Royalty Management Program
Transmittal Sheet

Document ti tle:
AFS Payor Handbook—Solid Minerals, Chapter 10

Release No.: 1.0

Transmittal No.: 2

Dated: 07/16/97

For further information, contact:  Cynthia Smith-Wells, RVD, (303) 231-3561

Explanation of material transmitted:

Release 1.0 of the AFS Payor Handbook—Solid Minerals, Chapter 10, dated 10/26/92, provides
information concerning coal product valuation. All other parts of the AFS Payor Handbook—Solid
Minerals have been replaced by the Solid Minerals Payor Handbook, Release 1.0, dated 02/20/97.

David S. Guzy [original signature on file]

Chief, Rules and Publications Staff

Filing instructions:



AFS Payor Handbook

Solid Minerals
Chapter 10

Royalty Management Program

U.S. Department of the Interior

M Minerals Management Service
Royalty Management Program



AFS Payor Handbook
Solid Minerals
Chapter 10

Royalty Management Program

Release 1.0

October 26, 1992

Written by:

Solid Minerals Valuation and Reporting Branch,
Royalty Valuation Division

Prepared by:

American Management Systems
Operations Corporation, Inc.

under Contract No. 14-35-0001-30550

U.S. Department of the Interior
Minerals Management Service
Royalty Management Program



The use of trade names does not constitute
endorsement by the U.S. Department of the Interior.




AFS PAYOR HANDBOCK- - SCLI D M NERALS

10. COAL PRODUCT VALUATI ON

10. COAL PRODUCT VALUATION

10.1 Introduction

The M neral s Managenent Service (MVS), Royalty Managenent Program
gﬁmma, within the Departnment of the Interior (DO), iIs responsible
or ensuring that all revenues from Federal and I|ndian m neral
leases are efficiently, effectively, and accurately collected,
accounted for, and disbursed to the appropriate recipients in a
tinmely manner and in accordance with existing |aws, regulations,
| ease terns, orders, and notices. The MV5 is al so responsible for
provi di ng support for technical |ease nmanagenent functions.

Federal and Indian royalties are reported and paid to the MBS
Audi ting and Fi nancial System (AFS) using the Report of Sal es and
Royalty Rem ttance, Form MVG-2014. A Payor Information Form (Pl F),
For m MV5- 4030, nust be submtted for each Federal or Indian m neral
| ease on which royalties are paid to AFS. The payor handbook was
initially devel oped to assist the royalty payor 1 n preparing these
forms. Detailed instructions for conpleting and submtting the PIF
and Form MVB-2014 are given in chapters 1 through 9, of this
handbook, dated August 31, 1990.

Effective imediately, use of the Report of Sales and Royalty

Rem ttance—Solid Mnerals, Form MVS-4014, has been di sconti nued.

Data previously reported on the Form MVS-4014 should now be

Egported on the Report of Sales and Royalty Remittance, Form MVG-
14.

RDYaIties are based on the anount or val ue of production renoved or
sold from the |ease. To clarify and detail royalty valuation
procedures for Federal and Indian coal production, MVB issued new
royalty valuation regulations in Title 30, Code of Federa

Regulations (CFR) Part 206 (54 Federal Re%ister (FR) 1523,

January 13, 1989), effective March 1, 1989. The purpose of this
chapter of the payor handbook is to clarify these regul ati ons and
provide exanples for determning the value of production for
royalty conputations in accordance with those regulations. Each
royalty payor is responsible for the proper valuation, for royalty
pur poses, of Federal and Indian production.

10.2 Arm’'s-Length Contract (30 CFR 206.251)

The definition of arms-length contract is fundanmental to the
proper determ nation of Federal and Indian royalties. Cenerally,
the | essee's royalties are based on the | essee's sales price (gross
proceeds) at the point of first sale, which normally occurs at the
m ne, wash plant, or a destination point of sale. |If Federal or
| ndi an | ease coal is sold, transferred, or otherw se di sposed of
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under circunstances that are not at armis-length, then the | essee
must resort to other valuation nethods set forth by regulation to
properly determne the basis for royalty val ue. However, the
guestion of armis-length contract arises in situations other than
those of gross proceeds. Whet her a transportation or washing
arrangenent exists at arms-length or non-arm s-length affects the
met hod under which the |essee conputes its costs for allowance
conput ati on purposes.

"Armis-length contract” is defined as a contract or agreenent that
has been arrived at in a nmarketplace between independent,
nonaffiliated persons with opposing economc interests regarding
that contract. (The MVS defines "person” as an individual, firm
cor poration, associ ati on, part ner ship, or joint venture.)
Affiliation is determned by the following control test: Oanership
in excess of 50 percent of the voting securities of an entity or
other form of omnershig constitutes control that cannot be
rebutted; ownership of 10 to 50 percent creates a presunption of
control that can be rebutted; and ownership of |ess than 10 percent
creates a presunption of noncontrol that MVS can rebut.

For an entity to make a judgnent as to whether its contractual
arrangenents are arm s-length, a determnation nust be nmade that
the entity is Iegally di stingui shable fromits affiliates, and the
entity and its affiliates have opposing economc interests
regarding its contractual arrangenents. This two-part test nust be
successfullz addressed before a contract can be considered to be
arm s-1 engt h.

The parties to the contract in question nust establish that they
are separate legal entities. The parties nust submt evidence of
separate incorporation, sole proprietorship business, partnershinp,
or joint venture. Because the context of the inquiry is a contract
relating to the sale, transportation, or washing of coal (that is,
relating to the transaction of business), MVS requires proof that
the entity is in fact engaging in a business that 1is
di stingui shable fromthat of the other parties to the contract.

