLM should update its policies and procedures o ensure consistent and

cfTective inspections and enforcement. Documentation and reporting
standards should be included.

I!LM‘: Respnsc. BLM -:oncumd with the recommendation, stating that

1g 3 new lin FY 2013 covening inspection,
enfotcﬂnem, and prodnmmn verification; an inspection and enforcement
handbook in FY 2013; and a new production verification handbook in FY
2014.

OIG’s Reply: We consider this recammendation resolved. bul not
implemented. The recomntmendation will be referred to the Assistant
Secretary for Policy, Management and Budget for tracking its
implementation.

BLM should evaluate its enforeement policics and, where necessary,
augment its enforcement capability.
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BLM'’s Response: BLM concurred with the reccommendation, stating that
it will review its license and lease forms to ensure appropriate
enforcement authorities are included, and issue supplemental guidance
memoranda. Further, BLM will coordinate with the Office of the Solicitor
to identify other potential enforcement authorities.

0IG’s Reply: We consider this recommendation resolved, but not
implemented. The recommendation wili be referved to the Assistant
Secretary for Policy, Management and Budget for tracking its
implementation.

13. BLM should enhance the effectiveness of its inspectors by developing and
implementing a rotation policy, cross-training program, succession plan,
and finalization of the inspector certification program.

BLM’s Resp BLM d with the rec dation, stating that
it will evaluate policies and budget implications for the feasibility of
rotating mine inspectors. Also, the inspector certification program was
finalized in the second quarter of FY 2013, and this included cross-

training of mspectors.

01G’s Reply: We consider this recommendation resolved, but not
implemented. The recommendation will be referred to the Assistant
Sccretary for Policy, Management and Budgcet for tracking its
implementation. Conceming cross-training of inspectors, please scc our
additional comments in the next section.

OIG’s Analysis of General and Technical Comments

BLM’s response to the drafl report contained comments and requests for
clarification, which arc addressed below.

The response provided additional general information about burcau
responsibilities, coal leasing, lease modifications, OVS assistance, coal exports,
royalty rate reductions, inspection, enforcement, and production verification. We
did not include this information in the draft report for of brevity, b

it was not needed to describe the identified weakness, or because it was outside
the scope of our evaluation. The report is not intended to explain all functions of
the coal program, nor is it a compilation of coal program facts. Instead, the report
discloses the results of our evaluation, which focused on a defined objective and
scope. Nevertheless, we considered BLM's comments and revised the report
where deemed helpful to the reader.

Bid Acceptance

BLM requested more detail on the $2 million in lost bonus revenues. We
intentionally lefl this information out of the drafl and final reports to avoid
compromising BLM's FMV methodology. During the evaluation, we agreed to
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protect the confidentiality of the valuation process. As a result, valuation data
relating to specific sales have been excluded from the report. We have since
provided this infonmation to BLM.

Modifications

BLM stated that OIG used a flawed methodology to compute lost revenues,
explaining that coal in the modification area would likely have less value than the
coal scams in the original sale. We recognize that the lost revenue cannot be
computed with precision, and that the issue of lease modification is complex.
Modifications are granted noncompetitively, and are therefore not the optimal
method to establish value. As we note in the report: “While the reduced quality
and accessibility of these coal seams could justify a lower price, the overall Jack
of documentation made it difficult to validate BLM’s decisionmaking process.”
Morcover, this condition prevents us from identifying a specific value on which to
base a more precise estimate of potential revenue shortfalls. Therefore, we believe
it reasonable to simply calculate the gap between the original bid prices and the
prices assceiated with each approved modification, This illustrates the range that
BLM exercised its discretionary pricing authority without adequately
documenting tts valuation decisions.

FMV Determination

BLM disagreed with the report’s assertion that the Bureau did not comply with
Secretarial Order No. 3300 and the applicable Departmental Manval's section.
BLM stated that OVS may provide vahuation services only upon request, but
BLM acknowledged some uncertainty about this matter. We believe, however,
that the Secretarial Order and Departmental Manual clearly transferred real estate
valuation responsibilities from the burcaus to OVS. This position was reinforced
during discussions with the Otfice of the Solicitor. We therefore maintain our
position that BLM should work with OVS concerning FMV valuations.

BLM stated that the report may give a “misleading impression” about the
significance of exported Federal coal, as no more than 1.6 percent of coal from
Wyoming's Powder River Basin is exported. BLM added, however, that it will
work with OVS to determine whether improvements in the FMV methodology are
needed 1o account for the export potential. We believe that FMV determinations
need to fully account for current and fiture export potential even if export
volumes are relatively low at the present time. A coal mine is a long-term,
commercial project, and operations may extend over decades. Exports from the
Powder River Basin are expected 10 increase substantially in the coming years.
Accordingly, all coal lease sales should fully recognize this factor in the valvation
of the commodity.

Enforcement
BLM agreed to evaluate its enforcement policies and augment them if necessary.
BLM also provided several examples of non-royalty-related violations where it
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maintains that existing enforcement tools are sufficient. Most of the examples,
however, show that BLM may only recover lost revenues after noncompliance has
been discovered. In our opinion, assessing a penalty after the fact is mefficient.
Deterrence is a better option. We believe that BLM needs additional enforcement
twols backed by penalties that actually deter noncompliance.

Inspection Rotation and Training

BLM stated that its inspector certification program sufficiently provides cross-
training of mine inspectors through a mentoring process. We believe this is a good
start, but does not fully address the needs of the inspection program. A more
complete cross-training program would have the inspectors stationed at a field,
district, or State office to learn the unique operations of each mine. This would
enable all inspectors to inspect any mine, ensuring continuity of operations.
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Appendix |: Scope and Methodology

Scope

Our evaluation covered the U.S. Department of the Interior's (Department) coal
leasing activities on public and Indian lands, specifically relating to the lease sale
process, minc inspection and enforcement program, and venting of methane gas
from coal seams.

Methodology

We conducted this review from December 2011 through September 2012. We
reviewed laws, regulations, policies, and procedures related to the coal
management program; examined prior reviews; analyzed program data;
interviewed many Department and burcau officials having coal program
responsibilities; interviewed State Government officials and other organizations
knowledgeable about the Depaniment’s coal program; cvaluated program
processes relating to coal exploration, leasing, and inspections; examined internal
controls; obtained input from the coal industry, evaluated inspector training;
reviewed coal leasing practices used by selected international governments; and
observed conditions at a surface mine, an underground mine, coal gathering
facilitics, and a power plant.

We visited or contacted the—

e BLM Washington Office, Washington, DC;

e BLM State Offices in Anzona, Colorado, Montana, New Mexico, Utah,
and Wyoming;

« BLM district and field offices in Craig, CO; Farmington, NM; Price, UT;
and Casper, WY

« Office of Natura! Resources Revenue, Lakewood, CO;

Office of Surface Mining Reclamation and Enforcement, Washington,

DC;

Bureau of Indian Affairs, Washington, DC;

Office of Indian Energy and Economic Development, Lakewood, CO;

Office of the Solicitor, Washington, DC;

Office of Valuation Services and the Office of Mincrals Evaluation,

Lakewood, CO, and Washington, DC:

U.S. Geological Survey, Washington, DC;

Navajo Nation, Window Rock, AZ;

State government offices of Wyoming, Cheyenne, WY,

State and Tribal Royalty Audit Commitiec;

National Mining Association, Washington, DC;

Pcabody Energy, St. Louis, MO;

Colorado School of Mines, Golden, CO;

University of Colorado — Boulder; Boulder, CO;

* " e

LR I I )
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e Black Thunder Mine, WY, and the
*  coal mining region near Price, UT.

We conducted our evaluation in accordance with the Quality Standards for
Inspection and Evaluation as put forth by the Council of the Inspectors General on
Integrity and Efficiency. We belicve that the work performed provides a
reasonable basis for our conclusions and recommendations.
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Appendix 2: Schedule of Monetary
Impact

-~ L | Monetary Impact
Potential lost revenue from lease
modifications $60.000,000
Lost bonus revenues from accepting lease $2.042.675

bids lower than full market value
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Appendix 3: The Bureau of Land
Management Response to the Draft
Report

The Bureau of Land Management's response to our drafl report follows on
page 30.
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United States Department of the Interior
BUREAU OF LAND MANAGEMENT
Washington, D.C. 20240
bitp:/Awww. bim. gov

In Reply Refer To: E
1245 (320/830) MAY -6 2013

Memorandum
To: Assistant Inspector General for Audits, Inspections, and Evaluations

Through: Tommy P. Beaudreau
Acting Assistant § nerals Management

From: Neil Komnze u%hw%hw-%/
Principal Deputy Di , Bureau of Land Management

Subject: Office of the Inspector General Evaluation Drafi Report, Department of
the Interior’s Coal Management Program (Report No. CR-EV-BLM-001-
2012)

Thank you for the opportunity to review and comment on the Office of Inspector General (O1G}
draft report, “Departinent of the Interior’s Coal Management Program™ (Report No. CR-EV-
BLM-001-2012). The Department of the Interior (DOI) appreciates the continued interest of the
OIG in the administration of the Federal coal program.

There were |3 recommendations identified in the report. The Burcau of Land Management
(BLM) concurs with 12 of the recommendations, and concurs in part with one of the
recommendations. The BLM agrees with the majority of findings included in the repon;
however, a few points require additional context or clarification, which BL.M has included in the
attachments.

Attachment | provides general comments and requests clarification regarding these aspects of
the BLM’s coal management program discussed in the drafl report. Attachment 2 provides
specific responses 10 each of the recommendations, including a summary of the actions taken or
planned by the BLM, Office of Natural Resources Revenue, and the Office of Valuation Services
o implement the recommendations. Attachment 3 provides technical comments and
recommended edits to the report.

If you have any questions about this response, please contact LaVanna Stevenson, BLM Audit
Liaison Officer, at 202-912-7077, or Mitchell Leverette, BLM Chief, Division of Solid Minerals,
a1 202-912-7113,

Attachments
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Department of the Interior
General Comments and Requests for Clarification

The drafi report discusscs Federal coal leasing, export market considerations in pricing coal for
pre-sale evaluations, royalty rate reduction processing, and the inspection and enforcement of
coal mining operations. The Bureau of Land Management (BLM) is one of several agencies that
have responsibilities for Federal coal. The BLM is responsible for:

The issuance of explomation licenses for unleased Federal coal;

® The issuance of licenses to mine for Federal coal;

¢ The issuance, readjustment, modification, termination, cancellation, and/or approval of
transfers of Federal coal leascs;

e Inspection and enforcement of Federal coal leases and licenses to verify production for
royalty determination purposes: and

*  General responsibilities for the development of coal resources on Indian lands as
provided at 25 CFR 211.4, 212.4, and 225.4.

The Bureau of Indian Affairs has specific responsibilities associated with the issuance of permits,
leases or contracts on Indian lands. The Office of Surface Mining Reclamation and Enforcement
{OSM) has responsibility for preparation and submission to the Secretary a decision document
recommending approval, disapproval or conditional approval of the mining plan on Federal and
Indian leases and oversees the State regulatory program that issue coal mining permits. The
mumwmwm also monitors coal mining operations for

surface reclamation compliance and has direct regulatory authority for mining permits on Indian
leases. The Office of Natwral Resources Revenue (ONRR) is responsible for collecting the
revenue from Federal and Indian lcascs, determining whether the value reported by the lessec is a
fair representation of mineral value for determination of royalty obligations, and disbursing
minerai revenues to the American Indian Tribes and allottees, states, Federal agencies, and the
United States Treasury.

Over the past year, the BLM has been working to provide more effective guidance and oversight
to help strengthen the coal program. The BLM recently developed new training programs for
BLM coal specialists, and is in (he final stages of updating several handbooks and manuals that
will aid specialists in performing their duties. Additionally, the BLM has completed phase one
of a pilot project to develop an inspection tracking system that would be used across all states to
monitor and consistently document all coal inspections.

The report highlights some of the same concerns that the BLM has been working to address. The
BLM’s on-going efforts, combined with addressing the recommendations in the draft report, will
help to improve the agency’s management of the coal program. To help resolve several of the
recommendations, the BLM will develop a taskforce thet will include representatives from the
Office of Valuation Services (OVS) and ONRR.

Attachment 1
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While BLM agrees with the majority of findings and conclusions in the report, there are some
cases where the BLL.M belicves that additional information is necessary for clarification or
context, or where the BLM requires additional information before it can respond appropriately 1o
certain pieces of information within the drafi report. The BLM's general comments are included
below.

Leasing

BLM Handbook H-3070-1, Economic Evaluation of Coal Properties, provides the procedures for
developing the presale estimate of minimum acceptable bids based on fair market value
concepts, and post-lease-sale cvaluation of the bids. The BLM plans to provide supplemental
guidance and will make any necessary changes to the existing guidance, The supplemental
guidance will also reiterate the importance of following the guidance.

To clarify a definitional point that occurs often in the draft report, the BL.M does not directly
caleulate the fair market value (FMV) for a coal lease sale. Rather, the BLM estimates the
minimum acceptable bid for the lease using the guidance provided in Handbook H-3070-1. 1f
the highest qualified bid comes in higher than the estimated pre-sale minimum, that bid becomes,
by definition, the FMV.

The Office of Inspector General (OIG) asserts a loss of $2 million in sales revenue as the result
of acceptance of bids that were less than the BLM pre-sale estimate. The BLM would like to
address this assertion. However, the report does not provide additional details regarding how the
0IG calculated this figure.

Lease Modifications

The BLM has authority to issue a lease modification to avoid bypassing Federal coal for
unleased lands contiguous to an existing lease. Under the Mincral Leasing Act (MLA), as
amended by the Energy Policy Aet of 2005, cach lease modification must comply with three
basic requirements:;

¢ The modification serves the interests of the United States;

® There is no other competitive interest in the lands or deposits; and
The additional Jands or deposits within the lease modification cannol be developed as
part of another potential or existing independent mining operation.

The report conciudes that the BLM did not properly document the pre-sale estimate of FMV for
lease modification bonuses and estimated that there was up to $60 million in lost revenue from
potentially undervalued lcase modifications. The BLM disagrees with this estimate. The O1G’s
estimate requires the coal in the modification area to have the same value as the coal in the
original lease arca; however, coal within a lease modification will likely have a lesser
competitive value than coal in the original lease.

Attachment |
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As part of the lease by application (LBA) process, the BLM does not simply accept an
applicant’s proposed tract configuration (o be issued as a lease. The BLM uses a wide variety of
information, including geologic data that delineates the location, quality, and quantity of coal
within a given area, to determine the most appropriate tract configuration that would encourage
competition and help achieve maximum economic recovery of the resource. If the coal were
indistinguishable from the coal in the original LBA, then under the BLM’s policies, the tract
boundarics would have included that coal in the Jease sale.

Office of Valuation Services (OVS) Assistance

The BLM agrees with the OIG's recommendations to work with OVS to explore potential
appraisal improvements. The BLM has had some preliminary discussion with OVS as to how
they might be able to assist the BLM in the pre-sale estimate determination process. We have
discussed the possibility of OVS having a role in reviewing select pre-sale estimates completed
by the BLM. The BLM disagrees with the OIG's conclusion that BLM has not been in
compliance with Secretarial Order (S0) 3300 or Part 112, Chapter 33 of the Departmental
Manual (DM). Under the SO, OVS may provide real estate (including mineral estate) valuation
services to the bureaus if it is requested by the bureau. Therefore, the O1G's interpretation of the
SO and the DM is not aceurate. The OVS, however, may be ablc to offer their skillsets at the
request of the BLM recognizing the limited resources currently available to the agency.

It is not clear to the BLM that the SO or the DM transferred responsibility for coal pre-lease-sale
FMV determinations to the OVS. The main role of OVS is to appraise real ¢state for purposes
of property purchase, sale or exchange, not for purposes of issuing a lease to be used as part of a
commercial endcavor. At its inception, the staff of OVS included real estate appraisers that had
formerly worked for a number of Interior agencies. However, engineers, geologists and other
staff who are necessary to perform pre-lease-sale tract evaluation were not transferred at that
time.

Expeorts

The BL.M agrees with the importance of idering the possibility of future coal exports in
developing presale estimates. However, little Federal coal is currently exported. According (0
the Energy Information Administration, no mote than 1.6 percent of Powder River Basin coal is
exported. However, and the general discussion of exports in the text of the report, as well as
Figure 3. may create the misleading impression that the opposite is the case. The BLM’s
Handbook 3070-1 provides some dircction as far as considering the potential for exports when
making the pre-sale FMV determination, if such information is available. However, the BLM, in
coordination with OVS, will evaiuate whether improvements can be made to the methods and
procedures the BLM currently uses to establish the pre-sale FMV estimate so as to better account
for coal export potential. The BLM intends to monitor changes in the export market in the future
years that may result from changes in the North American market for natural gas.
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Royalty Rate Reduction (RRR)

The BLM acknowledges the RRR issues raised by the OIG. Based on an intemal review of the
RRR process, the BLM has begun developing guidance to help make the process for reviewing
RRR applications more timely. Howcver, there arc a few misconceptions included in this draft
report:

* The Sate Governor cannot approve an RRR. Additional information is needed from OIG
on this subject.

¢ The report meorreetly states that the temporary RRR ends on a designated date or when a
specified volume has been mined. The RRR ends when the conditions no longer exist
upon which the RRR was approved, regardless of the time or the tonnage allowed for the
RRR in the decision letter, or any exploration data submifted in the application request.

Inspections, Enforcement, and Production Verification

The OIG is correct in stating that the BLM is working diligently to improve its inspection,
enforcement, and production verification capabilitics. With the eooperation of the Utah State
Office and Wyoming State Office, the BLM has initiated a pilot program to develop an
automated system to standardize and monitor reporting of leasc inspection, enforcement, and
production verification actions. The first phase of the pilot, known as the Mincral Tracking
System, has been . However, further development and deployment of this pilot has
been delayed due to budget constraints.

The BLM Washington Office has also recently established a national mine inspector certification
policy that establishes minimum education and experience levels and requires:

o Initial safety training consistent with Mine Safety and Health Administration (MSHA)
requircments for new miners;
. Smnﬁﬂoornphuonofmmﬂmhmngmuonmspecmms.pmdwoon
verification, and evaluating exploration and mining plans;
Annual safety refresher training consistent with MSHA requirements: and
Continued professional development training.
The BLM is finalizing new manual sections and handbooks for inspections, enforcement, and
production verification to update to current policy and procedures.
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U.S. Department of the Interior
Response to the Recommendations included in the Office of the Inspector General Draft
Report Evaluation of U.S, Department of Interior’s Coal Management Program
(Assignment No. CR-EV-BLM-001-2012)

Recommendation 1: BLM should work with OVS when establishing FMV policies and
methods, and when identifying FMV for coal leases.