However, recognition as a separate entity does not, in itself,
satisfy the requirenents of an arm s-length contract. The entity
must rebut affiliation under the control test. |If the entity has

ownership or is owned in excess of 50 percent by the other party to
the contract, then, by regulation, control exists and no rebuttal
can be nmade. The entity may rebut control with the other contract
parties when ownership 1s 10 to 50 percent of its affiliate. To do
so, the entity nust denonstrate that its affiliate (and (or) its
joint venture owners) has opposing econom c interest(s))regarding

the coal supply agreenents (contractual relationships et ween
itself and its affiliate. The arm s-length definition clearly
pl aces the burden of overcom ng the presunption of control with its
affiliate upon the lessee. In this regard, the | essee nay present
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any inﬁornation it deens appropriate to overcone the presunption of
control.

For the affiliation test regarding ownership of |ess than
10 percent, considered to be a presunption of noncontrol, MVS may
make a rebuttabl e argunent to presunption of noncontrol. The MV
must establish that either the parties to a coal supply agreenent
do not constitute separate legal entities or the parties to that
coal supply agreenent do not have opposing economc interests
regarding that contract. |If either of these requirenents can be
met by MVS, the contract is be considered as a non-arm s-length
contract.

10.3 Coal Subject to Royalties (30 CFR 206.253)

Al'l coal mned or produced from a lease in accordance with the
Bureau of Land Managenent (BLM -approved Resource Recovery and
Protection Plan is subject to royalty. Royalty nmust be paid on al
coal that is sold, used by the |essee, or transferred to others,
regardl ess of whether such coal disposition occurs on or off the
| ease or mne site. For exanple, if coal is used by the | essee for
space heating, as fuel to dry washed coal, or to thermally dry run-
of-mne (ROM coal, the quantity and value of that coal nust be
reported on Form MMB-2014 and royalties paid on that reported
val ue.

Coal that is determned to be avoidably lost is also subject to
royalty. Such determ nations are made by BLM However, coal that
i's dete{n1ned by BLMto have been unavolidably lost is not subject
to royalty.

| f the coal used, avoidably |ost, or otherw se disposed of by the
| essee is froma cents-per-ton | ease, royalty nust be paid on the
tonnage at the cents-per-ton rate specified in the lease. This
tonnage and royalty would be reported in the sane |line as nornma
sal es using Selling Arrangenent Code 300.

VWhen coal from an ad valorem lease is used by the |essee,
transferred to an affiliate without sale, or determ ned by BLMto
be avoidably lost, a separate |ine nust be reported on
Form MVB- 2014 using Selling Arrangenent Code 200, non-arm s-length
sale. The value of such coal nmust be determ ned in accordance wth
the non-arnm s-1ength provisions of 30 CFR 206. 257(c).

In some instances, the nost applicable valuation benchmark will be
the fifth (30 CFR 206.257(0)(2§(V)), whi ch all ows a net-back nethod
or any other reasonable nmethod to be used. One of many
alternatives avail able, and one that MV w | | nornaIIK accept as a
reasonabl e val uati on nethod under the fifth benchmark, is the use
of the weighted average price of other coal sold from the mne
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under arms-length contracts during the specific sales nonth.
However, it should be noted that if the non-arm s-length sale or
transfer price is greater than the weighted avera%s arm s-1ength
price for that sales nonth, then the non-arm s-1ength price nust be
used for royalty purposes (30 CFR 206.257(Q)). Because 30 CFR
206.257(d)(3) requires lessees to notify MV if the non-arm s-
l ength value is established under criteria other than 30 CFR
206.257 (c)(2) (1), MMB will work closely with the | essee to ensure
that the proper value for royalty purposes is established.

The followi ng exanple illustrates the use of the fifth benchmark by
a | essee whose coal sales are all arm s-length, but who consunes
sone Federal |ease coal for space heating. Royalty is due based on
the quantity of coal consunmed during any royalty period.

Calculation of Royalty Due on Coal Used
Onsite by the Lessee

Coal used = 51 tons

Wi ght ed average price of coal sales

total value of coal sales in nonth + total tons sold
$745, 143. 39 + 36,519 tons

$20. 404266 per ton

Royalty = tons used x wei ghted average price x royalty rate
= 51 tons x $20.404266 x 12.5%

$130. 08

The | essee nust report royalty on the coal consuned on a separate
line on Form MM-2014, using Selling Arrangenent Code 200. The
| essee nust also informMS in witing of this valuation nethod and
the reason for its use (see discussion for 30 CFR 206.257(d)(3) in
sec. 10.10.9).

10.4 Compensation for Unavoidably Lost Coal (30 CFR 206.253(b))

The BLM can, for a nunmber of reasons, determne that coal was
unavoi dably lost at the mne site. Unavoi dabl e | osses al so nay
occur when the coal is transported to a renote point of sale at the
| essee's expense by truck, rail, or conveyor. An acci dent may
occur en route resulting in a loss of nost or all of the coal. In
such situations, the coal |lost may be insured against that specific
| oss under the terns of an insurance policy. The insurance
conpensation received for the loss of coal is royalty bearing at
the royalty rate specified in the |ease docunent. Appl i cabl e
al l owances are pernmtted fromthe insurance proceeds.
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For exanple, a ninin? conpany is transporting coal to a distant
point of sale by rail. The mne |oads a 100-car train (120-ton
capacity per car) for shipnent to the customer. En route the train
is wecked and 50 percent of the coal is lost (6,000 tons). A
common practice for railroads is to insure each train wth a
bl anket policy for damage to equi prment and |oss of transported
product. The railroad receives conpensation for the | oss of 6,000
tons of coal at a rate of $20 per ton. The railroad then
conpensates the mining conpany for undelivered coal at the sane
rate. Assuming all coal was produced from a |ease having an 8
percent royalty rate, and disreParding the all owabl e transportation
cost for Purposes of this exanple, royalty on the coal lost is due
and cal cul ated as shown in the follow ng exanple, part A The sane
procedure would be applied to insurance or another form of
conpensation received for coal unavoidably |ost at the m ne.

| nsurance Conmpensati on Rovalty Cal cul ati on

Part A, Wthout All owance:

6, 000 tons x $20 per ton = gross proceeds = $120, 000
$120,000 x 8% royalty rate = $9, 600

Part B, Wth All owance:
6,000 tons x ($20 per ton - $7 per ton)
$78,000 x 8% royalty rate = $6, 240

val ue basi s
$78, 000

Using this sane exanple, one can assune that if the coal |ost had
been washed, a deduction would be all owed. For exanple, if the
cost of washing the coal |ost was $7 per ton (see section 10.12.7
for washing all owance cal cul ation), that cost may be deducted from
the gross value as shown in the previous exanple, part B.

10.5 Royalty on Previously Mined Coal (30 CFR 206.253(c))

Coal washing operations normally result in loss of coal in the
course of renoving the bone, rock, and shale to produce a clean
coal product. This coal-containing refuse is typically slurried,
conveyed, or trucked to waste ponds or pits, where it accunul ates
over the life of the operation permt. Over tinme, sufficient
quantities of coal -bearing waste material accunulate to warrant the
| essee's efforts to recover and process the waste coal for sale.
Because royalties are normally due on the actual sale of produced
coal, the waste coal was not previously subject to royalty paynent.
However, the subsequent recovery of this waste coal requires
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{oyalty paynent on quantities allocable to the Federal or Indian
ease.

I n nonwashi ng situations, sone mnes doubl e-screen coal, thereby
elimnating coal fines from normal coal sales. Over tine,
substantial stockpiles of coal fines may accunul ate until a buyer
is found. As in the previous paragraph regarding coal washing, the
rejected coal fines fraction did not require royalty payment when
this coal was first m ned and doubl e-screened. However, when the
inventoried coal fines are subsequently sold, royalty is required
on quantities allocable to the Federal or Indian |ease.

The royalty on such recovered coal is based on the rate apﬁlicable
to the original type of mning for the initial source of the coal.
Val ue for royalty purposes is nornmally based on the regulations in
effect at the tinme the coal is mned, or in this instance,
recovered and sol d.

For exanple, coal was originally mned froman underground m ne at
arate of 15 cents per ton. The wasted coal fromthe wash process
went to a refuse disposal area wi thout royalty paynment, and that
| ease was subsequently readjusted to 8 percent. Royalty would now
be due on the sale of that recovered coal at a rate of 8 percent.

Assum ng the sale is arms-length, the value would be based on the
gr oss Proceeds of the arms-length contract. An allowance for the
cost of the original coal washing woul d not be permtted; however,
if the recovered waste coal is subjected to subsequent washi ng, an
al | onance woul d be permtted.

| n anot her exanple, assune that coal was produced from a |ease
havi ng an 8-percent royalty rate and that some coal was unavoi dably
| ost through a washi ng process. I n subsequent years the | essee
obtains a royalty rate reduction to 5 percent, effective at a tine
when the previously unavoidably | ost coal is being recovered from
a waste pond. The |lessee would pay royalty at a rate of 5 percent,
Pecaus? that is the effective rate when the | ost coal is recovered
or sale.

10.6 Coal Quality Standards (30 CFR 206.254(a))

Coal regulations at 30 CFR 206.254(a), effective March 1, 1989,
nodi fied the quality reporting standards for ad val orem coal
| eases. Prior to that tine, |essees that sold Federal or Indian
coal w thout washing were only required to report the heating val ue
of the coal as British thernmal units (Btu) ﬁer pound. Lessees that
washed coal were requested to provide the nunber of Btu's per
pound, percent ash, and percent sulfur of the cleaned coal.
However, wunder 30 CFR 206.254(a), the quality reporting now
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required fromall |eases is the percent sulfur, percent ash, and
nunber of Btu's per pound of coal.

The Production Accounting and Auditing System (PAAS) reports to MVB
both the quantity and quality of coal input to a secondary
processing facility, as well as the processed coal products
produced at the facility. The data should be reported on Form MV5-
4059, Solid Mnerals Qperations Report (SMOR-A), and Form MVB- 4060,
Solid Mnerals Facility Report (SMFR-A).

The SMOR-A identifies the quantity and quality of all raw materi al
produced froma Federal or Indian | ease; specifies the disposition
of raw materials, including sales, transfers, and adjustnents; and
tracks raw material inventories. The SMFR-A identifies quantity
and quality of raw products input to a secondary processing
facility, such as a washer or dryer, and identifies quantity and
qual ity of processed products produced at the secondary processing
facility. The reporting frequency is nonthly or quarterly
dependi ng on | ease ternms, but not |ess frequently than quarterly.
The quality data reported represent the weighted average of a
coal produced, washed, or otherw se processed. The data are not
reported on an individual sales contract basis.

Detailed instructions for conpleting these forns are contained in
t he PAAS Reporter Handbook. To purchase a copy, contact RWP at
(303) 231-3090. For assistance in conpleting the PAAS forns,
contact RWP toll free at 800-548-3094.

10.7 Quantity Reporting Standards (30 CFR 206.254(b))

The regulations at 30 CFR 206. 254(b) require that coal quantity
nmeasurenents be reported to AFS and PAAS I n nunber of short tons.
However, MMV is aware that export sales often neasure sold tons in
metric tons. In situations in which the sale occurs in netric
tons, the | essee nust convert to short tons to report to MVB. The
M5 uses A Dictionary of Mning, Mneral, and Related Terns
(Dictionary) published by DO, Bureau of Mnes (BOM, as the
authority for conversion from nmetric tons to short tons. The
Dictionary defines a netric ton as "a unit of mass and wei ght that
equal s 1,000 kil ograms or 2,204.6 avoirdupoi s pounds."

Fromthis definition, 1 netric ton is equal to 1.1023 short tons.
Lessees should use these conversion factors, as shown by the
foll ow ng exanple, to report netric ton sales to MM in terns of
short tons.

Conversion From Metric Tons to Short Tons

100, 000 netric tons sold
Short tons = 100,000 netric tons x 1.1023
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= 110, 230
Al though not prescribed at 30 CFR 206.254(b), per-ton coa
transportation costs nust be reported based on the transportation
cost per short ton, as shown in the follow ng exanpl e.