Response: The BLM concurs with this recommendation. The BLM will evaluate all of the
existing coal program guidance and, if necessary, update guidance to bring it into conformance
with curreat regulations and practices. The BLM will work with OVS to explore options for
obtaining OVS input into coal lease sale analyses and potential revisions 1o existing BLM
guidance,

Target Date: August 31, 2014,
Responsible Official: Michsel D. Nedd, Assistant Director, Minerals and Realty Management

Recommendation 2: BLM and OVS should take action to fully account for export potential in
developing coal FMVs.

Response: The BLM concurs with this recommendation. The BLM will evaluate, in

consultation with OVS, whether the methods and procedures provided in existing valuation
guidance—such as the appropriate use of the comparable salcs approach versus the income
approach—properly account for export potential, and will implement any necessary changes.

Target Date: August 31,2014
Responsible Official: Michael D, Nedd, Assistant Director, Minerals and Realty Management

Recommendation 3: BLM should ensure a consistent and efficient coal lease sale process by
designing a system that prevents individual BLM State office discretion.

Response: The BLM concurs with this recommendation. The BLM will issue supplemental
coal lease sale guidance reiterating the sale process requirements and will provide additional
Washington Office (WO) oversight through the initiation of new intemnal control reviews every 2
years.
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Target Date: December 31, 2014, for completion of the first control review
Responsible Official: Michael D. Nedd, Assistant Director, Minerals and Realty Management
e

Recommendation 4: BLM should reject bids less than the established FMV in compliance with
MLA.

Response: The BLM concurs with this recommendation. The BLM will issuc supplemental
guidance reiterating the existing coal lease sale guidance requirement as outlined in H-3070-1
Economic Evaluation of Coal Properties. The BLM will also integrate an additional WO review
of FMV estimates and will ensure that in most cases a WO minerals specialist is a member of the
post-sale panel.

Target Date: May 31, 2014,
Responsible Official: Michael D. Nedd, Assistant Director, Minerals and Realty Management

Recommendation 5: BLM should explore options for a more efficient lease reoffer process,
such as initiating direct negotiations with the coal company, or otherwise revising current
procedures fo execute a timely sale.

Response: The BLM partially concurs with this recommendation. The BLM will evaluate other
options for a more efficient lease reoffer process and evaluate all alternatives that are within
current statutory authorities. The BLM does not agree, however, that direct negotiations are
potentially lead to inconsistencies between States.

Target Date: December 31, 2014
Responsible Oficial: Michael D, Nedd, Assistant Director, Minerals and Realty Management

Recommendation 6: BLM should strengthen its internal controls and safeguards over the FMV
records. This should include a thorcugh assessment of the data’s information security prolocol at
all BLM State offices, the data’s physical security, and sccurity when allowing access 1o an
outside party.

Response: The BLM concurs with this recommendation. The BLM will issue supplemental
guidance that reiterates existing internal controls and safeguards required for pre-sale estimated
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FMYV records. Additionally, the BLM will complete internal control reviews on this issue every
2 years to monitor for compliance and will issue supplemental guidance if necessary.

Target Date: December 31, 2014, for completion of the first internal control review
Responsible Official: Michael D. Nedd, Assistant Director, Minerals and Realty Management

Recommendation 7: BLM should require that all State and field offices conduct and document
inspections of exploration operations.

Response: The BLM concurs with this reccommendation. The BLM will issue supplemental
inspection and enforcement guidance to emphasize the need to oversee exploration activity.
Additionally, the BLM will edit the draft Inspection and Enforcement (I&E) handbook, and

augment the new Mine [nspector training courses, to emphasize the importance of inspecting
exploration operations.

Target Date: May 31, 2014. The recommendation will be closed when the supplemental
guidance is issued, the handbook edits are finalized, and the training course is vpdated.

Responsible Official: Michacl 1. Nedd, Assistant Director, Minerals and Realty Management

Recommendation 8: BLM should protect the integrity of exploration data by requiring coal
companies to certify the accuracy of the data under penalty of the applicable false statement
statute, and it should periodically verify data through an independent laboratory.

Response: The BLM concurs with this recommendation. The BLM will work with the
Solicitor’s Office to explore the potential development of an exploration authorization form, and
determine the allowable penaltics if operators provide misleading exploration data.

The BLM will also explore the potential for independentiy certifying exploration data at a
laboratory selected by the BLM. The BLM will also consult with the Solicitor’s Office to
determine if such certification could be implemented through existing cost recovery regulation
for the coal program.

Target Date: August 11,2014

Responsible Official: Michael D. Nedd, Assistant Director, Minerals and Realty Management
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Recommendation 9: BLM should work with OVS in preparing the FMV appruisals for lease
modifications. This should include establishing recordkeeping standards.

Response: The BLM concurs with this recommendation. The BLM will work with OVS o
explore options for obtaining OV'S input into appraisals for select coal lease modifications. The
BLM will also evaluate existing recordkeeping standards and other program guidance for lease
modifications, and make such changes as necessary in order to bring them into conformance with
current regulations and practices.

Target Date: December 31, 2014

Responsible Official: Michael D. Nedd, Assistant Director, Minerals and Realty Management

Recommendation 10: BLM should process applications for royalty rate reductions timely, and
request ONRR to assist when requests are based on financial hardship.

Response: The BLM concurs with this recommendation. The BLM is developing supplemental
guidance to clearly explain all necessary processing steps and requirements for royalty rate
reduction applications. The guidance will reiterate the importance and necessity for field office
staff to follow the current guidance when processing royalty rate reductions applications. The
ONRR already assists the BLM in this process by reviewing the lessee history of payments in
making a determination of good standing. ONRR may also be abie to assist the BLM when
reviewing hardship cases that fall under the RRR categarics that are based on financials.

Target Date: December 31,2013
Responsible Official: Michael D. Nedd, Assistant Director, Mincrals and Realty Management
Recommendation 11: BLM should update its policies and procedures to ensure consistent and
effective inspections and enforcement. Documentation and reporting standards should be
included.
Response: The BLM concurs with this recommendation. The BLM anticipates issuing a new
manual for inspection, enforcement, and production verification, and an inspection and
enforcement handbook, in fiscal year (FY) 2013, The BLM anticipates issuing 2 new production
verification handbook in FY 2014.
Target Date: Scptember 30, 2014
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Responsible Official: Michael D. Nedd, Assistant Director, Minerals and Realty Management

Recommendation 12: BLM should evaluate its enforcement policies md where necessary,
augment its enforcement capability.

Response: The BLM concurs with this recommendation. The BLM will review its existing
license and lease forms to ensure that the appropriate enforcement authorities are included and
issue supplemental guidance memoranda regarding enforcement procedures. The BLM will
coordinate with the Solicitor’s Office to identify other potential enforcement autharities.
Target Date: November 30, 2014

Responsible Official: Michael D. Nedd, Assistant Director, Minerais and Realty Management

Recommendation 13: BLM should cnhance the effectiveness of its inspectors by developing
and implementing a rotation policy, cross-training program, succession plan, and finalization of
the inspector certification program.

Response: The BLM concurs with this recommendation. The BLM will evaluate policies and
budgetary implications for rotating certified mine inspectors when such rotation does not impose
a significant fiscal burden. The inspector certification program already provides for cross-
training of mine inspectors. The mine inspector certification courses were finalized and
distributed during the second quarter of FY 2013,

Target Date: August 31,2014
Responsible Official: Michael D. Nedd, Assistant Director, Minerals and Realty Management
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Technical Comments

Page 2, fourth paragraph: The second sentence in this paragraph says “BLM, however, is
responsible for most of the daily menagement and regulatory oversight of the public and Indian
coal resources, and was the focus of this evaluation.” AsptevmslymcwonedmAmchnmtl
within the DOI, OSM also has regulatory oversight responsibilities over coal mining operations.
Consistent with the general discussion provided in Attachment 1, the BLM recommends that this
paragraph clarify the bureau's responsibility over coal mining operations. The referenced
sentence should be replaced with the following:

“BLM, however, is responsible for the exploration, leasing administration, and production
verifieation of Federal coal resources. The BLM also has responsibilities over exploration and
mining operations on Indian lands. Therefore, the bureau is the focus of this evaluation.™

Page 4, sceond and third paragraph: Lease sales create a significant workload, including
public coordination, meetings, hearings, environmentsl analyses, consultation, inter-agency
cooperation, decisions and appeal resolution. These important steps in the leasing process were
omitted in the description of processing a lease application.

Page S, bullets: The bullet on H-3070-1 would be more accurate if described in the following
manner:
*  The handbook titled “H-3070-1- Economic Evaluation of Coal Properties” contains
BLM’s policics for determining the pre-sale FMV bonus estimate that establishes the
minimum aceeptable lease bid and lease sale bid evaluation process.

In addition, the following additional information should be referenced:

e The handbook titled “3420-1 — Competitive Coal Leasing™ contains the BLM’s
policies for processing coal lease applications.

e  The manual titled “3486- - Inspection and Enforcement, Production Verification, and
Appeals” contains BLM's inspection policies for ensuring that coal operators comply
with approved lease terms conditions and BLM approved mine plans and leasing
regulations.

e Code of Federal Regulations at 30 C.F.R. §§ 1201-1290 delineating ONRR
responsibilities regarding coal production gross sales value determinations, collecting
and distributing revenue, and other financial obligations,

*  Code of Federal Regulations at 30 C.F.R. §§ 700-955 delincating OSM
responsibilities regarding mining reclamation permits, plans and revisions on Federal
and [ndian lands.

Page 6, third paragraph, Page 10, first parsgraph, and page 13, third paragraph: The
teh!wodplncmhlldumfyloﬂbulnuofn million from recent lease sales and $60 million

in potentially undervalued lease modifications. As previously mentioned in Attachment 1, the
BLM would like to address the assertion about $2 million in lost bonuses. However, the report
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does not provide additional details regarding how the OIG calculated this figure. The BLM
recommends that the OIG include a discussion in the report {cither in Appendix Il or as a new

after the first paragraph on page 10) as to how the $2 million dollars was determined
or whether the BLM State Office processing the lease sale had followed current guidance
outlined in H-3070-1.

As for the $60 million in potentially undervalued lease modifications, the BLM explained in
Attachment | that lease modification areas are considered less desirable for mining from a
geologic and economic perspective by both the applicant and the BLM at the time the original
lease application was processed. Therefore, the value of the coal in the lease modification area is
of Jesser value than the coal in the area that was originally leased. We recommend that all
mention of $60 million in undervalued lease modification sales be removed from the report.

Page 6, fifth paragraph and Page 7, second and fifth paragraph: As explained in under the
sections titled Office of Valuation Services (OVS) Assistance and Fair Market Value in
Attachment 1, the OIG has a different interpretation of Secretarial Order 3300 and 112 DM 33 as
compared to the BLM. The OIG implies that OVS must determine the minimum acceptable
commercial coal lease pre-sale FMV and that BLM is out of compliance with those directives (?)
by not using OVS for coal valuations. The BLM believes the OIG has misinterpreted 112 DM
33 and the Secretarial Order. As explained in Attachment 1, OVS may provide reai estate
(including mineral estate) valuation services to the bureaus if it is requested by the burcau. The
BLM does not view the referenced directives as requiring the bureau to use OVS. The BLM
recommends that this difference of interpretation be recognized in the report.

Page 8, Figure 3: The export volumes and average price per ton provided in Figure 3 reflects
total coal exports from the United States. The BLM recommends that the OIG point out that
exports of coal from Federal lands are a small and unknown fraction of the total exports shown.
According to the Energy Information Administration, no more than 1.6 percent of Powder River
Basin coal is exported. See Attachment | for additional information.

Page 8, paragraph 1: The OIG should use the terms “estimated pre-sale FMV" when referring
to the process the BLM uscs in establishing an estimate of the minimum acceptable fair market
value that will be considered.

Page 9, Figure 4 narrative: The chart only depicts coal production from the Wyoming Powder
River Basin production and not the number of mining companies. The title under the chart
should be consistent with what the chart illustrates.

Page 12, last paragraph: Royalty rate reductions cannot be approved and maimtained based
upon incorrect exploration data. The BLM inspects coal mines to verify the existence of adverse
geologic conditions in order to confirm that royalty rate reductions are necessary. After the
royalty rate reduction is approved, the lessee and the BLM must periodically inspect, evaluate,
and verify that the adverse geologic condition that justified the reduction remains pertinent. The
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BLM recommends deleting the last sentence of the paragraph, which suggests a correlation
between the use of exploration data used to help form the basis of the BLM's FMV
determination and the approval and maintenance of royalty rate deductions.

Page 13, paragraph 1 and 2: The statement that, “BLM uses a modification primarily for
mining one or mare coal seams deemed less desirable, typically due to the quality of the coal and
its Jocation” is an over-simplification and does not fully explain the purpose or legal
requirements for considering modifications. As discussed in Attachment 1, the BLM issues a
lease modification 1o avoid bypass of Federal coal that is contiguous to the existing lease, (1)
when it is in the interest of the U.S., (2) when there is no competitive interest, and (3) where the
coal included in the lease modification cannot be mined as part of another independent operation.
If the cosl is bypassed, the public's interest would not be served because recovery of the resource
and resulting revenue from production would not be realized. The bypassed tract becomes an
isolated coal depaosit that capnet be mined economically and in an environmentally sound
manner if it remains separate from the existing lease, The BLM recommends that the OIG point
out the bureau’s responsibility for executing lease modifications in order to avoid bypassed
Federal coal.

FPage 16, paragraph §: The paragraph states, “a company may attempt to bypass lower-quality
coal, use inefficient mining techniques, or mine coal outside the lease boundary™ as examples of
potential non-compliance that might not be identified or enforced against by the BLM. While
the BLM concars with the recommendation regarding reviewing and potentially augmenting its
enforcement policies, the BLM helieves that OIG would benefit from understanding that there
are existing tools that would allow the BLM to take action against non-royalty-related violations.
We ask that you consider adding the following examples to the report:

»  When a coal company atempts to bypass lower-quality coal that had previously been
approved for mining as part of its BLM-approved resource recovery and protection plan,
the BL.M would discover the bypass during an inspection or the production verification
process. The BLM, by lease stipulation, requires that the lessee mine the recoverable
reserves approved in their resource recovery plan to obtain maximum economic recovery.
The: measure of damages in this case would be the royalty that would have been paid had
the coal been mined.

¢ Similarly, using inefficient mining techniques would not be approved by the BLM in the
resourve recovery and protection plan for the lease or mine. Discovery of such methods
would be a violation of the resource recovery and protection plan, and could also bea
potential vialation of safety or environmental regulations. BLM's inspector would advise
other State or Federal regulatory cniities of the potential violation so that appropriate
enforcement actions couid be pursued.

«  The BLM requires a bond to secure payment of financial obligations. The BLM has been
in consultation with the Solicitor’s Office regarding the appropriateness of resolving
criminal violations under Title 18 of the U.S. Code, or civil penaliies as provided under
the Falsc Claims Act at 31 U.5.C. 3729a)1)(g).
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¢ [If a company mines outside of a lease boundary, the BLM would determine the quantity
and qualities of coal removed, and recommend the amount of trespass damages for the
coal removal as provided in the trespass regulations found at 43 CFR 9239,

Page 17, paragraph 3: The OIG states that the BLM has no policy for cross-training inspectors.
However, the BLM has an inspector certification program that provides for cross-training
through a mentoring process in which a new inspector works with centified mine inspectors until
the new inspector can demonstrate the ability to perform the work independently. A mine
inspector can only be centified once he or she has demonstrated the ability to perform mine
inspector duties for certain mine types or commodities. We recommend that the referenced
paragraph be deleted.
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Appendix 4: Status of
Recommendations

In its response to our draft report (see Appendix 3), the Department concurred Re port F'raUdg waSte1

with 2 of the recommendations and partially concurred with 1 recommendation. .

Although partial concurrence was expressed for Recommendation 5, the response i a I'ld M iIsmanage ment

was sufficient for us to consider it resolved. The table below summarizes the Fraud, waste, and mismanagement in
Government concemn everyone: Office

status of the recommendations.
of Inspector General stall, departmental
employees. and the general public. We
actively solicit allegations of any
inefficient and wasteful practices, fraud,
Recommendations will and mismanagement related to
be referred to the departmental or Insular Area programs
=13 Resolved; not Assistant Secretary for ‘ and aperations. You ¢an teport
implemented. Policy, Management and [ allegations to us in several ways.
Budget for tracking }

their implementation. { By Internet: www.doi.govioig/index.cfm

Recommendations Status Action Required
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Fw: GAO Coal Leasing report for agency comment (361421)

Celina Cunningham <celina_cunningham@ios.doi.gov> Wed, Jul 24, 2013 at 10:21 AM
To: Tommy.Beaudreau@boem.gov, bbarlan@blm.gov, Richard_Cardinale@ios.doi.gov, sfeldgus @bim.gov,
mnedd@blm.gov, Ned_Farquhar@ios.doi.gov

From: Nancy Thomas [mailto: nancy_thomas@ios.doi.gov]
Sent: Wednesday, July 24, 2013 07:03 AM

To: Mitchell Leverette <mleveret@blm.gov>; Bill Radden-Lesage <brlesage@blm.gov>;
lavanna_Stevenson@blm.gov <lavanna_Stevenson@blm.gov>; Jason Powell <jlpowell@blm.gov>; Gregory Muehl
<gmuehl@blm.gov>

Cc: Sharon Blake <sharon_j_blake@ios.doi.gov>; Eric Eisenstein <eric_eisenstein@ios.doi.gov>; Douglas Glenn
<douglas_glenn@ios.doi.gov>; Pam Haze <pam_haze@ios.doi.gov>; Celina Cunningham
<celina_cunningham@ios.doi.gov>; Rebecca Mack <rmack@blm.gov>; Tiya Samuels <tsamuels@blm.gov>; Ann
DeBlasi <amdeblas@blm.gov>; Janine Velasco <jvelasco@blm.gov>

Subject: FW: GAO Coal Leasing report for agency comment (361421)

Good Morning!

Attached is the GAO draft report on Coal Leasing with seven recommendations to BLM. Kindly review and
prepare a response to be signed by the Assistant Secretary of Land and Minerals.

In order to facilitate the departmental review and surnaming, kindly forward a copy of the proposed draft

response to me by August 13th, Kindly keep me in mind that this is a draft report and therefore its
distribution must be limited for review purposes only.

Thanks and do not hesitate to contact me if you have any questions.

Thanks
Nancy

Nancy Thomas | DOI OIG/GAO Audit Liaison
US DEPARTMENT OF THE INTERIOR (DOI)

1849 C Street NW | Washington, DC 20240 | Direct: 202.208.7954
nancy_thomas@ios.doi.gov | www.doi.gov

https //mail.google.com/mail/b/189/w/0/?ui=2&ik=95a1d4b7d2&view=pt&q ="gao coal leasing report"&qs=truedsearch=query&th=140110f7ced470082 1/3
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From: Heacock, Scott [mailto: HeacockS@gao.gov]

Sent: Wednesday, July 24, 2013 9:45 AM

To: nancy_thomas@ios.doi.gov; Douglas_Glenn@ios.doi.gov; Sharon_j_blake@ios.doi.gov
Cc: Erdmann, Elizabeth; Fennell, Anne-Marie

Subject: GAO Coal Leasing report for agency comment (361421)

July 24, 2013

The Honorable Sally Jewell

Secretary of the Interior

Dear Madam Secretary:

Enclosed is a copy of our proposed report entitied Coal Leasing: BLM Could Enhance Appraisal Process, More Explicitly
Consider Coal Exports, and Provide More Public Information (GAO-13-586). We are providing this draft for your review
and comment before the reportis issued. Our work was done under engagement code 361421.