Cal cul ation of Transportation Cost per Short Ton

100, 000 netric tons sold
Transportation cost = $20 per netric ton
Cost per netric ton = 100,000 x $20
= $2, 000, 000
Conversion (from previ ous exanple):
100, 000 nmetric tons = 110, 230 short tons
Cost per short ton = $2,000,000 = 110,230 short tons
= $18. 143881

10.8 Royalty Determination Point (30 CFR 206.255(a))

The value of coal is based on the gross proceeds accruing to the
| essee pursuant to an arms-length contract or acceptable non-
arms-length contract, except as ot herwi se  provided in
30 CFR 206. 257 (1991). Because the gross proceeds are nornmally
determ ned under the terns of an acceptable arm s-length or non-
arm s-length contract, the Foint of royalty neasurenment and the
quality analysis are nornmally determned in accordance with the
quantity and quality requirenents identified in the coal supply
agreenent under which the coal is sold. OCoal sales contracts often
speC|fY wei ght determ nation using weigh-in-notion rail scales,
batch load facilities, truck scales, or belt scales. The scales
used for nmeasuring sales quantities may be |ocated at the m ne,
en route to the sales destination, or at the sales destination
The designated point of sale is normally regarded as the point of
roYaIty etermnation or point of royalty settlement. Because coa
sales often involve the sale of production fromseveral |eases, the
| essee is required to determne | ease sale quantities for purposes
of reporting and paying Federal or Indian royalties. Report ed
sales quantities are routinely verified by BLM using m ne surveys,
activity reports, or other production verification techniques.
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10.9 Cents-Per-Ton Leases (30 CFR 206.256)

Coal subject to fixed-rate, per-ton royalty terns is reported on
Form MVB- 2014 using Selling Arrangenent Code 300. Royalty nust be
aid at the rate per ton on all coal tonnage sold, used by the
essee, transferred to an affiliate, determned by BLM to be
avoi dably |l ost, or otherw se di scarded.

Transportation and washing allowances cannot be taken on coal
subj ect to cents-per-ton royalty. Royalty is paid on the nunber of
tons neasured at the point designated under the contract for the

sale of coal. Transportation allowances are not applicable because
transportati on arrangenents do not affect the neasured production
quantity and resulting royalty due. In situations where |ease

production is put throu%h a coal wash plant, the |essor
partici pates somewhat in the cost of washing, because royalty is
paid on the clean coal tonnage output rather than the ROM coal
tonnage entering the wash plant.

When a cents-per-ton |ease is readjusted to an ad valoremroyalty
rate, the | essee may continue to pay the cents-per-ton rate for u
to 30 days on coal that was produced prior to the effective date o

readjustnment and is in inventory on the effective date. The
follow ng exanples illustrate how the royalty rates are applied
when a coal |ease is readjusted. In all cases where a mne

stockpile inventory exists on the effective date of |[ease
readjustnent, a first-in, first-out accounting nethod nust be used
in the transition fromcents-per-ton royalty to ad valoremroyalty.
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Exanple 1 of royalty reporting requirenments when royalty changes
rom cents-per-ton to ad valorem and nines sale exceed mne

I nventory

Al'l coal production fromButte's Coal Conpany cones from Federa

Lease No. Mb0-012345-0. The lease royalty rate is readjusted from
$0.20 per ton to 12.5 percent of value effective JanuarK 1, 1995.

On the effective date of |ease readjustnent, the mne has 50, 000
tons in mne stockpile inventory. January 1995 sales total 60, 000
t ons.

The | essee reports January 1995 royalties by entering two royalty
| i nes. One line is for 50,000 tons sold at the royalty rate of
$0. 20 per ton using Selling Arrangenment Code 300. The other line
reported for January 1995 sales 1s for 10,000 tons sold at the
readjusted royalty rate of 12.5 percent of the gross proceeds using
Selling Arrangenent Code 100 for arms-length sales, or Selling
Arrangenent Code 200 for non-arnis-length sales. Al coal sold
during the followng nonth of February 1995 is subject to the
readjusted rate of 12.5 percent of value and would be reported
using Selling Arrangenent Code 100 (assuming the sale was arm s-
| ength). Figure 10-1 shows the Form MV5-2014 reporting
requi renents.
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Figure 10-1--Royalty Changes From Cents-Per-Ton to Ad Valorem

and Mine Sales Exceed Mine Inventory
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Exanple 2 of royalty reporting requirements when royalty changes
romcents-per-ton to ad valorem and mne sales are | ess than n ne

I nventory

Al'l coal production fromButte's Coal Conpany cones from Federa

Lease No. Mb0-012345-0. The lease royalty rate is readjusted from
$0.20 per ton to 12.5 percent of value effective March 1, 1995. On
the effective date of readjustnent, the mne has 80,000 tons of
coal stockpiled in mne inventory. March 1995 sales total 60,000
t ons.

The | essee reports March royalties by entering one royalty line.
The one line reported is for 60,000 tons at the royalty rate of
$0. 20 per ton using Selling Arrangenment Code 300. The remaining
20,000 tons of coal mned before the effective date of |[ease
readjustnment that remains in inventory nust be reported at the
ad valoremroyalty rate for the April 1995 sales nonth. Royalty is
reported on Selling Arrangenent Code 100 for armis-length sales or
Code 200 for non-arm s-length sales. Figure 10-2 shows Form MVB-
2014 reporting requirenents.
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Figure 10-2--Royalty Changes From Cents-Per-Ton to Ad Valorem

and Mine Sales Are Less Than Mine Inventory
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Exanple 3 of royalty reporting requirements when royalty changes
romcents-per-ton to ad valorem and the m ne produces coal from
Federal and non- Federal | eases

Coal production from Butte's Coal Cbnpany is from both a Federa
| ease and a private fee |ease. Coal mned from each lease is
commingled at the mne facilities in a single stockpile. The
Federal |ease royalty rate is readjusted from $0.20 per ton to
12.5 percent of value effective March 1, 1995 On the effective
date of |ease readjustnent, the mne has 100,000 tons of coal
stockpiled in mne inventory. Production records show that
75,000 tons or 75 percent of the inventory was mned from the
Federal |ease and the remaining 25,000 tons were mned from the
private fee | ease. Coal sales for March 1995 total 80,000 tons.

The | essee reports March royalties by entering one royalty line for
Federal Lease No. M0-012345-0 on Form MVG-2014. The one |ine
reported is for 60,000 tons at the royalty rate of $0.20 per ton.
The reported Federal tonnage is 75 percent of total sales for the
March sal es nonth, which is the proportion of Federal coal to fee
coal that was in the stockpile inventory on the effective date of
| ease readjustnent. All Federal coal reported as sold in Apri
1995 is subject to the readjusted ad valoremroyalty rate. Figure
10- 3 shows Form MMS-2014 reporting requirenents.
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10.10 Ad Valorem Lease Coal Value (30 CFR 206.257)

Lessees that produce coal from Federal and Indian ad val orem coal
| eases that are subject to the MW coal product valuation
regul ati ons nust value that coal in accordance with the provisions
of 30 CFR 206.257. Coal produced from | eases that have specific
valuation terns, or coal that is subject to the specific provisions
of any statute, treaty, or settlenent agreenent between the Federal
or Indian | essor and the | essee, nust be valued in accordance wth
the specific ternms of that |ease, statute, treaty, or settlenent
agreenent . However, the specific valuation provisions of any
| ease, statute, treaty, or settlenment agreenent govern only to the
extent of the inconsistency that exists between |anguage of the
| ease, statute, treaty, or settlenent agreenent and the regulatory
provi si ons.

For exanple, Federal Lease No. M0-0012345-0 has a speci al
provi sion for conﬁutation of royalties due the I|essor. Thi s
ﬁrovision states that the gross value shall be adjusted for mne
aul age and routine crushing costs. The sales price is the neasure
of the value of coal at the mne nouth. This special |ease
val uation provision, however, establishes royalty value for coal at
other than the free on board (FOB) mne point of sale and is unique
to this lease. Under this unique |lease term value for royalty
pur poses woul d be based on the sales price |less a transportation
al |l onance for m ne haul age and a processing all owance for crushing
and related handling and (or) |oading costs at the sal es point.

The val ue of coal fromad valorem|eases is normally based on the
gross proceeds of an armis-length contract, |ess any applicable
transportation and washing all owances. The | essee's costs for
Federal Bl ack Lung excise tax, abandoned m ne |and (AM.) fees, and
State and | ocal severance taxes can only be excluded from val ue for
production that occurred during the period March 1, 1989, through
Sept enber 30, 1990.

For coal sold under an armis-length contract, the value of coal is
to be based on the total gross proceeds received for Federal or
| ndi an coal sold under that sales agreenent. \When coal is sold
pursuant to a specific pricing provision of an arms-length
contract, then the value would normally be based on the invoiced
price reflecting the pricing requirenents of that specific portion
of the coal supply agreenent. Royalties are reported to MVE on
Form MMS- 2014 at the |[ease |level, not at the sale contract |evel,
and not necessarilK at the mne level. Therefore, in conputing the
royalty due, if the sales agreenents do not specify a particular
| ease, then the proceeds received under that agreenent are
all ocated by production to each producing |ease at the m ne.
However, if a sales agreenent specifies a particular |ease, then
the proceeds fromthat sale nust be attributed to that particul ar
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| ease. One nethod to allocate the production is denonstrated in
the foll owi ng exanpl e.

Exanpl e of Miultiple Lease Royalty Cal cul ati ons

The Raider Mne has producing |eases and sales as
fol | ows:

Lease No. 123 produces 20,000 tons; royalty rate is 5%
Lease No. 999 produces 10,000 tons; royalty rate is 8%
Lease No. 765 produces 30,000 tons; royalty rate is 5%
Total production is 60,000 tons.

The m ne has two on%oing sal es contracts, one long-term
contract under which 50,000 tons are sold this nonth at
$15 per ton (total gross proceeds is $750,000), and one
spot sal es contract under which 10,000 tons are sold this
nmonth at $5 per ton (total gross proceeds is $50, 000).
If the sales contracts do not specify the source of coal
or specif onIY the mne as the source of coal, royalty
for the three [eases should be calculated as foll ows:

Lease No. 123 royalty = 20,000 tons x $13. 333333
(the weighted average price per ton of all sales,
or $800, 000 + 60,000 tons) x 5% = $13, 333. 33

Lease No. 999 royalty = 10,000 tons x $13. 333333
(derived as shown above) x 8% = $10, 666. 67

Lease No. 765 royalty = 30,000 tons x $13.333333
(derived as shown above) x 5% = $20, 000

In the absence of a specific sales contract provision
indicating the | ease-specific source of the coal, the $5
er ton coal sales may not be arbitrarily assigned by the
essee to Lease No. 999, which has the 8-percent royalty
rate.

Al t hough the value for royalty purposes sonetines involves nultiple
deductions for transportation or washing (or for production-rel ated
taxes and fees for production from March 1, 1989, through
Sept enber 30, 1990), these deductions should not be netted fromthe
royalty due line. Instead, these deductions nust always be shown
as separate lines on Form MVB-2014. The MVS may determ ne that
certain proceeds are not to be related to the value of coal and are
therefore not part of gross proceeds. In such instances, because
t he excl usion of contract proceeds requires explicit MVS approval,
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MVS furnishes any necessary reporting instructions to the | essee at
the tinme of the determ nation

10.10.1 Total Consideration for Value (30 CFR 206.257(b)(2))

In nost situations the sales price of an arm s-length contract
represents the total consideration flowing fromthe buyer to the
seller (lessee). However, in certain cases the buyer and seller
have nutuaIIK agreed on other noncash forms of consideration which
suppl enent the cash price paid for the coal. The value for royalty
purposes nust include all forns of consideration paid for coal even
If some portion of the total consideration is not in the form of
cash and is not necessarily identified in the invoiced price.