We would like to obtain the department’s written or oral comments from you or your designated representative by
August 21, 2013. These comments will be reflected in the final report. We prefer written comments and request that the
written comments be provided electronically. However, we will accept comments provided in hard copy, orally, orinan
unsigned e-mail message. Please direct all comments and any questions you may have concerning this draftto
Elizabeth Erdmann, Assistant Director, at 202-512-8113, or at ErdmannE@gao.gov.

This draft has not been fully reviewed within GAD, is subject to change, and must be safeguarded to prevent its
improper disclosure. Please do not show or release its contents for any purpose. All drafts remain the property of GAO.
Upon request, all electronic copies of drafts must be destroyed and any hard copies of drafts must be returned. We
appreciate your cooperation in this matter.

Sincerely yours,

Anne-Marie Fennell

Director, Natural Resources and Environment

Enclosure

https://mail.goog le.comVmail //189/w/0/?ui=28&ik=95a1d4b7d28view=pt&q="gao coal leasing report"&qs=truedsearch=query&th=140110f7ce470082 213
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'B GAO Coal Leasing Draft for Agency Comment (code 361421).pdf
1084K
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DRAFT

[T e T R B P S P VR e T
COAL LEASING

BLM Could Enhance Appraisal Process, More
Explicitly Consider Coal Exports, and Provide More
Public Information

What GAO Found

Since January 1890, the Bureau of Land Management (8LM] has leased 107
coal tracis, and asscciated coal production and revenues have grown. Most
lease sales have had a single bidder and were leased ihe first time offered. The
amount of coal produced from federal leases and associated revenrues have
increased since 1290, although production has leveled off since 2002, Revenues
from federal coal leases have generated about $1 billion annually in recent years
Royallies paid when coal is sold and bonus bids paid for the right to mine a
foderal coal tract account for nearly all of these revenues.

BLM's guidance offers flexibility in how to estimate fair market value, and BLM
state offices vary in the approaches they used to develop an estimats of fair
market value. In estimating fair market value, some BLM state offices used both
the comparable sales approach—where bonus bids received for past sales are
used to value the tract being appraised—and the income approach-—which uses
estimates of the future net revenue streams from the sale of coal from the

ised tract. However, some offices relied solely on the comparable sales
approach and may not be fully considering future market conditions as a result.
In addition, GAQ found that BLM did not consistently document the rationale for
accepting bids that were initiaily below the far market value presale estimate
Furthermare, scme state offices wera not following guidance for review of
appraisal reports and no independent review of these reports was laking place
Adequate review of the fair market value process is critical to ensure that its
resulls are sound and key decisions are fully documented. In addition, BLM is not
currently taking advantage of a potential independent third-party reviewer with
mmlmumwmmmmmo’m specifically, the Office of
Valuation Services

BLM considers exports to a limited extent when estimating fair market value and
generally does not explicitly consider estimates of the amount of coal that can be
mined economically. known as domastic reserve asiimates. As a result, BLM
may not be factoring specific export information into appraisals or may not be
fully considering the export potential of a lease tract's coal as called for in agency
guidance. mwmnmmm-awqummmm but

not considered during the appraisai process. According to BLM officials,
domestic reserve estimates, which vary based on market conditions and the
costs to extract the coal, are not considered due to their variable nature

BLM generally provides limited information on federal coal lease sales to the
pubiic due to the sensitive and proprietary information they contan. The
Wyoming BLM state office posts information on its website, including information
on past lease sales, Mmootmommmpromomymd
information. BLM's guidance states that red d public ions of its app
reports should be prepared, but no BLM state cffice has prepared such reports
BLM supplied redacted versions of fair market value documents in response to a
recent public information request only after being requirad to do so by Interior's
Solicitor’s office.
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Abbreviations

Bureau of Land Management

Energy Information Administration

Federal Coal Leasing Amendments Act of 1976
Freedom of information Act

National Environmental Policy Act

Office of Management and Budget

Office of Natural Resources Revenue

United States Geological Survey

BLM
EIA
FCLAA
FOIA
NEPA
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September XX, 2013

The Honorable Edward J. Markey
United States Senate

Dear Mr. Markey:

Coal is an imporiant domestic energy source, and in 2011, coal-fueled power plants suppied
about 42 percent of the nation’s electricity. The Department of the Interior's Bureau of Land
Management (BLM) is responsible for managing the coal resources on about 570 million acres
of faderal, private, and state land under the federal coal leasing program.! Under this program,
BLM leases out federal coal tracts to mining companies who extract the coal from both surface
and underground mines. In fiscal year 2012, about 42 percent of the 1.05 billion tons of coal
produced in the United States came from federal coal lease tracts.?> The coal leasing program
also generates significant revenue for federal and state governments: in fiscal year 2012, about
$1.2 billion was generated from coal leasing.” These revenues come primarily from royalties
paid on the coal when it is sold and payments made by companies o obtain the rights to mine
on a federal lease tract. known as bonus bids.

Since 1990, all federal coal leasing has taken place through a lease-by-application process
where coal companies propose tracis of land to be put up for sale by BLM * At these sales,
known as lease sales, companies can bid for the rights {o lease tracis of iand that contain
federal coal for a set period of time; during the lease period, they can mine and sell coal from
these tracts. In most cases, these lease tracts are adjacent to companies’ existing coal mines,
and the additional coal would allow these operations to continue. In preparation for a lease

"The federal ¢ owns and ges the mineral rosourtes on and below these lands but the state in cases
of state land, or a privaie party, in the case of private land. owns the surface land. Federal land where coal leasing
takes place includes land managed by SLM and the U.S. Forest Service. In those instances where a

federal lease is on Forest Service land, the Forest Service must consent to BLM leasing out the land and BLM
oversees the leasing process.

“We did not include coal produced from tribal lands in our review of federal coal leasing because they are govemed
by & different se! of regulations and do not involve the same leasing process as the federal coal leasing program. As
of December 31, 2012, there were four operations mining tribal coal.

'Ocmvﬂy.m-nmsrrunhdaimdb-mnspmoqm‘ the federal g and the state in
which the coal lease is located.

“Ancther way for companies to obtain the rights 16 mine coal is through the lease modification process where a
company may request a certain amount of configuous land be added 10 an existing lease. BLM considers this
request and, If granted, the lands are added to the existing lease without competitive bidding. The lease modification
process was not part of our review.
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sale, BLM develops a confidential estimate of fair market value, which can generally be defined
as the amount that a knowiedgeable seller would obtain from a knowledgeable buyer for the
coal deposit ® This estimate of fair market value is documented in an appraisal report prepared
by BLM.® When conducting the lease sale, BLM |eases the tract to the highest qualified bidder,
as long as its bonus bid meets or exceeds BLM's estimate of fair market value.” In response to
a lease application, BLM will also determine the amount of the coal that can be extracted from
the lease tract and the environmental impacts of the proposed mining activity.

According to the Energy Information Administration (EIA), * coal exports have increased in
recent years—paricularly exports to Asia and Europe, where coal prices are generally higher
than U.S. domestic prices. In 2012, the United States exported about 126 million tons of coal—
an increase of 54 percent over 2010 levels. This recent increase in coal expons has raised
questions about whether BLM's process for estimating fair market value is taking these changes
into account, and whether the agency considers the amount of coal that will be available to meet
future domestic demand, known as domestic reserve estimates. In addition, some
stakeholders, particularly environmental groups, have raised concerns about the amount of
publicly available information on the federal coal leasing program and, specifically, documents
BLM prepares as parl of estimating fair market value. Interior's Inspecior General also recently
issued a report examining aspecis of the federal coal leasing program, including the process for
estimating fair market value and the coal lease inspection and enforcement program.®

You asked us to examine the federal coal leasing program. (This request was originally made
by Representative Edward J. Markey as Ranking Member of the Committee on Natural

Mnmcﬂy.lmrmwwvoluelsMmu“amﬁmm.ummmmbyemhmmmm
which in all probability, the coal deposil would be sold or leased by a knowladgaable owner willing, but nat obligated
10 sell or lease 1o a knowledgeable purchaser who desices bul is not obligated lo buy or lease " 43 CF.R. § 3400.0-
§(n) (2013). The Faderal Coal Leasing Act Amendments of 1976 require that BLM obtain fair market value for the
coal lease fracts and that coal leasing generally be done on a compettive basis.

*«nmdmmunmnmwbmum«mmwm
offered for lease, in keeping with ELM's guidance. See BLM, #4-3070-1 E: E ion of Coal Propertit
(Washington D.C.: 1984). The value estimated for federal coal lease sales is used to ensure receipt of at least the
fair markel value as required by the Federal Coal Leasing Amendments Act of 1976,

Befors the lease can be issued, the high bidder must also provide a bond to ensure p of lease
and must undergo an ant-trust review by the Department of Justice

®ElA is a statistical agency within the Depaniment of Energy that collects, analyzes, and
inforrmation on energy issues.

Ofice of U.S. D of the Interior, Coal Manag gram, U.S. Dep of the

Interior (Washington, D,C,: 2013).
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Resources, House of Representatives. Mr. Markey is now a member of the United States
Senate.) Our objectives for this report were to examine: (1) federal coal leasing, including the
nunber of tracls leased, along with the trends in associated coal production and revenues
generated since 1990; (2) BLM's implementation of the process to develop an estimate of fair
market value for coal leases; {3) the extent to which BLM considers coal exports and domestic
coal reserve estimates when developing an estimate cf fair market value; and (4) the extent to
which BLM communicates information on federal coal lease sales 1o the public.

To provide information on trends in federal coal leasing, we analyzed data from BLM's LR2000
database—which BLM uses to track federal land and mineral resources, indluding coal—and
summarized federal coal lease sale activity and bonus bids accepted since 1930, We also
analyzed data on coal production and revenues generated from federal coal leases from 1990
o 2012 from the Department of the Interior's Office of Natural Resources Revenue (ONRR),
which is responsible for collecting and distributing revenues associated with federal mineral
leases including federal coal leases. To assess the reliability of these data, we conducted
interviews with BLM and ONRR officials regarding these data and reviewed documentation on
their data systems, and determined the data we used to be sufficiently reliable for our purposes,
unless ctherwise indicated.

To examine BLM's implementation of the process to develop an estimate of fair market value,
we reviewed applicable regulations and BLM's guidance for the coal leasing program and
interviewed BLM officials in both headquarters and state offices on how they implement these
regulations and guidance  |n addition, we reviewed appraisal standards developed by appraisal
organizations in the United States and in other countries and spoke with officials from some of
these groups. We also selected and reviewed a non-random sample of case files prepared by
BLM officials as part of 31 coal lease sales using a data collection instrument we developed.
Specifically, we focused on recent |ease sales and examined case files for lease sales that
generally took place from January 1, 2007 to July 31, 2012."° For those states that did not
oversee a lease sale dunng this time frame, we examined files from their two most recent sales.

To determine the extent to which BLM considers coal exports when developing an estimate of
fair market value, we used the results of our case file review to examine whal types of

”msmmammhwﬂzdbdwduuumwd However, ihe results of this sample
provide illustrative examples of the coal leasing process used and the documentation prepared.
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information BLM included on exports. We interviewed BLM officials to learn about the
information they consult in estimating fair market value and also spoke with knowiedgeable
stakeholders, such as academics, about future projections for coal exports. To determine the
extent to which BLM considers reserve estimates, we interviewed varicus BLM officials at
headquarters and all of the BLM state offices where there are coal leases. In addition, we
examined available export and domestic coal reserve information from government sources and
coal mining companies.

To examine the extent to which BLM provides information to the public on coal lease sales, we
analyzed BLM's policies for making information publicly available, reviewed BLM websites
related to federal coal leasing, and reviewed a sample of documents that are made publicly
available during the coal leasing process. We also interviewed BLM officials, representatives
from industry, and environmental groups to gel their perspectives on the information made
publicly available on federal coal leases.

We conducted this performance audit from June 2012 to July 2013 in accordance with generally
accepled government auditing standards. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings
and conclusions based on our audit objectives. We believe that the evidence obtained provides
a reasonable basis for our findings and conclusions based on our audit objectives. A more
detailed description of our objectives, scope and methodology is presented in appendix |.

Background

Coal is an important domestic energy source and BLM is responsible for managing coal
resources on aboul 570 million acres of federal, state, and private land. Since 1990, all federal
coal leasing has taken place through a lease-by-application process where companies propose
lease tracts to be put up for sale by BLM. In fiscal year 2012, about 1.05 billion tons of coal was
produced in the United States, including production from federal coal leases, and the biggest
coal production area for federal coal was the Powder River Basin in northeast Wyoming and
southeast Montana. Coal is also an important fuel source worldwide and consumption of coal
continues to increase. To meet this growing demand, there has been an increase in global
trade of coal, including exports from the United States.
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The Federal Coal Leasing Amendments Act (FCLAA) of 1976 amended the Minera! Leasing Act
of 1820 to require that all federal coal leases be offered competitively.'” Competitive leasing
provides an opportunity for any interested party to competitively bid for a federal coal Jease,
There are two procedures that can be used for competitive leasing: (1) regional leasing, where
the Secretary of the Interior selects tracts within a region for competitive sale based on, among
other things, expected demand for coal resources and potential economic impacts and (2}
lease-by-application, where companies submit an application to nominate lease tracts that they
are interested in leasing. Under both of these methods, BLM examines the potential
environmental impact that could result from coal leasing.

In April 1882, the first regional coal lease sale was held for 13 lease tracts containing 1.6 billion
tons of coal located in the Powder River Basin in Montana and Wyoming, and a follow-up sale
was held in Oclober 1982 for 2 lease tracts. Controversy surrounded the 1882 sale.
Specifically, there were allegations that confidential appraisal information was disclosed to coal
companies prior to the lease sale and that appraisal and sale procedures failed to assure that
the public received fair market value for the leased coal tracts. These allegations led to an
investigation by the House Appropriations Committee and a report that we issued in May
1983." Later that year, Congress directed the Secretary of the Interior to establish a
commission to review the coal leasing procedures 10 ensure the receipt of fair market value,
known as the Commission on Fair Market Value Policy for Federal Coal Leasing or the Linowes
Commission. Congress imposed a moralorium on |lease sales until afier the Commission’s final
report was issued in 1984. Among its key findings on the fair market value process, the Linowes
Commission found that Interior used appraisal methods that were widely accepted by industry
and govemment, but that Interior needed to, among other things, enhance its capacity to
perform appraisals and seek independent reviews of its appraisals and, more broadly, of the
federal coal leasing program. From March 1984 through February 1987, coal leases were

"'Prior to the enactment of FCLAA, some coal (sases wers ded ly through pref right
|leases, Mmmﬁmmmad“mmmmhmwmﬁmbym
applicant. Compelitve leasa sales were hald for coal tracts localed in areas with known coal reserves.

!GAO, Analysis of the Powder River Basin Federal Coal Lease Sale. £ ion Imp and
Legisfative Changes Needed, GAO/RCED-83-119 (Washington, D.C., May 11, ms]
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subject to another moratorium to enable develop and impl ntation of revised coal
leasing procedures based on the Commission's recommendations.

By 1990, BLM had shifted from regional coal leasing to lease-by-application as the primary
method of conducting federal coal lease sales. From 1987 to 1990, Interior decertified five coal
regions it had established under the regional leasing program, citing declining interest in coal
leases and poor coal market conditions.’* Decertification meant that regional sales were no
longer conducted, but that lease-by-application was available so that current mines could
maintain production at their existing mines or new mines could begin operations. Under the
lease-by-application process, companies may submit applications 1o BLM state offices to
nominate lease tracts o be put up for sale.' This contrasts with the regional leasing process
where Interior would decide which lease tracts would be put up for sale.

Tracts nominated under the lease-by-application process, commonly referred to as maintenance
tracts, are generally adjacent to existing mining operations and are nominated by companies
that own these operations. The BLM state office where the tract is located will review the
application to determine whether it is consistent with applicable regulations, or if leasing the
proposed property would be contrary to the public interest. For example, a lease application
may be rejected if BLM determines that the land is unsuitable for coal mining or if a qualified
surface owner does not consent to surface mining.'® During this review process, BLM may also
choose to redraw the lease tract boundaries in the public interest, a process known as tract
modification. Reasons for tract modification include ensuring that all available coal in a tract will
be extracied, or enticing another mining company to bid on a lease tract by making the
boundaries of the proposed tract adjacent to more than one potential bidder, according to BLM
officials. Once BLM accepts an application, it will begin either an environmental assessment or

"*Three other coal regions were decertified in 1981 and 1982.

"“BLM has 12 state offices, with most of these located in the western part of the Uniled States  These state offices
are located in Alaska, Arizona, California, C . Idaho, ada, New Mexico, Oregon, Utah, Virginia,
and Wyoming

"*There are instances where the surface is owned by an entity other than the federal g but the
minerals are owned and managed by the federal govemment. In these cases, lmnnnnnllosmu the qualfied
surface owner must consent 1o any surface mining, but this is not required for mining. The
quﬂmmmduumm.wmsormmh'mmm but may receive
compensation from the lessee
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an environmental impact statement in accordance with the National Environmental Policy Act
(NEPA)."

In preparing for a lease sale, BLM will also develop a presale estimate of fair market value of
the lease tract's coal, which is generally expressed in cents per ton of coal that is recoverable
from the lease tract, “Recoverable” refers to an estimate of the amount of coal that can be
commercially mined from the tract and excludes coal that is not mined, such as top and bottom
sections of a coal seam, which are typically mixed with less valuable rock."” There are also
instances when fair market value is expressed on a per acre basis.

The presale estimate of fair market value is generally documented in an appraisal report
prepared by the BLM state office overseeing the lease sale.”® Other reports, such as geologic,
engineering, and economic reports, may also be prepared during the appraisal process by
either the relevant BLM state office or an associated BLM field office in the state.” The
geologic report contains a legal description of the tract, along with an estimate of the amount of
coal that can be recovered on the lease tract along with the characteristics of the coal, including
its heating content. An engineering report generally contains a mining plan, along with
estimates of the costs to extract the coal based on the number of employees and capital
equipment necessary to carry out this plan, among other costs. An economic repert provides
information on future coal market conditions, including price and demand levels for the lease
fract's coal.