An exanple is when a coal purchaser provides mne devel opnent
capital (power shovels, draglines, bulldozers, front-end | oaders,
and so forth) or mne facilities (crushers, silos, admnistrative
bui | di ngs, change houses, garages, and ot her buildings) inperative
to the mning operations. Because these mne devel opnent,
operating, and mal ntenance costs are usually fully borne by the
mning firm(lessee), excluding these costs fromthe val ue of coal
woul d be equivalent to permtting deductions for these mning
costs. However, no deductions for these mning costs are all owed
from royalty. Accordingly, MV requires that the per-ton cash
equi val ent of these noncash assets be determ ned and added to the
cash price received for the sale of coal under that arm s-length
contract. This is denonstrated in the foll ow ng exanple.

Noncash Consi deration for Crushing Perfornmed by the Buyer

A mne-nmouth utility station furni shes and operates the
primary coal crushing plant that receives run-of-mne
coal. The lessee incurs no cost related to the ownership
or operation of the crushing facility.

The sale price of run-of-mine uncrushed coal is $14 per
ton. The crushing facility ownership costs and operati ng
expenses are:

Annual production fromthe m ne:
S mllion tons

Annual operating and nmai ntenance expenses:
$750, 000

Annual depreciation:
$50, 000 ($1, 000, 000 cost =+ 20-year life;
sal vage value is assuned to be zero)

Return on investnent:
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$85, 000 ($1, 000, 000 capital cost x 8.5%
which is assuned to be the cost of capital to
the utility)

(As is permitted in the conputation of a transportation
or washing all owance under non-arm s-1ength conditions,
a return on investnent conponent is included to reflect
the total cost of capital equipnent acquisition.)

The additional value for royalty purposes is:
$750, 000 + $50, 000 + $85, 000

$885, 000 + 5, 000, 000 tons
$0. 177000 per ton

The total gross proceeds is therefore:
$14 + $0.177000 = $14.177000 per ton

If the value of the arms-length noncash benefits cannot be
determ ned, then MV5 may resort to the non-arm s-|ength benchmarks
to establish the value of that production. This option includes
usi ng values fromother sales contracts for coal sold in the sane
area and under conparabl e sales circunstances. For exanple, if the
contract in question is long term then MVS woul d seek ot her | ong-
term contracts in the same area to establish the value of
production. Another option is to determ ne the value of that coal
as reported to a State public utility conm ssion (PUC) or to the
Federal Energy Regulatory Comm ssion (FERC). Utilities normally
i nclude the costs of these noncash assets in their cost basis for
electricity rate-setting purposes. |In this regard, utility reports
to FERC or PUC may be an objective data source for determning the
cash equi val ency of the noncash consideration paid for the coal.

10.10.2 Unreasonable Value for Arm’'s-Length Production
(30 CFR 206.257(b)(3))

If MVS determnes that the gross proceeds under an arm s-|ength
contract do not reflect a reasonable value for production because
of m sconduct between the contracting parties or because the | essee
has ot herwi se breached its duty to market production for the nutual
benefit of itself and the |lessor, then MVM5 may require that the
coal be valued pursuant to the first applicable valuation benchmark
of t he non-arm s-1 ength val uati on st andar ds at
30 CFR 206.257(0)(%). Thus, MVB first nust determ ne that a price
IS unreasonabl e; or exanple, by conparing the price to other
prices from conparabl e contracts. Then MVB nust determ ne that the
unreasonably low price is a result of m sconduct or a breach by the
| essee of its duty to market the production for the nutual benefit
of itself and the lessor. |If such is the case, MVS determ nes the
val ue to be unreasonabl e.
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Lessee mi sconduct or breach of duty nmay include, but is not limted
to, the follow ng situations:

° Col I usi on between the producer (seller) and buyer
o Negl i gence in negotiating contracts
° Pricing practices found by a court or regulatory

authority to be incorrect or fraudul ently mani pul ated

Wen MVE nmakes the prelimnary determ nation that the val ue may be
unr easonable, MVE notifies the | essee and provides the | essee an
opportunity to supply witten information justifying the | essee's
coal sales price. |If MV nakes a final determnation that the coa
value is wunreasonable, then that coal is valued pursuant to
30 CFR 206. 257(c).

10.10.3 Certification of Gross Proceeds (30 CFR 206.257(b)(4))

As stated in 30 CFR 206.257(b) (1), the value reported by the | essee
and accepted by MVE is subject to nonitoring, review, and audit.
As a result of this process, MVE identifies reported val ues that,
when conpared with other reported val ues, appear |ower than what
ot herwi se m ght have been predi cted based on previous data, nmarket
surveys, or other value indicia. |In such cases, MVS nmay request
that the lessee (1) review its sales contract(s) to determ ne
whet her all elenents of val ue have been properIY included in the
basis for royalty valuation, and (2) submt a letter certifying
that all conponents of value have been included in the value for
royalty purposes. Such a certification is subject to MVS review,
and as necessary, MVS may request under 30 CFR 206.263 that the
| essee submt sales contracts and other related material .

10.10.4 Value Exclusions for Taxes and Fees
(30 CFR 206.257(b)(5)) (Citation is correct only for the time period
March 1, 1989, through September 30, 1990.)

During the period March 1, 1989, through Septenber 30, 1990, the
value of Federal <coal for royalty purposes was conputed by
excluding fromthe gross proceeds the costs of Federal Bl ack Lung
exci se taxes, AM. fees, and State and | ocal severance taxes that
are levied on the basis of production. Coal sales agreenents nay
i nclude pricing Provisions that in some way reinburse the | essee
for production tees and taxes. In sonme cases these pricing
provisions differ fromthe | essee's actual costs. Payors should
note that only the actual cost of these production taxes and fees
can be excluded fromvalue. The rates for the Federal taxes and
fees are as foll ows:
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1. Bl ack Lung exci se taxes
Surface m ni ng:
° For unit price > $13.05: $0.55 per ton
° For unit price < $13.05:
0.044 x unit price ($ per ton) + 1.044
Under gr ound mi ni ng:
° For unit price > $26.10: $1.10 per ton
° For unit price < $26.10:
0.044 x unit price ($ per ton) + 1.044
Lignite: $0 per ton (Black Lung excise tax is not |evied on
lignite.)
2. AM. fees (for all States)

The instructions for

30 CFR 870. 13, which states as foll ows:

(a)

(b)

(c)

Surface mning fees.—Fhe fee for anthracite,
bi t um nous, and subbitum nous coal, including
reclained coal, is 35 cents per ton unless the
val ue of such coal is less than $3.50 per ton,
inlmhich case the fee is 10 percent of the
val ue.

Under gr ound m ni ng f ees. —The fee f or
anthracite, bitum nous, and subbitum nous coal
is 15 cents per ton unless the value of such
coal is less than $1.50 per ton, in which case
the fee is 10 percent of the val ue.

Surface and underground mning fees for
lignite coal.—Fhe fee for lignite coal is 10
cents per ton unless the value of such coal is
| ess than $5.00 per ton, in which case the fee
charged is 2 percent of the val ue.
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The regul ations at 30 CFR 870.5 define "value" as follows:

Val ue neans gross value at the time of initial bona fide
sale, transfer of omnershlf, or use by the operator, but
does not include the reclamation fee required by this
part.

The rates for State and | ocal severance taxes vary considerably by
State, county, or nunicipality and therefore are not presented in
this sumary.

The exclusions for production-related taxes and fees becane
effective on March 1, 1989. Lessees were entitled to claimthese
excl usions on coal that was mned and sold after February 28, 1989.
Coal mned prior to March 1, 1989, and in inventory that was sold
in March 1989 is not eligible for the tax and fee exclusions. By
amendnent to the regul ations, the tax and fee exclusions may not be
clainmed for coal mned and sold on or after October 1, 1990.

The rates per-ton shown for the Black Lung excise tax and the
AM. fee are not always assessed on an actual mned ton basis. The
tax or fee payor may, if necessary, nake adjustnents for excess
noi sture content, thereby reducing the tonnage of coal upon which
the tax or fee is assessed. This, of course, reduces the tota
anount of taxes and fees paid by the | essee. However, no noisture
wei ght adjustnment is permtted for royalty valuation purposes.
Because of this resulting weight discrepancy, |essees should be
careful to properIY conpute the amount of tax or fee actually paid.
For exanple, if a | essee conputes and reports the Bl ack Lung exci se
tax or AML fee to MM5 using the stated face value of the tax or fee
wi t hout any noi sture adjustnent but enpl oys the noisture adjustnent
factor when actually conputing and paying those taxes and fees,
overstated exclusions for royalty purposes wll result. The
outcone is eventual repaynent of royalties and assessnent of | ate-
paynment charges.

When reporting tax and fee exclusions on Form MVS-2014, | essees
must use separate lines to report each exclusion. Det ai | ed
i nstructions on reporting these exclusions to MVB have previously
been issued and are now contained in section 7.3.2 of this
handbook.

Al t hough these exclusions are not permtted for Federal coal
produced on or after Cctober 1, 1990, the exclusion categories wll
remain active for reporting purposes. Lessees nust retroactivel
adj ust erroneous exclusions previously reported for the sale o
coal produced between March 1, 1989, and Cctober 1, 1990.
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10.10.5 Other Exclusions from Royalty Value ) o
(30 CFR 206.257(b)(5)) (Citation is correct for periods beginning
October 1, 1990.)

In general, the proceeds paid to the | essee by the coal purchaser
under a coal supphy agreenment are for the coal purchased. Such
ﬁaynents can include any itemthat the buyer and seller (|essee)

ave agreed upon; the nore comon paynent elenments identified in
contracts include | abor wages and fringe benefits, welfare fund,
mat eri al and supplies, reinbursenent for taxes, fees, royalties,
i nsurance costs, capital item replacenent, efficiency paynents,
managenent fees, and profitability factors. The MVB considers all
of these paynents to be normally related to the sale of coal and
thus royalty bearing. However, there are certain situations under
whi ch paynents received by the | essee under a coal suppIK agr eenent
may not be considered to be royalty bearing, because the paynents
are made for reasons other than the purchase of coal. For this
reason MVB has provided a regulatory provision in 30 CFR
206. 257(b) (5) that permts | essees the opportunity to cone forward
with argunents concerning the issue of why certain conpensation
pai d under a coal sales contract is not part of the value of the
coal production.

For general guidance regarding whether certain conpensation is
considered royalty bearing, the follow ng discussion is restated
fromthe Federal Register preanble to the January 13, 1989, fi nal
rul emaki ng at 54 FR 1513:

.. . MV will certainly consider such factors as the
terms of the sales contract, the |lessee's rationale for
its claimthat the paynent is not part of the value of
producti on, how the purchaser characterizes the
transaction (particularly if it is a public utility
subject to state public utilities conmm ssion regulation?,

and any other relevant matters. Q her factors could
i nclude the foll ow ng:
1. The unit sale or contract price, including prices

that explicitly varr with the | evel of production,
are considered royalty bearing.

2. Payments not designated as part of the purchase
price, but nade on a periodic or reqgularly
schedul ed basis, generally are royalty bearing.

3. "Settlenent” paynents nmade to termnate a sales
contract bef ore t he contractual |l y-specified
termnation date will wusually not be considered
paynent for produced coal. |If there is a follow on
contract, MMS will review the circunstances to

MVE/ RMP Rel ease 1.0 10- 23 10/ 26/ 92



AFS PAYOR HANDBOCK- - SCLI D M NERALS

10. COAL PRODUCT VALUATI ON

determine if some or all of the paynment is royalty
beari ng.

4. Paynments or rei nbursenents for services or
processing costs customarily the responsibility of
the lessee, including that required to put the
product in marketable condition, will wusually be
consi dered paynent for produced coal

5. Danages recovered under a court judgnment, or
included in a |iquidated damages clause, that are
for the purchaser’'s breach of a sales contract are
usual |y not considered paynent for produced coal
if they correspond to or are a reasonable estimte
of the producer's lost profit.