‘tm-dnﬂ‘m WAh-mmmm {1) to ensure that an agency carefully considers detailed
Impacts and (2) to ensure that this information will be made

available to the public. NEPA requires federal ag © the likely effects of prop:
projects using an or, if the projects would likely significantly affect the a
more vental impact pluating the proposed project and ives must be comp
Y43 CF R § 3480.0-5(a)(32)

“Some of these state offices leasing activites across multiple states For ple, the New Mexico state
office oversees New Mexico, Oklahoma, Kansas, and Texas There are no federal coal leases in Kansas or Texas
according to BLM officials.

"*There ars generally multiple BLM field offices that report (o a specific BLM state office. For example, thera are 10
BLM field offices in Colorade and three of these oversee federal coal leasing.

“sating content is usually expressed as British Thermal Units (Blu) per pound of coal. A Blu is the amount of
energy needed o heat one pound of water by one degree Fahrenheit
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Prior 1o a lease sale, BLM is required to publicly announce in the Federal Register and a local
newspaper when and where a lease sale will be held and the bidding procedures. Any
company is free to bid on the lease using a sealed bid process. The amount that a company
will pay fo lease the tract—known as a bonus bid—is a function of the cents per ton they are
willing 1o pay multiplied by the estimated recoverable tons of coal from a lease tract. These
bonus bids are then reviewed by a BLM sales panel, which includes officials from the relevant
BLM state office and BLM headguarters. Bids are accepted or rejected based on whether they
meet the estimate of fair market value, and the |ease is awarded to the highest qualified bidder
that meets or exceeds this estimate of fair market value.”' This successful bidder must either
pay the total bonus bid in full at the time of lease sale or pay 20 percent of the bonus bid at the
lease sale followed by 4 equal payments on the first 4 anniversary dates of the lease. The
minimum bid that BLM can accept for a lease tract is $100/acre. If a lease sale does not
receive a qualified bid at or above the estimate of fair market value, the lease tract can be re-
nominated again through the lease-by-application process by the company that originally
nominated the tract or by another interested company. If there is no interest in the lease fract,
the application is closed by BLM.

In addition to paying a bonus bid for the rights to mine the coal on a lease tract, companies also
pay rents and royalties on the coal they extract.” Rent amounts are at least $3 an acre and
royalties are 8 percent of the sale price for coal produced from underground mines and at least
12.5 percent of the sale price for coal produced from surface mines. These royalties are paid
on the price of the coal received at the first point of sale after it is removed from the ground.
Tracts are leased out for an initial 20-year period, so long as the lessee produces coal in
commercial quantities within a 10-year period and meets the condition of continued operations.
Lease terms can be extended if a company is actively producing coal on the lease tract.

“'Batore a lease is issued, the high bidder must also provide a bond to ensure reclamation of the land, and the lease
issuance is subject ta a Depariment of Justice anti-trust review.

*The Mineral Leasing Act, as directs the y of the Interior 10 establish annual renfals and royalties
mmnaumum-mmmdmmmizsmumdm-dedm“w
surface mining operafions. 30 U.S.C. § 207(a} (2013). The ragulation establishing the minimum rental rate—43
CFR § 3473 3-1(a)—and the |t g the royalty rate for surface mining—43CFR. §
MT!}!!IK!)—W‘IMMN” The regulation establishing the royalty rate for underground mining—43 C F R
§34733 - Z(IXZ)—ulNMth1.”%Mnmdmnﬁhm(dnewmﬁm)“alou
(of a 5 percent royalty rate) but the floor was eliminaled in 1990. The regulations also authorize

suspend, or reduce the rental, or reduce the rayalty, for the p of ging the 9 myd
federal coal, and i the inferest of conservation of federal coal and other itis y o
promote development or when the lease cannot be successfully operated under its terms but in no case can the
royalty on a producing federal lease be reducad {o zero
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US. Coal Production

According to EIA data, about 1.1 billion tons of coal was produced in the United States in 2011
from 1,325 mines, which employed over 91,000 people.”® Coal is produced from three major
regions—-Appalachia, the interior United States, and the western United States (see fig. 1).
More than haif of U.S. coal came from the westemn region, which includes the Powder River
Basin in northeast Wyoming and southeast Montana. The Powder River Basin is the largest
coal-producing region in the United States, and all 10 of the top-producing U.S. coal mines are
in the Powder River Basin, with 9 of these located in the Wyoming portion of the basin,
according to EIA data. Coal in the Powder River Basin has |ess sulfur than eastern coals,
making it attractive to utilities for meeting Clean Air Act requirements > Close to 100 percent of
federal coal is produced from leases located in the western region, and in fiscal year 2012
federal coal accounted for nearly 80 percent of the westem region coal production totals.
Production from the western region is expected to continue fo be the largest source of coal
production in the future—in 2040 an estimated 56 percent of total U.S. coal production will come
from western mines according to our analysis of EIA data,

“E|A. Annual Coal Report 2011, (Washington, D C.: 2012).

* according to E ion Agency (EPA) data, coal-fueled eleciricity penerating units are among the
m.«mawm&o.)mnmmm Mhubeenlnbdbwm!mmsw
acid rain. The Clean Air Act req EPA 0 ar quality d for six
mwmmammmmm Yy for ahmah-nm

in part, by reg these polk mumin Y such as y
generating unils mmnamnw‘ of 1890 a cap-anc-trade program
10 reduce SO; emissions from fossil-fuel elecinc ger @ units and required EPA ‘%o NO, emissi

limitations from coal-fueled siectne power plants. mmummnummmm
installed scrubbers and switched to buming low-sulfur coal such as that from the Powder River Basin to reduce SO2
emissions.
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Figure 1: U.S. Coal Production by Region

[

There are two primary methods used to mine coal: underground mining and surface mining.
Deeper coal resources require use of underground mining, which entails digging a series of
mine entries and shafls and using equipment 1o extract the coal and transport it to the surface.
Underground mining is more expensive than surface mining, which is used where coal deposits
are buried within 2 few hundred feet of the surface. In surface mining, soil and rock above the
coal—known as overburden—is blasted with explosives and removed using large equipment,
and the uncovered coal is then extracted. Mining on federal leases involves both underground
and surface mining. According to BLM officials, underground mining is generally used on
federal leases in Colorado and Utah and surface mining is generally used in Montana and
Wyoming.

Page 10 GAO-13-586 Coal Leasing




DRAFT
Market for Coal and Coal Prices
Domestically, coal continues to be an impertant energy source and fuels a large portion of the
eleciric power sector in the United States, according to EIA data. In 2011, coal-fueled power
plants supplied about 42 percent of the nation’s total electricity, and within the past decade coal
has provided as much as 50 percent of electricity in the United Stales. More than 90 percent of
the coal consumed in the United States is used by the electric power sector. According to EIA,
for this reason, coal production trends are strongly influenced by coal demand in the electric
power sector, which is sensitive to both changes in the overall demand for electricity generation
and changes in the mix of fuel sources. Recently, there has been a general decline in the
amount of coal used to generate electricity in the United States due to a combination of factors
including a decline in overall electricity demand and shifts in the relative prices of other fuels.

Coal used in eleciricity generation is referred to as steam coal, as the coal is burned to produce
steam which turns turbines that generate electricity. Most of the coal that is leased out through
the federal leasing program is steam coal, according to BLM officials. In addition to its use in
the generation of eleciricity, coal can also be used for a variety of industrial uses. For example,
metallurgical coal is baked at high temperatures to make coke, which is used as fuel to make
steel. Metallurgical coal has low sulfur and ash content, among other properties needed for
making coke.

The amount of coal produced and consumed worldwide continues to increase. The International
Energy Agency reported that worldwide coal production increased by 6.6 percent in 2011, the
twelfth straight year of growth.™ In addition, as of 2011, coal supports 28 percent of the total
primary energy consumption woridwide and is the second primary energy source behind oil.
China continues to drive much of the world coal markets as its consumption and production of
coal accounted for about 45 percent of both global consumption and production totals in 2011
according t¢ International Energy Agency data. To respond 1o this growing international
demand, there has been‘an increase in coal exports with global coal trade increasing 7 percent
in 2011 according to the International Energy Agency.

Sinternational Energy Agency, Coal Medium-Term Market Raport Parls, France, 2012. The International Energy

Agency (IEA) is an in 1974 which works to ensure reliable, affordable and clean
wmnu)emrwmesnmm The IEA's four main areas of focus are: energy securily, economic
gag Among its key objectives are 10 improve
P y of al mmuoh ion and y$is of energy data.

Page 11 GAD-13-586 Coal Leasing

DRAFT

The United States exports a small but increasing amount of coal primarily to Europe and Asia,
and in 2011, the United States ranked fourth globally in coal exports behind Indonesia,
Australia, and Russia. According to EIA data, total U.S. coal exports more than tripled from
2002 to 2012, as shown in figure 2 below. In 2012 about 126 million tons of coal was exported--
~about 12 percent of the lotal coal produced in the United States. The majority of this coal is
exporied to Europe and Asia. Metallurgical coal, which is generally not mined on federal coal
leases, has historically made up the majority of U.S. coal exports. Nonetheless, there has been
growih in exports the last few years of steam coal—the primary type of coal mined on federal
coal leases. Specifically, from 2010 to 2012, steam coal exports from the United States more
than doubled, rising from 25.6 million tons to 55.9 million tons. In addition, coal companies have
announced plans to further increase steam coal exports in the future, and there are several coal
export faciliies that are being proposed on the west coast to transport ccal to growing Asian
markets.

Figure 2: U.S. Coal Exports, 2002-2012 (thousands of tons)
Short tons (in milons)
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The price for coal varies widely across the United States, Among the four states with the most
production from federal coal leases—Colorado, Montana, Utah, and Wyoming—the average
prices for coal originating in these states in 2011 were $39 88/ton in Colorado, $16.02/ton in
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Montana, $33.80/ton in Utah, and $13,56/ton in Wyoming, according to EIA’s 2011 Annual Coal
report ™ This large difference in price is tied to coal quality, which is referred to as coal rank.?”
Among other factors, coal rank is determined by the amount of carbon coal contains and the
amount of heat energy it can produce, with higher rank coal having more energy content, The
total amount of coal that an electrc utility will need to fuel a power plant is tied to the heat
content of coal. For example, a utility will need to buy more tons of coal with lower energy
content to achieve the same output of energy that could be attained using less coal with a
higher energy content. Other factors that affect a coal's quality are sulfur, moisture, and ash
content. The sulfur content of the coal affects the sulfur dioxide emissions that result when coal
is bumed, and using coal with less sulfur content can help electric utiliies meet air quality
requirements. Coal with higher moisture and ash content is lower rank because both of these
impact the amount of eneray obtained from burning the coal. For example, coal with lower
moisture content has greater energy content.

Since 1990, Over 100 Coal Tracts Have Been Leased and Coal Production and Associated
Revenues Have Generally Grown

Since January 1990, BLM has leased 107 coal tracts under the lease-by-application process,
and both coal production and the associated revenues have grown. Most lease sales had a
single bidder, and the successful bid amounts—typically expressed in cents per ton—have
varied by state, with tne greatest increases over time observed in Wyoming. The amount of
coal produced from federal leases and associated revenues increased from fiscal year 1990 to
fiscal year 2002 Since fiscal year 2002, coal production from federal leases has remained
relatively steady, but revenues continued to grow. In total, revenues from federal coal leases
have generated about $1 billion annually in recent years.

This price per fon of coal is for all coal soid in that state and may include coal from mines that are not on federal
lease tracts, This price per ton of coal is the “free on board” price for the coal, meaning il is the price paid for the coal
before it is loaded on 10 a train or barge for port to its final ) . Thus, this price does not include the cost
1o transport the coal

Ticoal is classified into four major ranks (from highest 1o lowest): (1) . (2) bituminous, (3) sub-
and (4) Wignite.

"lnwlmnwmnnonuwmmeodmmntnnmwwammmmvolumoofood
sold from federal coal leases. Asmmlomdm we did not include coal produced from tribal lands in the scope
of our report. Thus, the prod e we present doas not mclude tribal lands.
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In 1990, BLM began using the lease-by-application process as the primary method to lease out
coal, and since then BLM has leased 107 coal tracts, 31 of which were in Wyoming. (See
appendix |l for a complete list of lease sales held since 1990.) The coal from the Wyoming
lease tracts comprise approximately 8 of the 9 billion tons, or about 88 percent, of the coal
available from federal tracts leased since 1990, as shown in table 1

Table 1: Number of Federal Tracts Leased and Associated Amount of Coal by State from
1990 to 2012

Tons of Percentage
Number of federal recoverable coal by tons of
State tracts Acres
Wyoming 31 77137 7,087 88.4%
Calorada 20 28375 289 32%
Utah 15 30,082 214 24%
Montana 4 5,349 187 21%
North Dakota 12 8,380 135 1.5%
New Mesico 1| 1096 % 1.0%
Okiahoma 9 16,339 n 0.8%
Alabama 5 11,087 44 05%
Kentucky 7 2952 10 01%
| TOTAL 107 | 188243 | 9011 | _ 100.0% |
Sewrce GAD ar -w- o B dala
*in W We are rep ble tons of coal, while for the other states, we are reporting recoverable

tons of coal. m-mun&mmsawﬂsmownmunmmm
uauummnewm.smmnprqmlmmmaumm
boundaries or coal lefl n place as pillars for inan 9 y 9 BLM typically does
not report tons publicly b officials in this state office 1d M ative inf i

Of the 107 leased tracts, sales for 96 (about 80 percent) involved a single bidder (see fig. 3),
which was generally the company that submitted the lease application. More than 90 percent of
the lease applications BLM received were for maintenance tracts used to extend the life of an
existing mine or to expand that mine’'s annual production.
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Figure 3: Number of Bids Received for Federal Coal Tracts Leased, 1980-2012
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According to BLM officials and coal industry representatives, there is limited competition for coal
leases because of the significant capital investment and time required to establish new
supporting infrastructure to start a new mine or 10 extend operations of an exisling mine tc a
tract that is not directly adjacent to it. For these reasons, there have not been many new mines
established on federal leases recently. For example, according to a BLM cfficial the last new
mine started on a federal lease in the Powder River Basin in Wycming was the North Antelope
Rochelle mine, which began cperations in 1990. Officials from coal companies told us they
typically submit new applications for federal coal leases to maintain a 10-year coal supply at
their existing mining operations. In 1983, we noted a similar lack of competition for federal coal
leases following the 1982 regional coal lease sale in the Powder River Basin and concluded that
the market for coal leasing was largely noncompetitive because lease tracis sold “appear
captive 1o adjacent mining operations."™ According 1o BLM officials, this same issue remains
relevant today, and it is difficult to attract multiple bidders on a lease tract if it is not adjacent to
multiple mining operations. For example, as shown in figure 4, tracts submitted for lease-by-
application that are north and west of the Black Thunder mine are less likely to be bid on by the
operators of the North Antelope Rochelle or Antelope mines. This is because it would be too

BGAO, Analysis of the Powder River Basin Federal Coal Lease Sale: E: ic Vaiuati P and
Legisiative Changes Needed, GAO/RCED-83-119 (Washington, D.C., May 11, 1983).
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costly and take significant time for these mine operators 10 move their heavy equipment to
exiraci coal from these lease tracts, which are not directly adjacent to their existing operations.
In contrast, the lease tracts that are located between two mines are more likely to be bid on by
multiple mine operators, according to BLM officials.

Figure 4: Map of Powder River Basin Coal Operations on Federal Coal Leases

-

St GAD Svvia o 81 e s
“This map is a general representation of coal mining operations in the Powder River Basin. The Black Thunder,
North Antelope Rochelle, and Antelope mines are each composed of several lease tracts, bul we have combined this
Mo a single antity for representation purposes.
BLM officials told us that, where possible, BLM uses the tract modification process to encourage
competition for lease sales. For example, Wyoming BLM officials told us that they recently
divided an applicant’s proposed tract into two distinct tracts to be sold in two separate coal lease
sales upen realizing that one segment may potentially interest another mining company.
Colorado BLM cfficials told us that they altered boundaries of one coal lease application to allow
for multiple entry points to the coal for underground mining to make the iract atiractive to other
companies. In our review of case files related to 31 recent lease sales, we found that BLM
modified boundaries for seven tracts (23 percent) to enhance competition. Six of these tracts
were located in Wyoming and comprised more than half of the 11 Wyoming lease sales we

Page 16 GAO-13-586 Coal Leasing



DRAFT

reviewed, one was located in Utah. None of these leases, however, received multiple bids when
sold

Of the 107 leased lracts, 89 (about 83 percent) were leased the first time they were offered for
sale. According to rep i of appraisal organizations we spoke with, this high
acceptance rate of initial bids may reflect the reliance of existing mines on federal coal leases 10
maintain their operations and a willingness of mine owners to submit slightly higher bids to
ensure they win federal coal leases. The remaining 18 tracts were leased after being reoffered
for sale one or more times because the initial bonus bid offered was below the estimate of fair
market value *® Before BLM can reoffer the lease tract for sale, a company must submit a new
lease-by-application for consideration by BLM. Of the 18 tracts that were reoffered for sale, 8
were in Wyoming and 5 were in Colorado.

: a om Federal Les in the 1990s
i ost Production Taking Place in

The total amount of coal produced from federal leases has nearly doubled since fiscal year
1990. Growth in coal production from federal coal leases was largest from fiscal years 1992 1o
2002, when it grew from 238 million tons to 444 million tons. The proportion of coal produced
from federal leases relative to the total amount of U.S. coal production also grew over this same
period from about 24 percent in fiscal year 1982 to about 40 percent in fiscal year 2002 (see fig
5). During this period there was an increase in U.S. western coal production, where a majority
of federal coal is located, and a corresponding decline in production from eastem coal regions.
In particular, BLM officials told us that Powder River Basin coal grew in demand over eastern
ccal because it enabled utilities to meet the stricter emissions limits due to its low sulfur content.
Powder River Basin coal was also atlractive to utilities because of its low production costs and
access to transportation networks, both of which help to decrease the mariet price that a utility
must pay for the coal. A United States Geological Survey (USGS) study reported that this shift
reflected the fact that western mines, which typically rely on surface mining, can exiract coal
more cheaply than eastern mines, where coal is generally mined using underground methods *!

*Fifteen tracts were leased after a second sale; two tracts leased afler a third sale; and one tract was leased after a
fourth sale.

Luppcm. J.A., Rohrbacher, YJ Osmonsen, LM, and Carter, M.D, 2009, Coai Resource Avaiabiity,

ty, and Ei in the United States—A Summay, in Pierce, B.S., and Dennen, KO.,
ods The Nati Coal R Overview: U.S ical Survey P Paper 1625-F,
Cfnpbv D
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Figure 5: Share of U.S. Coal Produced From Federal Leases, Fiscal Years 1990-
2012
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Since fiscal year 2002, coal production from federal leases remained relatively steady,
averaging near 450 million tons annually, or about 41 percent of total U.S. production.
Production peaked in fiscal year 2008 at 483 million tons and has since declined by 8 percent to
442 million tons in fiscal year 2012. In October 2012, we reported the amount of electricity
generated using coal has decreased recently due to a decline in overall electricity demand and
growth in the use of natural gas to fuel power plants *

In fiscal year 2012, 85 percent of the coal produced from federal leases came from Wyoming.
As shown in figure 8, Wyoming and three other western states—Montana, Colorado, and
Utah—accounted for 97 percent of coal produced from federal leases. The remaining 3 percent
of coal (about 12 million tons) was produced from federal leases in five other states—Alabama,
Kentucky, New Mexico, North Dakota, and Oklahoma.

“'GAO Electncity. Segnifh Ch Are E; in Coal-Fuesied Generation, but Coal is Likely to Remain a Key
Fuel Source, GAC-13-72 (Wnr-ngm DC.: Oct 29, 2012).
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Figure &: Coal Produced From Federal Leases by State, Fiscal Year 2012
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Revenue from Federal Coal Leases Has Nearly Dcubled Since 2003 and Generated about $1.2
Billion in Fiscal Year 2012

The total revenue generated from federal coal leases has nearly doubled from $682 million in
fiscal year 2003, the earliest year complele revenue data were available, to $1.2 billion
generated in fiscal year 2008 and again in fiscal year 2012, ** Total revenues from federal
coal leases have remained relatively steady since fiscal year 2005 averaging about $1.0 billion
per year according to cur analysis of ONRR data. There are three sources of revenue from
federal coal leases—royalties, bonus bids, and renls—but royalties and bonus bids account for
nearty 100 percent of the revenues from the federal coal leasing program.

Royaities. Royalties comprised {he majority of the revenue from federal coal leases—nearly
two-thirds of the total revenue over the period from fiscal years 2003 to 2012.* Royalty rates

ganus bid and rent data prior \u fiscal year 2003 mlmlxy provuded by GNRR was limited due 1o a data system

he agency und k. ONRR P updated bonus bid data for this pericd, but they did so
|ate in cur review process, and we were unable lo detormine its reliability. ONRR provided royalty data for the entire
pericod of cur review, stading in 1280, which we assessed fo be reliable.

*a)) dollar figures in this section have been adjusied for inflation, unless otherwise noted.

*Thess royalty amounts do not include ad yalties, which K i ized by BLM, can pay in advance
of actual production in lieu of g the lease’s mini coal pi i In fiscal year 2012, ONRR
officials told us that revenue from lm royalties amounted to ahwt $2.1 mllnon or about 0.2 percent of fotal
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for coal depend on the mine type and are generally calculated based on a proportion of
sales value, less allowable deductions, such as transportation and processing allowances.®
BLM generally sets royalty rates at 12.5 percent for surface mines, the required minimum
royalty rate, and 8 percent for underground mines, the rate prescribed by regulation.” In total,
royalties generated from federal coal leases have meore than doubled since fiscal year 1990,
from $392 million to $796 million in fiscal year 2012 {see fig. 7). In additicn, as with coal
production from federal |leases, royalties generated from the sale of coal from federal leases in
Wyoming have comprised an increasing proportion of the royalty stream ranging from 50
percent of total royalties in 1930 to 80 percent in 2012 (see fig. 6).

révenue from coal. If, in years s to paying the ad’ royalty, the lease meets the contihue operations
requirement, the hmas ruyaﬂy wll be reduced on a dollar for dollar basis by the amount o the advance royalty. If
the lease is refinqui d, or for any reason, the lessee forfeits any advance royaities paid or
due.

%an is an ie d 1 ftam the value of & mineral for rayalty purp Ap g al
includes reasonable, aciual costs incurred by the payer for p 'S & mineral dity. At

allowance includes reasoneble, actual costs incurred by the payer for moving a mineral cnmmoa-w toa point of sale
remote from the leass or il arsa, or away from a p g plart; and costs to gather the commodity.

*For all types of coal leases, 8LM is authorized raduce the royalty for the purpase of ging the g

ultimate recovery of federal coal, and in the interest of conservation of federal coal and other resources, whenever it
is necessary to promote develcgrment or when (he lease cannot be successfully operated under its terms but in no
case can the royalty on a producing federal lease be reduced 1o zero, 42 CF R. §§ 3473 2-2{g}, 3485.2(c){1).

Page 20 GAO-13-586 Coal Leasing



DRAFT

Figure 7: Total Royalties Generated from Foderal Coal Leases, Fiscal Years 1980 to 2012
{2013 dollars)

Dolary (0 mibons )

e "s 2000 008 2%
Fmcal yuar

] ore v
[ R

Sowos (WAD mnatvie of e of bt rs Rewcares Revmowe dats

Coal prices have been a major dniver of the increases in royalty revenues. For instance, from
fiscal years 1650 to 2000, royalty revenues remained relatively steady even though production
of federal coal increased over this period related to a decline in coal prices. Since then, coal
royalty revenues have steadily increased, even with a recent decline in production. Specifically,
from fiscal years 2008 to 2012 the amount of coal produced from federal leases declined by
about 41 million tons of coal (or 8 percent), however the reported sales value of this coal
increased 15 percent from $6.7 billion 1o $7.7 billion, reflecting growth in coal prices.

The effective royalty rate—the rate actually paid by lessees after processing and transportation
allowances have been faciored in along with any royalty rate reductions—generated from coal
produced from federal leases has remained on average at about 11 percent since fiscal year
1990. Royalty rate reductions may be approved by BLM in cases where a reduction is needed
to promote mining development. For example, BLM officials fold us they may approve royalty
rate reductions to enable continued operations in cases where mining conditions may be
particularly challenging and costly, or to enable expanded recovery of federal coal. The
effective royalty rate varies by state due to differences in mine type and other factors. For
example, the effeclive royalty rate is higher in Wyoming and Montana where most coal is
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exiracted using surface mining. In fiscal year 2012, the effective royalty rates for the top federal
coal producing states were: Wyoming (12.2 percent), Montana (11.6 percent), Utah (6.9
percent), and Colorado (5.6 percent)

Bonus bids. Bonus bids are generally expressed in cents per ton of coal that is recoverable from
the lease tract. The total bonus bid paid is the cents per ton multiplied by the estimated
recoverable tons of coal from the lease tract. According to BLM officials, typically an initial
payment of 20 percent of the total bonus bid is provided with the sealed bid and the remaining
80 percent is paid in four equal annual instaliments over a 4-year period, but may also be paid
in full by the lessee at the time of a lease sale. ONRR revenue data from fiscal years 2003 to
2012 show fotal bonus bids received from all federal coal leases averaged $335 million
annually, or about one-third of the total revenues from federal coal leases, as shown in figure 8.
Since fiscal year 2003, revenue from bonus bids has fluctuated from year to year relaled to
lease sale aclivity. For example, since fiscal year 2003, revenue from bonus bids has fluctuated
from a peak of about $521 million in fiscal year 2005, when bonus bids made up 49 percent of
the total revenue generated from coal leases, fo a low of $116 million in fiscal year 2010, when
bonuses comprised 13 percent of total revenue.

Figure 8: Bonus and Roya'ty Revenue Generated from Federal Coal Leases, Fiscal Years 2003-

2012 (2013 dollars)
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mmmmmmahm|umnummummwumummm not shown
Based on our analysis of BLM data on coal lease sales, BLM accepted $6.4 billion in total bonus
revenue for the 107 tracts leased since 1990, with total bids ranging from $5,000 to more than
$800 million for a lease tract. In addition, successful bonus bid amounts for coal leases varied
across states, with bonus bids received in Wyoming showing the grealest increase since 1990
when compared to the other 7 states with aclive federal coal leases. Successful bonus bids for
lease sale tracts in Wyoming ranged from $0.04 to $1.37 per ton of coal, after adjusting for
inflation, and generally increased from 1990 1o 2012. In comparison, successful bonus bids in
Colorado bids ranged from $0.02 te $0.55 per ton and slightly increased from 1990 to 2012 and
in North Dakota all successful bonus bids were $100 per acre in nominal dollars, the minimum
bid BLM can accept for a lease tract, and did not vary meaningfully over time when measured
on a per fon scale. In other states, trends in bonus bids ware not discernable due to variation in
the successful bids over time or there being too few sales in these states. According to officials
from coal companies we spoke with, bonus bids for federal coal |eases depend on many factors,
including coal quality. mine type (e.g., underground or surface mining). and the price of coal at
the time of the sale.

Even when coal quality, mine type, and price are similar, successful bonus bids can vary greatly
because of cther factors. For example, mining conditions in Colorado and Utah are similar in
several respects—most mines are underground, the energy content of the coal being mined
generally exceeds 11,500 BTUs per pound of coal, and coal prices were in a similar range from
1990 to 2011.* Yet, the total bonus bids accepted by Colorado since 1880 have been about
$22 million less after adjusting for inflation, than those accepted by Utah despite the fact that
Colorado has leased out almost 76 million tons more coal than Utah. When asked about the
differences in total bonus bids, BLM officials reiterated that differences in conditicns affecting
coal marketability across these states, such as access to transportation options and proximity of
customer base, make direct comparison of bonus bid values across these states difficult.
Specifically, BLM officials told us that most of the ccal produced in Utah is consumed locally by
power plants in state. Therefore, transponation costs would generally be lower and the resulting
bonus bias higher as the proximity to the customer would be considered an advantage. In

"an1mbzon.wnmmmuwmhmmrmmnsmuzwm-mum
coal prices ranged from $21 1o $35 per ton.
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contrast, much of the coal produced in Colorado needs to be transported out of state and may
incur transportation costs that would result in a lower bonus bid.

Rents. Rents, which are set at $3 per acre, are aiso collected annually from federal coal leasing
tracts, but comprise an insignificant amount of the revenue stream.™ In fiscal year 2012, $1.4
million in rent revenue was generated from federal coal leases, composing 0.1 percent of the
annual revenue related to coal.

BLM's Implementation of the Fair Market Value Process Lacks Sufficient Rigor and
Oversight

BLM's guidance offers flexibility in how to estimate fair market value, and BLM state offices vary
in the approaches they used to develop an estimate of fair market value. Some state offices
use both the comparable sales and income approaches in their appraisals while others rely
solely on the comparable sales approach and may not be fully considering future market
conditions as a result. In addition, we found that BLM did not consistently document the
rationale for accepting bids that were initially below the fair market value presale estimate and
some state offices were not following guidance for review of appraisal reports. Furthermore, no
independent review of appraisals is taking place, as is recommended by commonly used
appraisal standards, despite Interior having expertise that could be leveraged to do so.

BLM's Guidance Offers Flexibility in H i Value

According to BLM guidance, the goal of BLM's appraisal process is “to provide a well-supported
estimate of property value that reflects all factors that influence the value of the appraised
propedy,” and it gives state offices flexibility in how they do s0.° BLM's guidance lays out two
approaches to develop an estimate of fair market value—comparable sales and income—but
does not say that both approaches must be used.”' Under the comparable sales approach,
bonus bids received for past sales are used to value the tract being appraised. Adjustments

* 44 Fad. Reg. 42584, 42647 (July 19, 1879), codified as amended at 43 C.F R. § 3473.3-1(a)

OBLM, H-3070-1 E E ion of Coal Properties, p |7

“"There is also a third appraisal approach called the cost approach. Under this approach, the value of a property is
appraised based on the cost fo rebuild or replace the improvements on it For example, the valua ol a property with a
house on it could be based on the cost 10 rebuild the house, less any dep ion that has The cost

approach is generally not used to appraise minerals becauss most of their value is tied to the mnomls themselves
and not captal improvements.
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may be made to these comparable sales based on how the characteristics of these past lease
{ract sales compare fo the lease tract being appraised. For example, if a past lease sale
involved coal that had lower heating content than the lease tract being appraised, BLM might
conclude that the current tract should have a higher fair market value than the bonus bid
received for this past sale. In contrast, under the income approach, the revenues received from
seliing the coal and costs to extract it are projected into the future and this net revenue stream is
discounted back to the present. The resulting net present value of this revenue siream
becomes an estimate of the fair market value for the lease tracl. See table 2 for a summary of
methods used and information needed for the comparable sales and income approaches.

Table 2: Summary of Approaches BLM Uses to Estimate Fair Market Value for Federal

Coal Lease Tracts

Bonus bids paid in prior coal lease

Characleristics of lease tracls sold in

« Coal quality (heating content value,
sulfur content, ash content)
« Type of mining to be used (surface

«  Physical characteristics of mining
(i.e., depth to deposit, seam

«  Market conditions at time of sale.

App pp methods and steps Information needed
Comparable saltes approach Uses past sales prices of coal tracts to
astimale fair market value for tract being  sales.
appraised.
Compares characiéristics of past lease prior transactions, such as:
fracts (o fract being appraised to identify <  Time of sale
the most applicable sale(s) for use in the
analysis, and determine if any
adjustments shoukd be made te past
sales prices or underground)
Reconciles, as necessary, results of the
most applicable sale(s) and uses these thickness)
resulis to estimate the fair market value
[ncome approach Estimates flure net revenues from the

sale of coal extracted from the lease tract
using annual costs and revenue
projections over the penocd of time that a
depesit is expected 1o be mined, which
could b= more or less than 20 years,
comesgonding to the length of ime that
leases are initially issuved for.

Discounts, or converts, the fulure net
revenue streams back 1 a single number
{0 the prasent—referred to as the net
prasent value. (BLM's guidarce
suggests using a 10 percent real
discount rate to determine this net
pragent value. )

Uses the calculated net present value of
the projected after-tax net revenue of the
mine operation fo estimaie the fair
market value of the lease tract.

Determine whether and how ta
incorp inty ding

Mine plan for the lease Iract based on

geclogic and engineering data.

Lease development plan and coal
production schedule based on the mine
plan.

Coal price projections.
Anlicipated capital and operating costs,

taxes, and other expenses for extracling
the lease tract's coal.
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future market conditons into the
analysis.

Tource GAD summary of B.U purdance

BLM's guidance states that the comparable sales approach is preferred to the income approach
when similar comparable sales are available because it is assumed that this method will provide
the best indication of value. When comparable sales are not available, the guidance states that
the income approach is a viable alternative, but the guidance highlights the uncertainty
associated with using the income approach. This uncerainty stems from its reliance on
projections of future market conditions, such as demand for coal, coal prices, and the costs to
exiract the coal. The guidance also provides examples for how the results of the comparable
sales and income approaches can be used together. For example, information from
comparable sales can be used as a comparison point for results from the income appreach. In
addition, results from the income approach can be used to adjust past comparable sales.
Specifically, if the net present value of the tract being appraised is less than the net present
value of a past lease sale, a conclusion can be made that the tract being appraised is less
valuable than the past fease, and a numeric adjustment can be made to the actual sales prices
of the past lease sale to accound for this difference.*

BLM State Offices Differ in Their Appraisal Approaches, and Some Qffices May Not Be Fully
Considering Future Market Conditions As a Result

During our interviews with BLM officials. we found that BLM state offices use different
approaches to develop an estimate of fair market value of coal leases, and we confirmed this
during our case file review. For example, for lease sales in Wyoming, Montana, and New
Mexico, ** the BLM state offices use hoth the comparable sales and income approaches, based

“Adjusting comparable sales using the results of the incame appraach can be done using the aritimetic and/or
proporiional approach. In the arithmefic approach, the net present value of the comparable salie is subtracted from
the net present value of the tract being appraised. This differerice is then added to the actusl safe price of the
cornparable sale. In ihe proporfional approach, the net present value of the tract being appraised s divided by the
net present value of the comparabie sale, and this adjustment facter is ihen mukiplied by the actuall sales prics of the
comparable sale fo adjust if.

“The Montana/Daketas state office federally cwnied in Mentara, South Dakota, and North Dakota.
There are nci any federal coal [eases in SOum Dakota. The New Mexico slete office oversees federally owned
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on our review of case files. Moreover, the BLM Wyoming state office goes a step further to
numerically adjust its comparable sales using the results of the income approach. In contrasl,
for lease sales in Colorado, North Dakota, Oklahoma, and Utah, the BLM state offices have
generally used just the comparable sales approach in recent years. For the two |ease sales we
reviewed in both Alabama and Kentucky, one of the sales used both approaches, whie the
other used just the comparable sales approach. When using the comparable sales approach,
BLM state offices generally only used sales information for coal sales that occurred in their
state. (See appendix |l for specific information on the approaches used for the lease sales that
we reviewed.)

BLM officials in some state offices said that they did not have the resources to perform
appraisals using the income approach. In paricular, the income approach may require the help
of an economist, and some BLM state offices do not have an economist on staff. For example,
officials in both the Utah and Colorado state offices said they did not have economists on staff.
For this reason, the Utah BLM office recently contracted with a firm to help them perform the
income approach for a lease under consideration. However, BLM headquarters officials told us
that the income approach did not require an economist and that some mining engineers in state
offices could perform appraisals using this method. Officials in cther state cffices said they
could not justify using the income approach due to the market for coal in their states. For
example, they said thal most coal mining in Oklahoma involves privately held coal and a bonus
bid is not required 1o obtain the rights to mine the coal, while in North Dakota bonus bids offered
as part of private sales have generaily been less than or equal 1o the $100/acre minimum
required for federal coal leases. When using these private sales as comparable sales, BLM
officials in these states concluded that the minimum bonus bid of $100/acre should be the
estimate of fair market value. BLM officials told us that if they did not set fair market value at
this level, the coal on the federal lease tracts would be bypassed and never mined.

The reliance solely on the comparable sales approach among certain BLM state offices
contrasts with the recommendations of officials from appraisal organizations we spoke with, who
generally supported using both the comparable sales and income approaches when conducting
mineral valuations. Representatives from three U.S. appraisal organizations told us that the
income approach can provide helpful information and should be used along with the comparable

minerals in New Mexico, Oklahoma, Kansas and Texas. There are no federal coal leases in Kansas or Texas
according to BLM officials.
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sales approach. “ Specifically, the income approach can serve as a check on the results of the
comparable sales approach. In addition, we reviewed general appraisal standards in the United
States and industry-developed standards for mineral valuation in Canada and Australia, as
identified by appraisal organizations we spoke with, and found that mineral valuation standards
in Canada were the most prescriptive in terms of using multiple appraisal methods.
Specifically, the Canadian standards require that more than one appraisal approach be used
unless justification is provided, and these standards recommend use of both the income and
comparable sales approaches.® All of the standards we reviewed stated that appraisal reports
should indude a discussion of the rationale for the appraisal approaches used, as well as the
rationale for any approaches not used. Similarly, representatives from one of the appraisal
groups we interviewed said that if only a single approach is employed, the reasons for doing so
should be documented and justified. According to BLM's guidance, officials must document the
rationale for choosing a certain appraisal approach in the appraisal report, but during our review
of case files, we generally did nct find this rationale documented in states where one approach
was used. In contrast, appraisal reports prepared for lease sales in New Mexico, North Dakota,
Montana, and Wyoming contained explanations for the appraisal approaches they chose o use.

Because the income approach examines estimates of future market conditions while the
comparable sales approach focuses on past coal lease sales, BLM state offices that rely solely
on the comparable sales approach may not be fully considenng current or new trends in coal
markets when estimating fair market value. This is particularly true if a state office is using
comparable sales from a ime during which market conditions were different. During our case
file review, we found there were several comparable sales used that were over 5 years old.

““We spoke with officials from Appraisal Institute, the App | Foundstion, and the A Instifute of Mineral
Appraisers.

““These standards included the Uniform Standards of Professi d by the Apprai
sumsonwm-Appruwroumwnmmum.usum,mummwsum-umw
Lands Acy prepared by the | gency Land Acquisition Conference in the United States, Standards and
G for Valuation of Miners! Properties prepared by the Canadian | of Mining, Metallurgy, and
Petroleum, and the Code for Technical A and Vi ion of Mineral and Py Assets and Secuntie.

for pe Expert Reports prep. by several groups, including the Australasian Institute of Mining and
Metallurgy.

“Special Commities of the C of Mining, Metallurgy, and P on Valuation of Mineral

Pr St and lines for of Mineral Prop: (Feb. 2003). These standards are required
by the Toronlo Stock ge, and tobe in mineral valuations required by regulatory bodies
in Canada
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One official from an appraisal organization fold us that he would hesitate to use comparable
sales that were older than 5 years because of changes in market conditions.

During our case file review of 31 selecied |ease sales, we found four lease tracts in three states
where the bonus bid offered was below the fair market value presale estimate, but BLM
accepted these bids after additional consideration was given to them.*” In total, the accepted
bonus bid amounts related to all four tracts was more than $2 million below the presale estimate
of fair market value. Three of these sales occurred in the 1990s, and one occurred in 2007. As
outlined in BLM's guidance, bonus bids below the presale estimate of fair market value may be
considered as long as the bid is above the minimum bonus bid requirement of $100 per acre,
among other factors. Furthermore, BLM's guidance allows for additional information to be
considered or additional analysis to be completed as part of a postsale review process to
address technical erors or in cases where appraisal standards are not met. BLM's guidance
states that postsale analysis be documented and any revised fair market vaiue be reviewed, but
does not clearly describe what postsale documentation is needed. According to BLM
headquariers officials, this postsale analysis must be documented and a new estimate of fair
market value needs to be completed and reviewed. We did not, however, find this
documentation in the case files we reviewed for these four sales. Specifically, we found no
documented evidence of a single, revised fair market value estimate against which to compare
the bids. The files contained general statements aboul additional information that was
considered during the postsale review process, such as changes in mining plans or changes in
coal prices. in each of the four cases, BLM found that the respective bids fell within an
“acceptable range of values™ close to the initial presale fair market value estimate, and, as a
result, BLM determined in each of these cases that the bid should be accepted. Without better
documentation of these decisions, including specifying the revised fair market value estimate
and clear justification for the revision, BLM has not demonstrated that the accepted bids met or
exceeded the fair market value estimate as required under the Mineral Leasing Act.

We also found inconsistencies in the appraisal reporis prepared as part of coal lease sales. In
particular, some states consistently updated past comparable sales for inflation while others did

"Fo:md-vnmmmmumumnumovmododbLM‘spmannﬂmo"u
marke! value for 26 lease sales. For one of the two lease sales we reviewed in Utah, no bids were received.
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not. For example, we found instances where the Montana/Dakotas and New Mexico state BLM
offices used comparable sales that were more than five years old, but did not adjust them for
inflation. In contrast, the Colorado, Utah, and Wyoming BLM state offices generally updated
sales that were more than 5 years old for inflation. BLM headquarters officials told us thal past
comparable sales should be adjusted for differences in market conditions over time. State
offices also varied in the number of comparable sales they consulted when using the
comparable sales approach. For the 31 lease sales we reviewed, the number of comparables
used in the appraisal ranged from a low of 2 to a high of 10 comparable sales.

In addition, we found instances where BLM did not fully document its estimate of fair market
value. Specifically, we found three related lease sales in Oklahoma where a formal appraisal
repori was not prepared to justify using the minimum bid amount of $100/acre as the estimate of
fair market value. In the case file, there was discussion of the general market for coal in
Oklahoma, including the fact that private coal sales did not invoive upfront payments, such as
bonus bids, but there was no description of the methods used to develop an estimate of fair
market value. A BLM official said that he believed comparable sales were reviewed to
determine that the fair market value estimate would be below the minimum bid value for these
leases, but this was not documented in a formal appraisal report.

i Follow i i for Reviewing Appraisal Reports and
Currently There Is No Independent Review of Appraisals

From our review of 31 case files, we found differences in the appraisal review process used by
different state offices, and in some cases, states had not followed BLM guidance. According fo
BLM guidance, appraisal reports must be signed by three BLM officials—the chief of the
regional evaluation team, a qualified mineral reviewer, and the deputy state director—to ensure
technical accuracy of the fair market value estimate and conformance with BLM's appraisal
guidance. The chief of the regional evaluation team is an outdated position that no longer exists
because BLM no longer leases coal on a regional basis, but the guidance has not been updated
fo reflect this. BLM headquarters officials said they expected that the mineral appraiser's
signature would take this official’s place. However, we found that appraisal reports were not
consistently signed by the three officials, and there was no mechanism in place to ensure that
this review was taking place. While appraisal reports in Wyoming were signed by three
officials—the mineral appraiser, mineral reviewer, and deputy state director—other state offices
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had appraisal reports that were reviewed and signed by a single official * For example, two
appraisal reports in Colorado were signed only by the branch chief of solid minerals, while in
Alabama one appraisal report was just signed by an economist. Of the two appraisals we
reviewed for lease sales in Kentucky, one was signed by only an economist, and one was not
signed at all. Without clear guidance on who is supposed o be reviewing reporis and
consistent reviews by these officials, BLM does not have assurance that proper oversight is
taking place in all state offices responsible for coal leasing.

Currently, review of appraisal reports takes place primanly al the state office level, and there is
no review by an independent third party outside of BLM state offices. In its review of the coal
leasing procedures in 1884, the Linowes Commission concluded that periodic independent
review of coal activities by a group with clear independence from the coal leasing program was
desirable. Furthermere, both the Uniform Standards of Professional Appraisal Practice and the
Uniform Appraisal Standards for Federal Land Acquisition note that independent appraisal
review is an important tool for ensuring that the valuation estimate is credible. BLM
headquarters officials currently have a very limited role in reviewing appraisal reports prior to a
lease sale, and they told us that headquarters officials receive copies of between 5 and 10
percent of appraisal reports prior to a lease sale occurring. These officials told us that they are
provided with these appraisal reports so that they can participate in sale panel meetings where
BLM considers whether to accept bids for lease tracts. BLM headquarters officials do not sign
off on these reporis or provide comments o the state officials during the period when the
appraisal reports are being developed. As a result of not reguiarly reviewing all appraisals, BLM
headquarters officials were unaware of some of the differences in appraisal practices and
documentation issues that we found across BILM state offices.

In addition, BLM is not currently taking advantage of a potential independent third-party reviewer
with appraisal expertise within Interior, specifically, the Office of Valuation Services. The Office
of Valuation Services, established by secretanal order in May 2010 and recrganized in Interior's
Cepartmental Manual in June 2011, is responsible for providing real estate valuation services to
the Department’s bureaus and offices, including “appraisals, appraisal reviews, consultation
services, and mineral evaluation products for Department and dient agencies.™® Within the

“App reporis prepared in the Wyoming BLM state office also contained a signature by a fourth official the
branch chief of solid minerals.

*Interior Deparimental Manual, Part 112, Chapler 33 (June 1, 2011).
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Office of Valuation Services, the Office of Mineral Evaluation is responsible for providing mineral
evaluations for Interior's bureaus and offices, according 1o the Departmentai Manual. Because
the Office of Mineral Evaluation is a small office with about 6 staff, it is not feasible for this office
to take over the mineral valuation function for the entire coal |easing program, according lo
officials in this office, nor would it be practical given the knowledge and expertise that state and
field BLM staff have regarding coal in their respective regions. Rather, officials in this office said
they were amenable to helping SLM in other ways by, for example, providing independent third
party review of appraisal reports, which is critical for ensuring the integrity of the appraisal
process. Without additional oversight of the appraisal process by an independent reviewer,
BLM is unable to ensure that its results are sound, key decisions are fully documented, and that
differences we noted across state offices are warranted.

BLM Considers Coal Exports to Limited Extent When Estimating Fair Market Value and
Does Not Consider Domestic Reserve Estimates Because of Their Variable Nature

BLM considers coal exports to a limited extent when developing an estimate of fair market value
and generally does not explicitly consider estimates of the amount of coal that can be mined
economically, known as domestic reserve estimates. In the few state offices that did consider
exponts, we generally found the same generic statements in appraisal and economic repons
1hat stated in general terms the possibility of future growth in coal exports, and there was limited
tracking of exports from specific mines. As a result, BLM may not be factoring specific export
information into appraisals or keeping up to date with emerging trends. Reserve estimates are
not considered due to the variable nature of these estimates according to BLM officials.

sociated Reports

BLM's guidance states that appraisal reports should consider specific markets for the coal being
leased, and that “export potential” may be considered as part of the appraisal process. The
export potential for coal from a particular mine can be influenced by several factors, including
the quality of the coal and whether there is a transportation system nearby than can ship the
large volume and weight of coal to a port for export.® Some coal mines, such as thase in

“*Due to its volume and weight, most cosl is transported in the United States by train.
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Wyoming's Powder River Basin, are part of a national coal market, and in 2011, Wyoming
mines shipped coal to 34 states in the United States according to EIA data®' Other mines
supply coal only 1o neighboring power plants, known as mine mouth operations, meaning that
their export potential is limited and exports would not factor into the fair market value estimation,
according to BLM officials.

In our review of BLM case files for 31 coal lease sales, we found that coal exports were
generally mentioned in appraisal and economic reports for the 13 federal lease sales held in
Montana and Wyoming. Mines in these states exporied 17.7 million tons of coal in 2011,
according to EIA data, or about three quarters of the total amount of coal exported from western
states *? Exports from these states represented less than 2 percent of total U.S. coal production
and about 17 percent of total U.S. exports of coal in 2011.® Of the 13 Montana and Wyoming
case files we reviewed, one provided specific export information for the mine that was adjacent
to the lease tract being appraised. This appraisal report, which was prepared for a lease tract in
Montana, provided detailed information from IHS Global Insight and Wood Mackenzie, two
private providers of information on coal ** In addition, we found that economic and appraisal
reponts in Wyoming typically contained generic boilerplate statements about the possibility of
coal exports in the future and the uncenainty surrounding them, rather than specific information
on actual or predicted coal exports—even for proposed lease tracts that were adjacent to mines
on federal leases that are currently exporling coal. Wyoming BLM officials told us that coal
exports made up such a small portion of {otal production from Wyoming that they did not believe
it was necessary to provide specific information on exports in their economic or appraisal
reporis. Wyoming BLM officials told us that future appraisal reports may provide more specific
export information if exports became a more significant issue, but they did not identify a
threshold for including it.

S'EIA, Annuai Coal Distribution Report (Washington, D.C: 2011)

"mzon.mammmmmnzmm“wcmmwmmd.s
million tons, These export amounts may include coal from mines that are no! on federal coal leases. EIA, Annual
Coal Distribution Report | ington, D.C., 2011)

Ny 2011, coal exporls from states east of the Mississippi River lotaled about 84 .3 million tons or about 79 percent of
total ccal exports from the United States. As mentioned earlier, there is little federal coal leasing east of the
Mississippi River.

*|HS Globat Insight is a firm that provides comprehensive economic and financial information an countries, regions,
and industries. Wood M. ie provides industry and analysis on anergy and minerals incdustries around the world,
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We generally did not find menticn of coal exports in the other states with federal coal leasing
activity: Alabama, Colorado, Kentucky, New Mexico, North Dakota, Oklahoma, or Utah.* State
BLM officials in these states told us they did not consider exports when estimating fair market
value because there were few or no coal exports from their state. However, we found an
example in Utah where the lease tract was adjacent to a mine that, according to EIA data, was
exporting coal, but the appraisal report did not mention coal exports. EIA officials told us that
they recently began collecting mine-level information on coal exports and received a request
from one BLM state office for these data. BLM state and headquarters officials generally lold us
they were not aware that EIA collects these data. Similarly, Wood Mackenzie has mine level
data on coal exports, but not all state BLM officials were aware that this information was
available to them through a BLM subscription. By not tracking and considering all available
export information, BLM may not be factoring specific export information into appraisals for
lease tracts that are adjacent to mines currently exporting coal or keeping abreast of emerging
trends in this area

BLM officials said that they examine projections of fulure coal prices during the appraisal
process, and these projections would account for exports. However, only the income approach
for appraisals explicitly considers future prices, so the state offices that use only the comparable
sales approach would not explicitly factor export potential into their fair market value
assessments. Two states in particular—Colorado and Utah—have coal exports from mines on
federal leases, but generally use the comparable sales approach to estimate fair market value,
therefore their fair market values would not explicitly reflect the potential impact of coal exports.

BLM officials told us that they are aware that some coal companies plan to export more coal in
the future but voiced some concern aboul weighting these plans too heavily in estimating fair
markel value because major port infrastructure upgrades are needed on the west coast to
handle increased coal exports. Several stakeholders with expertise in coal markets that we
interviewed shared this view. In addition, the International Energy Agency said it is difficult to
predict future coal exports from Wyoming's Powder River Basin to countries such as China

“mmawmmmmmmmmnmmmmmwum
exports as parl of this sake. In order to delermine the impact of exports on fair market value, the Utah state office
coniracted with a private firm
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because of a lack of infrastructure in place to handle exports and the uncertainty of market
conditions.*

BLM officials told us that BLM does not consider domestic coal reserve estimates during the fair
market value process.®” One reason they gave was these estimates can vary greatly
depending on market conditions. Reserve estimates reflect the amount of coal that can be
economically recovered at a given point in time; as a result, these estimates can change as coal
prices fluctuate and mining technologies advance. For example, USGS estimated reserves of
10.1 billion tons in the Gillette coal field of the Powder River Basin at a sales price of $10.47 per
fon in 2007 * but changed this estimate 10 18.5 billion tons when prices rose to $14.00 per ton
in March 2008.%° A more recent USGS assessment estimated that there was 25 billion tons of
coal that can be economically recovered in the entire Powder River Basin at the time of study,
but notes that "mining costs and coal prices are not static as both tend to increase over time."
The report goes on to state that “if market prices exceed mining costs, the reserve base will
grow (the converse is also true)."

Some BLM officials told us they dc not consider reserve estimates when estimating fair market
value because the United States has ample coal supplies to meet demand over the next twenty
years, the time horizon that BLM uses when evaluating coal lease-by-applications. For
example, EIA estimated that the United States has over 120 years of coal reserves, at the time
of its most recent Annual Energy Outlook in April 2013. While BLM does not cansider reserve
estimates explicitly, those BLM state offices that prepare an economic report as part of

*“International Energy Agency, Caal Medium-Term Market Report, 2012. Market Trends and Projections fo 2017,
(2012).

“'Coal resarves are different from coal resources. To be dassified as raserves, cosl must be considered
economically producible at the ime of classification Coal reserves are a subset of ccal resources,

*The Gilletle coal field is the largest producing coal field in the Powder River Basin

*James Luppens et al, USGS, Assessment of Cosl Geology. Resources, and Reserves in the Gilletie Coalfield,

River Basin, (Reston, VA : 2008) Spot market prices for Powder River Basin coal were
$10.5510n as of Apnl 2013, according tc EIA. Spot prices are prices received on very short term contracts, generally
lasting a few months in length.

©USGS, Assessment of Coal Geology, Resources, and Resarve Base i the Powder River Basin, Wyoming and
Montena (Reston, Va.: 2013).
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eslimating fair market value examine future demand and price projections for coal, which impact
reserve estimates as mentioned previously.

BLM Provides Limited Information on Federal Coal Lease Sales to the Public

BLM generailly provides limited information on federal coal lease sales to the public.
Environmental documents produced as part of the NEPA process and required coal lease sale
announcements are the primary source of detailed written information made available on coal
lease sales. The amount and type of information provided on websites vary by state office, with
the most comprehensive information of the websites we reviewed provided by the Wyoming
BLM state office. In addition, BLM does not typically make documents used to estimate fair
market value publicly available due to the sensitive and proprietary information they contain,
although its guidance states that a public version of the appraisal document should be prepared.

Some | th Docume! Coal Lease Sale
Announcements

BLM provides some information on coal lease sales in environmental documents developed to
meet NEPA requirements and in lease sale announcements. BLM is required to share these
documents with the public, and these documents are made available for review in public reading
rooms in relevant BLM state and field offices and are also typically available on BLM's websites
during the period of leasing activity. These environmental documents include environmental
assessments and environmental impact statements,”” which evaluate the likely environmental
effects of leasing and mining the proposed lease tract. These documents generally include
information on the Jease applicant, mining methods at the existing operation, alteratives
considered, and anticipated environmental effects. For example, an environmental assessment
for a recent coal |ease in Montana included an overview of the mine’s history, the mining
methods used at the site, the mine’s layout, and information on potential effects of alternatives
considered. |n addition to environmental documents, a decision document summarizing the
results of the process and agency decision regarding the lease sale is also issued.”

g impact are more of the proposad project and j P

10 envi and are required If a project would likely signifi affect the envi

“ror a record is used; for impact a record of decision
is issued.
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BLM is also required to announce forthcoming coal lease sales in the Federal Register and a
newspaper in the area of the lease tract. These announcements typically include general
characteristics of the |ease tract up for sale, such as the size of the tract, and the amount and
qguality of the coal being offered, including its estimated heating value, ash and moisture
content, and the thickness of the coal beds. In addition, the announcements list the applicant
and potential use of the tract, such as whether it will be used to extend existing mining
operations or the tract’s location adjacent to more than one existing mine. The announcement
also notes where interested stakeholders can view lease sale details including bidding
instructions, terms and conditions of the proposed coal lease, and case file documents, typically
available for review at the relevant BLM state office.

BLM websites are another way that public information is released on the leasing program, but
we found that it was difficult to locate this information on some of BLM's websites that we
reviewed and the amount and type of information shared across the websites that we accessed
in May 2013 varied (see table 3). For example, BLM headquariers’ website contains general
information on the federal coal leasing program, but does not include information on past or
upcoming federal coal lease sales or link to relevant BLM state or field office websites. BLM
officials told us that they attempted to provide general information on past lease sales on the
headquarters website in 2010, but were unable to obtain state BLM offices’ verification of the
data, which stalled the effori. Five of the six state offices do not maintain information on past
lease sales on their websiles, although officials in BLM headquarters and two state offices also
told us they have provided this information upon request. All six state offices that manage lease
sales, at a minimum, publish lease sale announcements in the Federal Register, which is
searchable via the internet, and based on our review of BLM websites and interviews with BLM
officials all but one of the state offices issue press releases with iease sale results that are
highlighted for limited periods. in addition, during our review of BLM websites we found that five
of the six state offices keep environmental documents related to lease sales on their websites
during the time of lease sale activity.
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Table 3: Summary of Federal Coal Leasing Information Contained on BLM Websites
BLM office website and states  Colorado  Eastern "Mortana/  NewMexico  Utah BLM Wyoming

B8LM States BLM  Dakotas BLM BLM (Utah) BLM
(Colorado) (Alabama,  (Montana.  (New Mexico,
Kentacky) North Oklahoma)
Dakota)

Number of coal tracts leased 20 13 1 12 — 8 3
since 1990
General information on the - ¥ 'l =
federal coal loasing program’
Lease sale results announced L] v v -
in press release
Envronmenal Sacuments " Shpel Semas kilkide LA B
linked on website (during time
of lease sale
Final environmental documents - - - - = v
maintained on website
Summary informaton from past - - - <~
laase saies maintained on

TOUrcE: GO anaiyas of UL wwbatet sciwvoad ey 2073 ancl riermews wi) B o
*Links to genecal information on primary coal wehsite pages wore considered as being contained on BLM website pages.

Of the six state office websites we reviewed, the Wyoming state office provided the most
comprehensive information on the federal coal leasing program, including results for all coal
lease sales in the Powder River Basin since 1990. For each lease sale this websile had
information on successful bid amounts, associated coal volume and coal quality, and links to
environmental documents. Wyoming BLM officials told us that they had this information on their
website because they receive regular inquiries from the press and public on coal leasing in the
Powder River Basin. In contrast, the New Mexico state office had no coal leasing information
on its website. New Mexico BLM officials told us that there is nol much public interest coal
lease sales in the states of New Mexico and Oklahoma which they oversee, and requests for
this type of information are kmited to inquines from mining companies.

Making electronic information available to the public is a position supported by the Office of
Management and Budget (OMB) and has been demonstrated by other agencies. Specifically,
OMB guidance directs federal agencies o use electronic media lo make government
information more easily accessible and useful to the public.*® In addition, we have previously
reported on the importance of federal programs allowing users 10 easily access and use

*OME Circular No. A-130.
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information on websites ** BLM's federal oil and gas onshore leasing program maintains a list
of planned lease sale auction dates on the headquarters ievel website, along with summary
results from recent lease sales by state. Without standard information on BLM websites, federal
coal leasing activity is difficult to track by the public and access to publicly available documents
may be hampered.

L VUL VIARE SORPVILS Iseiated
ich Is | nt with Some P

BLM's guidance states that a public version of the appraisal report that deletes all proprietary
malerial should be prepared for each lease sale, but BLM has not been following this
guidance.® According to officials from BLM state offices, a public version of appraisal reports is
not prepared as a standard practice in the six BLM offices managing the coal lease sale
process. According to some BLM officials, they do not prepare this public version because they
are concerned about the potential release of proprietary and sensitive information these reports
contain and the impact this could have on the bidding process.®

BLM's guidance also states that the “fair market value appraisals and estimates can be released
to the public upon request where the high bid has been accepted,” and further states
“information and analyses documents used to derive released fair market value estimates are to
be released to the public upon request” after these documents have been "modified o exclude
proprietary information ™’ 8LM has interpreted this guidance to mean that the agency has the
discretion to determine whether to release these reports in a redacted format. For two Freedom
of Information Act (FOIA) requests received in 2011 for reports used to determine fair market

%GAO, Agriculturai Chemicals: USDA Could Enhance Pesticids and Fertilizer Usage Data, !np«woommand
Mrmﬂamuwu GAO-"«VMW D .C: November 4, 2010), and GAO, Medicare.

on the Pre Drug Benefit Could Be improved, Wd(\mmhgm
oc May 3, zooa)

PBLM, H-3070-1 Et Evatuation of Coal Properties p. V-4.

MBLM officials noted that fedaral officers and empl : W or
{ bwmmw-muwwumupwam

could result in cnminal penalties.

“BLM, M-3070-1 ic Evaluation of Coal P p. V5.
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value of coal leases,* BLM initially withheld all fair market value documents until Interior's
Office of the Sclicitor advised BLM to provide redacted d nts in response to an appeal
filed in one of these cases.® In its response to this FOIA appeal, Interior's Cffice of the Solicitor
agreed that BLM has discretionary authority to disclose this information and noted that BLM's
guidance “does not require the BLM to release 'fair market value appraisals and estimates’ to
the public and, instead, merely notes that it ‘can’ do so.” In the end, BLM provided redacted
appraisal reports to this FOIA request, which we reviewed. These documents included a
description of the approaches BLM used to estimate fair market value, the number of
comparable sales that were considered, and background information on the mining operation,
but the fair market value estimate was redacted along with the supporting analysis behind this
number. As of June 2013, BLM was in the process of responding 1o another request for fair
market value documents received in 2012.

BLM headquarters and state office officials consistently told us that it is critical that the sensitive
information in lease sale documents not be released publicly so that the integrity of the sealed
bid process can be maintained. For example, if companies were to obtain the specific
comparable sales used for a past lease sale, this information could lead them to reduce their bid
for a future lease sale so that it is closer to the fair market value estimate, according to BLM
officials. But there are differing views within the agency on the extent of information that should
and could be shared. For instance, BLM headquarters officials told us that they are open to
releasing additional information on federal coal leasing, including making redacted appraisal
reports available. In contrast, Wyoming BLM officials told us they were not comfortable making
any additional information on the fair market value process available such as redacted appraisal
reperts. They told us that, in their opinion, considerable information is already available in
documents that must be prepared as part of the process, such as environmental impact
statements, public notices, and detailed statements on how to bid. They also told us most
people are interested primarily in lease sale results, which Wyoming BLM makes available on its
website. Wyoming BLM officials also said they are concerned that by making additional
information available, including redacted appraisal reports, some important information might be
shared that would result in reduced bids on future coal lease sales. The Wyoming BLM officials’

*oub. L No. 86-487 (1966), codified as amended af 5 USC § 552. FOIA requires federal agencies 10 provide the
public with access 1o g records and i on the basis of the principles of cpenness and
accountability in government

*The other requester did not appeal BLM’s decision.
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point of view stands in conflict to BLM's guidance that additional information in the form of public
versions of the appraisal report should be prepared and the Office of the Solicitor's
determination that FOIA does not allow BLM to withhold entire documents relating to the
estimate of fair market value in response to FOIA requests when portions of these documents
contain information that is not protected from disciosure and should be released.

Conclusions

With about 40 percent of the nation’s coal produced from federal coal lease tracts in recent
years, the federal coal leasing program plays an important role in the nation’s energy portfolio.
In managing the leasing program. BLM is required to obtain fair market value for coal leases.
Because there is typically little competition for federal leases, BLM plays a critical role in
ensuring that the public receives fair market value for the coal that is leased. However, we
found differences across SLM state offices in the approaches they use 1o estimate fair market
value and the rigor of these reports. Moreover, BLM state offices are not documenting the
rationale for choosing their approach for the appraisal process.

Adequate oversight of the fair market value process is critical to ensuring that its results are
sound and properly reviewed. However, BLM's guidance is out ot date and officials are not
reviewing and signing appraisal reports in accordance with BLM's guidance. Withoul a
mechanism to ensure consistent reviews by three officials, as prescribed by the guidance, and
independent third party review, appraisal reporis may not be receiving the scrutiny they
deserve.

BLM's guidance allows for additional information and analyses to be considered as part of the
postsale review process, which could result in a lower revised fair market value estimate and
acceptance of bids below the presale fair market value estimate but above the revised estimate.
The guidance calls for such decisions to be fully justified and that a revised fair market value be
clearly documented and reviewed. However, we found instances where BLM's justification to
accepl such bids was not adequately documented. Without proper documentation of these
decisions, adequate oversight cannot take place, and BLM does not have assurance that
accepted bids were in compliance with the Minerals Leasing Act.
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Coal exports make up a small but growing praportion of total U.S. coal production, yet BLM
state offices were generally not tracking the export activity for mines on federal leases and were
including only generic statements about exports in their appraisal reports, and some state
offices were not routinely including export information in appraisal reports. Moreover, BLM
officials were largely unaware of the various sources of mine-level information about exports,
such as the information that EIA recently began to collect and the information collected by
private companies. By not fracking and considering all available export information, BLM may
not be factoring spedific axport information into appraisals for lease tracts that are adjacent to
mines currently exporting coal or keeping abreast of emerging trends in this area.

BLM state offices are not following agency guidance because they have not prepared public
versions of appraisal reports, and there is a lack of agreement within the agency on the extent
and type of information related to the estimation of fair market value to be shared in response to
public requests. Without updated guidance and a consensus, there may continue 1o be a
disconnect between BLM's guidance and its standard practice of not releasing this information
publicly. Finally, BLM provides little summary information on its websites on past lease sales or
links to sale-related documents. Having additional information online could increase the
transparency of federal coal leasing program.

Recommendations for Executive Action

We are recommending that the Secretary of Interior direct the Director of the Bureau of Land
Management to take the following seven actions:

To ensure that appraisal reports reflect future trends in coal markets, BLM should revise its
guidance to have state offices use both comparable sales and income approaches to estimate
fair market value where practicable. Where it is not practicable to do so, the rationale should be
documented in the appraisal report.

To ensure that appraisal reports receive the scrutiny they deserve and are reviewed by
spedified officials, BLM should take the following actions:
« update its guidance so that it reflects the current titles of officials who should review
appraisal reports;
« develop a mechanism to ensure that state offices are reviewing and signing appraisal
reports consistent with the guidance;
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* develop a process for independent review of appraisal reports and work with the Office
of Valuation Service to determine its role, if any, in this process.

To ensure that all accepted bids comply with the Minerals Leasing Act by meeting or exceeding
BLM's estimate of fair market value, BLM should update its guidance 1o specify the
documentation needed for postsaie analyses in instances where a decision is made to revise
the fair market value estimate and accept a bonus bid that was below the presale estimate of
fair market valye but above the revised estimate. Such documentaticn for postsale analyses
should include the revised estimate of fair market value, the rationale for this revision, and
review of this decision by appropriate officials.

To ensure that appraisal reports reflect the current siate of export aclivity for mines on federai
leases, BLM headquarters should develop guidance on how to consider exports as part of the
appraisal process and identify potential sources of information on coal exports that state offices
should use when conducting appraisals.

To eliminate the disconnect between its guidance and BLM state office’s practice of not
releasing appraisal documents to the to the public, BLM headquarters, state office officials, and
Interior’s Office of the Solicitor should come to agreement on the exient and type of information
related to the estimation of fair market value that should be shared in response to public
requests for this information and make sure that its guidance reflects this consensus.

To make electronic information on the coal leasing program more accessible to the public, BLM
should provide summary information on its websites on results of past lease sales (e.g., amount
of coal offered, coal quality, bonus bids received ) and status of any upcoming coal lease sales
along with links to sale-related documents.

Agency Comments
We provided a draft of this report to the Department of Agriculture, the Department of Energy,
and the Depariment of Interior for review and comment,

As agreed with your office, unless you publicly announce the contents of this report earlier, we
plan no further distribution until 30 days from the report date. At that time, we will send copies of
this report to the appropriate congressional commitiees, the Secretary of Agriculture, the
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Secretary of Energy, and the Secretary of the Interior and other interested parties. In addition,
the report will be available at no charge on the GAO website at hitp.//'www.gaoc.gov.

If you or your staff members have any questions about this report, please contact us at (202)
512-3841 or fennelia@gac.gov. Contact points for our Offices of Congressional Relations and
Public Affairs may be found on the last page of this report. GAO staff who made major
cantributions to this report are listed in appendix VII.

Sincerely yours,
Anne-Marie Fennell

Director,
Natural Resources and Environment
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Appendix |. Objectives, Scope and Methodology

Our objectives were to examine (1) federal coal leasing, including the number of tracts leased,
along with the trends in associated coal production and revenues generated since 1990; (2)
Bureau of Land Management's (BLM) implementation of the process to develop an estimate of
fair market value for coal leases, (3) the extent to which BLM considers coal exports and
domestic coal reserve estimates when developing an estimate of fair market value; and (4) the
extent to which BLM communicates information on federal coal lease sales to the public.

To provide information on trends in federal coal leasing under the first objective, we analyzed
data from BLM's LR2000 database—used by BLM to track federat land and mineral resources
including coal-—and summarized federal coal lease sale activity and bonus bids accepted from
January 1, 1890 to December 31, 2012 For each lease sale where a bid was accepted and the
tract leased. we analyzed data including: lease sale date, tract acreage, the amount of offered
coal, number of bids received, and winning bid amounts. We also analyzed data on coal
production and revenues generated from federal coal leases from fiscal years 1990 1o 2012
from the Department of the Interior’s Office of Natural Resources and Revenue (ONRR), which
is responsible for collecting and distributing revenues associated with federal mineral leases
including federal coal leases. We used ONRR sales year revenue data, which includes current
fiscal year data and adjusted or corrected transactions for sales that took place in previous
years because this type of data was identified by ONRR as best for trend analyses. To
complete our analysis, we adjusted both BLM bonus bid data and ONRR revenue data to 2013
dollars using the gross domestic product price index.

We conducted interviews with BLM and ONRR officials regarding these data and reviewed
documentation on their data systems. We found that some of the revenue data initially provided
by ONRR prior 10 2003, in particular the bonus, rent, and other income data, had gaps resulting
from a data system conversion the agency underwent and was not reliable for use in our
analysis. ONRR ultimately provided updated bonus data for this period, but they did so late in
our review process, and we were unable to determine its reliability. We determined that all other
ONRR data including royalty and production dala from 1990 to 2012, as wel as BLM federal
coal leasing data, were sufficiently reliable for describing trends in the federal coal leasing
program.
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To examine how BLM implements the process to develop an estimate of fair market value, we
reviewed applicable regulations and BLM's guidance for the coal leasing program, including
BLM's H-3070-1 handbook, titled Economic Evaluation of Coal Properties. We also interviewed
BLM officials in headquarters and state offices on how they implement these regulations and
quidance. Specifically, we interviewed officials in the following BLM state offices because they
are the only state offices involved in federal coal leasing at BLM: Colorado, Eastern States,
Montana/Dakotas, New Mexico, Utah, and Wyoming.! We also spoke with officials in the
Casper Field Office who are directly involved In coal leasing activity in the Powder River Basin
In addition, we reviewed other appraisal standards developed by appraisal organizations in the
United States and appraisal standards used in other countries. These standards included the
Uniform Standards of Professional Appraisal Practice prepared by the Appraisal Standards
Board in the United States, the Uniform Appraisal Standards for Federal Lands Acquisitions
prepared by the Interagency Land Acquisition Conference in the United States, Standards and
Guidelines for Valuation of Mineral Properties prepared by the Canadian Institute of Mining,
Metallurgy, and Petroleum, and the Code for Technical Assessment and Valuation of Mineral
and Pelroieum Assets and Securities for Independent Expert Reports prepared by several
groups, including the Australasian Institute of Mining and Metallurgy. We examined these
standards to see whal they said about cerlain aspects of an appraisal including required
documentation and review processes. To learn about appraisal practices for mineral properties,
we also spoke with appraisal officials, including officials from the Appraisal Institute, the
Appraisal Foundation, the American Institute of Mineral Appraisers, and an official involved in
the development of the Canadian standards for mineral valuation mentioned above. In addition,
we spoke with officials from Interior's Office of Valuation Services, which is responsible for
providing real estate evaluation services to the Department of the Interior's bureaus and offices.

We selected and reviewed a non-random sample of case files prepared by BLM officials as part
of 31 recent coal lease sales using a data collection instrument we developed. The sample
included all reports for |ease sales that generally took place from January 1, 2007 to July 31,
2012. This non-random sample cannot be generalized to all coal lease sales held, but rather
has a focus on recently prepared files. However, the results of this sample provide illustrative
examples of the coal leasing process used and the documentation prepared. We requested the
following documentation from BLM for these lease sales if they had been prepared: appraisal

The Eastem States office oversees activities in the eastern half of the United States There is currently coal leasing
activity in Alabama and Kentucky. The New Mexico state office also oversees leasing activity in Oklahoma
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report, economic report, engineering report, geologic report, and tract modification report. As
part of our review, we examined 147 documents that were prepared for these 31 lease sales.
For those states that did not oversee two lease sales from January 1, 2007 to July 31, 2012—
Alabama, Kentucky, New Mexico, North Dakota, and Oklahcma-—we examined their two most
recent lease sales.” In the end we reviewed case files for 11 lease sales in Wyoming. 4 lease
sales in Colorado, three lease sales in both Oklahoma and New Mexico, and two lease sales
each in Alabama. Kentucky, North Dakota, Montana, and Utah.® To ensure that our data
collection instrument was filled out comrectly, two GAQ staff bers reviewed the provided
documents: one filled out the data ccllection instrument the first fime and the other verified this
work. We conducted follow-up interviews with BLM state offices to discuss both general
questions our review raised about the processes used (o estimale fair market value in each of
{he BLM states, and details related fo specific cases we reviewed,

To determine the extent tc which BLM considers coal exports when developing an estimate of
fair market value, we used our case file review to examine what types of information BLM
provided on experts, if any. For those files that did contain information cn exports, we
compared the wording used to describe exports across the various reperts to see what kind of
information was provided. We also used cur interviews with BLM officials at headquarters and
state offices to learn about the information they consult in estimating fair market value and the
information on coal exports from the Energy Information Administraticn (EIA) and other publicly
available documents, such as financial statements of mining companies. We also spoke with
knowledgeable stakehclders about future projections for coal exports, including National Mining
Association, International Energy Agency, and other officials from academia and industry.

To determine the extent to which BLM considers reserve estimates, we interviewed a variety of
BLM cfficials at the headquarters and state office level to determine if reserves were
considered. In addition, we examined available reserve information from the United States
Geological Survey (USGS) and spoke with USGS officials involved in making these estimates.

‘w.mmmmwmuwnm--mmmumumwumwm
tracis that wers heid on the same date

’ondnmhnunmmmuummmwu«. All of the cther lease sales received at
least one bid.
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We also obtained perspectives from stakeholders from academia, industry, and environmental
organizations.

To examine the extent tc which BLM provides information to the public on coal lease sales, we
analyzed BLM's policies for making information publicly available, including BLM’s H-3070-1
handbook. We alsc reviewed BLM websites related to federal coal leasing, and reviewed a
sample of environmental documents that are made publicly available during the coal leasing
process. We obtained data from BLM on Freedom of Information Act (FOIA) requests made for
fair market value information prepared for federal coal lease sales. We also reviewed copies of
request letters and BLM’s response to these requests, including redacted versions of fair market
value documents made available in response to the only FOIA request where BLM supplied
these documents. We interviewed BLM staff, industry representatives, and conservation and
environmental groups to get their perspectives on the information made publicly availabie on
federal coal leases.

Finally, we conducted site visits to Colorado and Wyoming. During these visits, we met with
officials in BLM state offices in Colorado and Wyoming, and we alsc met with officials in the
Casper Field Office in Wyoming. In addition, we met with a coal mining company and toured a
large surface mine in Wyoming and met with a professor of econemics at the University of
Wyoming's School of Energy Resources. We selected these stales because they have different
types of mining that take place—generally surface mining in Wyoming and underground mining
in Colorado. In addition, we selected Wyoming because of the large amount of federal coal
leasing activity in the state.

We conducted this performance audit from June 2012 to July 2013 in accordance with generally
accepted government auditing standards. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings
and conclusions based on our audit objectives. We beli that the evid obtained provid
a reasonable basis for our findings and conclusions based on our audit objectives.
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Appendix i: Federal Coal Lease Sales, 1990 2012 SaleDale  Lease Serial Acres Associsted Mine Type of Mine  Estimated  No. of Totsl Bonus Bid  Bonus  Successful Bidder
Number Name amount of  Qualified Accepted  par Ton Bid per
This appendix presents daia on all federal coal lease sales by state that were conducted from January 1, 1990 through December Mh-o‘. Bids Bonus Bid  (nominal Acre
31,2012, Table 4 provides information on the lease tract characleristics (areage, iype of mine, and ameunt of coal) along with the (1000 tons)*  Received (nominal  dolars)  [nominal
loase sale resulls {1 oftids Bones 434 sccepled. and name of Skiden. 125/1996  COC 054508 2000 Foldel Creek  Underground BnEw 1 T A L R 1 Twentymile Coal Co
301998 COC 060041 185 King Underground T 64 1 $19.752 8003 $101  Natonal King Coal
Table 4: Federal Coal Lease Sales, J 1990 gh [ 2012 FAI@000  COC D61367 4444 Eik Creek Underground 20020 1 38720667 S04z $1963  Oxbow Mining Inc.
$A1R000  COC 061200 3211 Bowie Number 2 Undarground 32,800 1 $10,334.186 3032 $3216  Sowe Resources L
Sak Date  Lease Serisl  Acres Associsted Mine Type of Mine  Estimated  No, of Total s.m;m 'l:nn Successiul Bidder 724001 COC 062820 1305 King I Underground 7048 1 $366. ) 304 King Coal
Number Name amountof  Qualified Accepled  per Tou per 004 COG 06BsI& 1620 McClane $2005,000  $026  S1358 Central Appalach
coutleased  Bide ooy i R oL 7 TOC 066514 1 Canyon Underground 8365 2 $2.008, $135¢ mw—
e Pt "'"",_.,; —— "...,'"‘"'l FAR0GE  COC 067011 691 West Ekk Underground 2300 1 FiaTaed  $0.08 $278  Arch Coal, Inc., ArK
Lang Co.
Ahbame 101272006 COC 067514 200 FodelCreek  Underground 77001 V525,000 3028 52620 Twentymie GoalCo.
67121990  ALES 041888 8% River King Surtece % 1 $21.101 $0.13 264 River King Energy VaAR007  COC 067233 1617 West E Underground 14,000 3 “$3025000  $022 $1984  ArkLand Co. >
TN21991  ALES 043165 5440 YeRowCresk  Undeiground 24600 1 $1.300880  $0.05 202 '»-;;‘:‘:H §/30/2007  COC 068590 1407 Colowyo Suface 1 $15,106600 8014 $9.317 Colowyo Goal Co. LP
Wi ALES 044653 1610 Shoal Creek Underground 2.065 i 3330000 $0.0¢ 308 aﬁa e n coce 500 Foidel Croek Undergreund 1400 1 390000 3025 3700 Twentymie Coal Co.
1672012 COC 07081 W Creek Underground 3560 1 T 3000264 8025 $1,354  Oxbow Mining LLC
RT0%  ALEG 046811 40 Mary Les Underground 191 i $7785  %00¢ BT Ca.ine @Za012  COC 074219 400 Sage Cresk  Undergiound 3 TSE00000  $025  $2000 Sage Creek Hokings.
Number 1 we
8211097  ALES 047888 40 Oak Mountain  Unéerground 500 i $4223 3000001 $103  Oak Min. Energy LLC Kentuchy
s "”:' TNWI000 KYES 041396 180 Bell Co Number Underground 900 3 $196000  $0.22 31,088 Apolo Fusl
SATT0T ALES TSN 20T NorhRiver — Undeepround oRe VI WA W Plisbury & idwsy T RES GGy 03 S e % Tdergind . 960000 $00¢ 5300 Apowerunl
0. " 3 4
Colorade —_ .. Saneat KYES 04303 187 Camp Number2  Underground 900 1 310,658 002 $100  Peadosy
36000  s002
427799 COC 049405 193 Underground 1000 2 3101560 §0.10 $526 Nabonal King Coal TR RIERGQIe o BgrwiNmbe  Undeproud 400 1 . s0.02 $100  Welmore Coal
28991 COC 051551 1280 8,700 1 3656640 $0.08 $513  Western Fuels 8011993 KYES 045088 181 Number 80 Underground 500 1 $19.005 5004 $105  Loeco
TGN COC 063510 1340 £ Creek Underground 16,300 T 31025998 #0.10 3786 SomensetMinng VATR006  KVES 051005 1310 Beechionk Undarground 7900 7 01005 5007 $ii4  Biedsos Cosl Lesving
12/19/1992  COC 053356 522 Bowie Number 2 Underground 2800 1 $52,178  $0.02 $100  Cyprus Orchard Valley n
10771093 CCC 053560 544 Fowel Cresk ‘Underground 3600 1 357,225 $0.02 $105  Cyprus Western 112006 KYES 050213 §98 Cnas Number4  Underground 92 1 $47.250 006 $150 Chas Cosl LLC
1141943 COC 054558 __ 1012 " Underground 14,000 1 3803520 8008 $794__ Mountmin ComlCo. LLC Montans
51501895 COC 058447 2770 West ER Undergroune 37.000 1 $5408,035  $0.17 $2.314 Mountain Coal Co. LLC 661999 MTM 080607 1401 Rosebud Surface 27,600 1 34415000 3016 33150 Westem Energy Co.
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Number of  Qualified Accepted  per Ton Bid per
coal leased Bids Eonus Bid  (nominal
(1000 tons)"  Received (nominal  dollars)  (nominal
1" MTM 088405 150 Spng Surace S 7 R #-,rmm_ﬁ.n 11,601 Spnng Creek Coal Co.
WAT/2007  MTN 094378 1118 Spring Creek Suriace 708 600 7 19,602 200 ) I CTreex Coal Co.
2282012 MTM 097968 2680 Bull Mountains Suface 35,500 7 $10650000  $0.30 33074 nergy
Mine No. 1 LLC
New
Gl NMAS 1 3082 g Surface 19600 i ~S1671.063  S008 4610  Sakt River Project
i 7 3380 S River Eurface 10,000 1 $799680  S008  §230  GakRiver Projedt
117172000  NMINM 088144 4454 San Jusn “Underground 63,000 T 13,000 000 1 T San Juan Coal Co
s
123190 NDM 078887 180 Freadom Surface 2,500 1 $16,000  $001 $100  Colesu Properties Co.
BA/1904  NDMOB1SS82 763 Frasdom Surface ) 1 $73,300___ $001 3100 Coteau Properies Co.
32617987 NDM 086616 158 Freedom T Suface 1,750 1 315900  $001 $900  Fakrk Mining Co._
3201997 NDM 085537 S0 Coteau Surace $10 1 T see 8002 "$900  Cotesu Properties Co.
085517 309 Freedom " Suriace 5610 i $35,300 3001 3100 Colesu Properties Co.
V20T NOW 085815 79 Freedom Surtace 2000 T T $8,000  $0.004 $307  Coteau Propertes Co.
W301998  NOW 086601 350 Beulsh Surface 6210 T 336,000 3001 $900  Hnife River Comp.
503 Freedom Surtace T000 1 350,260 3001 F100  Coleau Propertes Co.
12102002 NOM 001647 @0 Falurk Surface 200 1 84000  $0.01 $100  Falkirk Mining Co.
272006 NOM 091535 5334 Freedom Surface 80,000 1 $533.400  $0.01  $100  Colenw Propemes Co.
S/12/2000 DM 095104 320 Center 3300 T 32,000 $0.004 3100 CoslLTD
1018720080 160 Center Surface 3000 1 18,000  $00 N 17D
Oklahoma
111471994 OKNM 081580 400 Shady Point Underground E) 1 ¥ 30 14 FarrelCooper Mining
1M Heavener Surface 1228 1 $281,388  s0.02 :vw—f&m....—m..
T84 3 1,187 i Wﬁ'—?—mm
Se,
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SaleDate  Lease Serial  Acres Associsted Wine Typeof Wine  Estimated  No.of Total Bonus Bid  Bonus Successiul Bidder
Number Name amountof  Qualified Accepted perTon  Bid per
coal leased Bids Bonus Bid  (nominal Acre
{1,000 tons)*  Recelved (nominal  dollars)  {nominai
1141964 OKNM 0891980 3420 Pollysnna Sutace 16320 1 ﬁﬂ’w
Number 8 North
7 Surtace 138 T §10000  90.07  $111  Georges Colliers inc.
311887 OKNM 120 Roc Surface 4300 1 $261816  $008  §118  Fanel-Cooper Mining
61472005  OKNM 108087 2380 McCurtam T 70,088 H $1%
Co.
FaZ005  OKNM 107020 2702 Buldm Surece 200 F m
0142005 OKNM 104763 660 Liberly Number & Surface 3.087 1 37,620 3003 $108 ::vmnm.
Tan
i ) 7,090 7 $1626360 3020 8768 Cyprus Westem
$20M900  UTUOBB060 533 Abardeen Underground §.800 1 $1654776 3019 $1.773  AMCA Coal Leasing
BA0000  UTUDBAITS 2631 Trel Meuntain  Undarground 72,200 7 1034 32320 Beaver Cresk
Tar61883  UTUDS8082 2079 Oenwal, Grandall Underground 16,600 1 810, 1279 esources.
Canyon Notth Inc.
FA91998  UTUOBG8IS 2177 Dugoul Canyon  Underground 12,700 7 32667000 8021 31235 Sage PomiCoal Co.
#30/998  UTU 067938 3201 Bkyine Underground 24,100 ] $5600,000 8023 §1.702 uco-ﬂhimmv
281996  UTU 073875 2208 Willow Creek L — 25,100 1 £S5 023 $22% gp.-
wine
UTU 074804 1280 Uncergrouna 5300 ] $315,000 5008 3244 Whae OskHoraon
T0HWO  UTUO7B188 7172 Suleo Urdergrourd 80000 1 315,900,000 3026 32,35 WLW
TITFA01  UTUO/SS62 1646 West Miige Unzergroura LI 1 $11.450000 9077 38 681 ::—m
@A2003  UTU 078983 §A0 Genwal, Crandell  Underground 7630 1 36561000  $088 87457 Andalex Resources,
Canyon South Inc.
S T . O 7 X O .-
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SaleDmte  Leads Serial  Acres Associated Mine Typeof Mine  Estimated  No.of Total Bonus Bid Bonus  Successiul Bidder Sale Date u.-lnu Acres Associated Mine Typeof Mine  Estimated  No.of Total Bonus Bid Bonus  Successiul Bidder
Number Name amount of  Qualitied Accepted  per Ton Bid per Name amountof  Qualified Accepted  perTon Bid per
coal leased Bids Bonus Bid  (rominal Acre coal leased Bids Bonus Bid Acre
{1,000 Wns)' Recelved [nominal  dollars)  (nominal (1,000tons)"  Recelved (nominal  dollars)  (nominal
dollars) dollars) AN,
ine. 1 WYW 150210 2369 Nodh Antelops Surtace 34 677 1 $260,143,785 62 $126254 BTU Westerm
B82006  UTUDBIAS3 1760 Aberdeen Undeeground 14900 1 32818000  $0.18 $1.600  Andalex Resourcas. Rochele R Inc.
Ing. 192005 WYW 164595 3242 Drdger [ 32,145 1 36050861  §0.22 $3.100 T"‘%M =
8/172006 UTU 084285 214 Deer Creek Underground 325 1 $96.000 3030 3459 PACIFICORP 2AB2006  WYW 151134 2813 School Creex Surface 327,186 2 $317897510  $0,67 $T12060 BTU Wastern
232008 UTU 085038 120 Emery Deep Underground 589 1 $£201,500 $0.36 $1680 Consolidavon Coal Resources. Inc.
Wyoming B/52007  WYW 160394 1359 Black Bute Surface 1,200 1 426820 300002 §1,736 Coal
9201990 WYW119608 61 Swanson Underground 300 1 328611 $0.19 $I63  LoaCodl = 202008 WAW 156132 1438 Cagle butie Suface 265,000 T SIS0 00 57T STF459 Foundation Coal West
SRG1981  WYW 117924 1709 Jacobs Ranch Surtace 902,800 1 $20,110457  $0.20 $11.770  Kerr McGee i S > ™
BZISE2  WYW 118907 3403 Siack Thunder Surtace 481,000 1 $71,288 842 $0.15 $20587 Thunder Basin 42212008 WYW 174407 2900 Corgers Rej Surface 68900 1 $250 800 000 $087 $86,476 Cordero Mining Go.
WINISRZ  WYW 119554 3084 Noh Antelope Surtace 370,000 ] S86S85 560 S04 $28.300  Powaer Kver T2R2008  WYW 154412 44h Gorders Rop Surface 4057 1 948008424 3048 $107.071 Cordero Miming Co.
Recholle SA1G011_ WYW 183340 Surtace 1 7. $085 _ $104.920 Antelops Coal LLC
71883 WrW 122588 453 Rocky Sulte Surace 55,000 ) $16500001  S030  $36621 Norhwessm 8152011 1 1908 Antelope Surface 6355 1 $46 311,500 $028 $25836 Antelope Coal LLC
32011 WYW Caballo Suface 7% $210648 060 $095  $126.050 O
WE1G9E  WYW 124783 1059 Eagle Butie Surface 95400 g SIBAT0450 S0.41 17438 AMAX Land Co bl e ey ay 2 RN B el
NZANSSE  WYW 128322 617 Antelope Surface 60,364 1 $9054600  50.15  $14.670 Antelope Coal Co. B11772011  WYW 172667 1024 Belle Ay Surtace 130 190 2 $143417406  $1.10 _ $140067 AlbhaCoslwest
W2511097 WYW 127221 Wz North Rachela Surface 157,610 1 $30 576 340 $0.19 $20633 Triton 121472011 WYW 174596 1§77 Black Thunder Surface 222878 1 $300,001,012 $1.35 $151,76% Ark Land Co.. South
G/30/1908  WYW 130142 4224 Nortn Antelope Sutace 532,000 ] $100 596 50 $0.21 $26,045  Powder River Cosl Co. SHIRIZ WYW 176005 3243 :m-w Surtace 0183 7 S4B 031864 3111 $137.536 BTU Western
R buchelle Resources
TO//998  WYW 138458 3540 Black Thunder Surface 42000 2 $158000009  $036 $44.663  Aroh Conl €2812012  WYW 173408 6384 Nomh Anteiope Surtace A% 1 318 190 $i244 Viesiern
201906 WYW 130976 5208 EN Mountain Surface & 85780 1 EiesTase  s0os $I76  AmLand Co. wuw Resowces
. : -
WI2000 YW 141435 2818 Antsiope Surtace 6677 1 $91220,121  $033 $32363  Kennecot Energy
V2002 WYW 148744 4082 Jascbs Ranch Surface 5752 2 $379504,852 8071 376,171 Kennecoll Energy Wt e o WYW 154598 wnmmmuuhhh—mhm—b’ For WYW 154595 leass ¥act and lease
C202004  WYW 154001 2067 Norh Aveiope Surface 297 468 7 AT 087 WZTI0 Feasoar 81U Wewarn "'"'""',;“',;:"""“""""""'"“'“‘ TR Aty ""“""""‘"'""""""""""‘"""""""':_
Rochelle evources. Inc. Pilars for structural FeS30NE IN &% LNGArGraURS Mine. wummmmmmmmmnmn-ﬂ-
2272008  WYW 150318 5084 Siack Thunder Sutace 718718 ] 3010999950 3085  §120.183 An- Tand u conaicar s secaitve iformesn.
1171712004 WYW 151634 021 Buckskin Surface 742,608 L] $42809400  $0.00 $46.473  Kiewkt Mining Greup
2152004 WIW 151843 2809 Antelope Surface 194,861 3 3145311000 3075 $52,084  Ardwlope Coal Co.

Page 53 GAD-13-536 Coal Leasing Page 84 GAO-13-586 Coal Leazing




DRAFT

Appendix I Summary Information from File Reviews of Selected Federal Coal Lease Sales
This appendix provides information on the 31 federal coal lease sales we reviewed ihat generally look place from January 1, 2007 to
.Wﬂ 2012. For those BLM state offices thai did not conduct two lease sales during this time, we reviewed their Iwo mos! recent
salos. Specifically, nmmbumwum1mmcu) Kentucky (2 files), New Mexico (3 fies),
MDM(! file), and Oklahoma (3 files)."
Reports that are relevant to the determination of falr market value include;

. mmmwﬂmmuwmdmumhnm-duummmmm
the coal, s heating content.

. mmmmmmummmmmumaum«mm
capital equipment necessary 1o carry oul mining activities,

*  economic reports, mkhommmmhﬂwmmmsum

* appraisal reports, which document the fair marke! value for the lease tract, along with an explanation of the methods used to

devaelop this number.
utmmmmmaummnummummmm Fo-mtphlhu"“m
economic report would ‘was nol used to determine fair marke! value. However, BLM guidance
m“wmhmwlﬂ.
For the files we fable 5 by lease iract on the amount of coal invelved in the sale, types of reports
prepared as part of the sale, fair marke! valse used, and with epon review requiremaonts.

Table 5: Summary Information on Coal Lease Sale Files Reviewed

[ |
o
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Page 56 GAO-13-588 Coal Leasing




OAO-13-588 Coal Leasing

Page S8

wr : :
ﬁ:mm_?:ma_ P rr:mm b1 1
i s ! s
_m : : s :
&
mu : : ; ;

i s ; s ;
all 5 b :
11
dl W
| B 8 o4 W
I k : :
wwmwu ol o le sl s ;
bobaihs shi s LALALEG B o o vl o
Bl bl boblbb b s
mm 3 b b e e e le e ke s
Mﬁm gl e e e b :
_wm” sl sl el ol :
_uﬁmf s s sk BB RE ¥
I
i i _r i w AHIA w_
ATTIT N
B s bbb klbsbkkeb :

GAO-13.586 Coal Leasing

Page 57
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Appendix VI: Comments from Department of the Interior Appendix VIi: GAO Contact and Staff Acknowledgments

GAQ Contact:
Anne-Marie Fennell, 202-512-3841, fennella@gao.gov
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this report.
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