Wth regard to royalty on take-or-pay and other simlar type
paynents, the preanble to the January 1989 final rul emaki ng states
at 54 FR 1498:

Therefore, MVB's final coal regulations have been revised
from previ ous proposed rules by revising the definition
of "gross proceeds"” in 30 CFR 206.251 to exclude the
phrase "*** paynments or credits for advanced prepaid
reserve paynments subject to recoupnent through reduced
prices in l[ater sales; paynments or credits for advanced
exploration or devel opnent costs that are subject to
recoupnent through reduced prices in |later sales; take-
or-pay paynents; and reinbursenents, including but not

limted to***." O course, as discussed further bel ow,
if any of such paynents at sone point is used as a
paynent for produced coal, then they would still be

subject to royalty as gross proceeds for produced coal.

I n deciding whether a | essee has net its burden to denonstrate that
certain conpensation is not royalty bearing, the preanble to the
January 1989 final rul emaki ng explains at 54 FR 1498:

Since the question at issue is not whether a paynent was
made but, 1nstead, whether that paynment is part of the
consi deration paid for coal, MW would expect any
rebuttal to address the commercial relationship between
the buyer and the seller (lessee). Specifically, M
woul d require substantial explanation of why the val ue
paid by a purchaser, under a coal sales contract, is not
equitable to the value received by the |essee for the
sal e of coal

In all instances, the substance of the transaction or contract
clause, and not its form wll control.
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10.10.6 Non-Arm's-Length Coal Value Procedures
(30 CFR 206.257(c-f))

WHEN TO USE NON- ARM S- LENGTH VALUATI ON CRI TERI A

When Federal or Indian coal is sold, used, or otherwse finally
di sposed of under a non-arm s-length contract or no contract, the
| essee nust use the non-arms-length valuation criteria to
establish the value of coal for royalty purposes. The |essee nust
al so use the non-arms-length valuation criteria if, prior to
di sposition, the | essee enhances the val ue of coal éby means ot her
than coal washing) after the coal has been placed in marketable
condition (see 30 CFR 206.265). The MM5 may al so direct the | essee
to use the non-arms-length valuation criteria if MVBS determ nes
that the transaction is non-armis-length, or if the proceeds
received under its contract do not represent a reasonable val ue
because of m sconduct between the contracting parties or because
the | essee otherw se breached its duty to market production for the
mut ual benefit of the | essee and | essor.

HOW THE NON- ARM S- LENGTH PROCEDURE |S APPLI ED

The non-arm s-length val uati on procedure is based on a sequentially
ordered benchmark systemwherein the value for royalty purposes is
established by use of the first applicable valuation benchmark.
The sequenced valuation criteria provide the |lessee with the
necessary framework from which to select the correct valuation
procedure based upon its situation. However, | essees should be
aware that the non-arm s-length nethod chosen by the | essee i s not
bi nding to MM5 and nmay not be accepted if MVS determ nes that the
method is inappropriate or otherwise not in accordance wth
regul ati ons.

Dl SCUSSI ON OF VALUATI ON BENCHVARKS

Fi rst Val uati on Benchmark

The first benchmark for determining the value of coal sold under
non-arm s-1ength conditions (or other disposition of produced coal
by other than an arnmis-length contract) is the gross proceeds
accruing to the lessee provided that those gross proceeds are
within the range of the gross proceeds derived from conparable
arms-length contracts. These conparable arm s-length contracts
may not be between buyers or sellers affiliated with the | essee for
sal es, purchases, or other dispositions of Ilike-quality coal
produced in the area. |n evaluating the gross proceeds paid under
arm s-length contracts, the conparability of the contracts nust be
exam ned as to the tinme of execution, duration, markets, terns,
quality of coal, quantity, and other factors as may be appropriate
to reflect the value of coal
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Second Val uati on Benchnar k

The | essee nmust | ook to the second benchmark if the gross proceeds
of the contract are not within the range of the gross proceeds paid
or offered under conparable arms-length contracts, or if no
conparable arm s-length contracts exist in the sane area. The
second benchmark for coal valuation requires the | essee to use the
coal prices reported to a PUC by the purchasing utility conpany.
This valuation benchmark is, for the nost part, applicable to
integrated (affiliated) mning conpanies and their electric utility
counterparts. The fuel costs are reported annually, or nore often,
to a PUC and are based on delivered costs of fuel. In this
circunstance, when electricity is produced fromthe | essee's coal,
a portion of the regulated sale price of the electricity received
bK the utility is attributable to the fuel cost factor included in
the rate base. Indirectly, the delivered cost of coal represents
the gross proceeds accruing to the |essee through the sale of
electricity. This benchmark is inapplicable for valuing non-arm s-
| ength sales to custoners not regul ated by a PUC.

Because the rate approval is based on a delivered cost to the
generating plant, the delivered cost may include transportation to
a renote generating plant and the costs accrued if the coal has
been washed prior to delivery. Transportation and washing
al | onances may be appropriate in such cases because the reported
delivered cost of fuel is used as the basis of value as follows:

Reported cost of coal delivered to a renote powerplant owned
by a public utility - transportation allowance = effective
val ue FOB m ne
$40.00 per ton - $13.00 per ton = $27.00 per ton
The |essee would use $40 per ton to calculate and report that
mont h's sal es val ue (gross proceeds) and would report and receive
a $13 per ton transportation all owance.

The MMS is aware that coal costs reported to a PUC may not

necessarily be accepted and approved by the PUC In such a
situation, | essees are encouraged to seek MM5 gui dance on whet her
t he unapproved cost conponents will be accepted by MVS.

Third Val uati on Benchnark

Thi s benchmark bases val ue on the delivered cost of coal reported
to FERC. This information is collected and published by the Energy
Information Adm nistration of the Departnent of Energy. Thi s
benchmark is applicable only to electric utilities that have fossil
fuel plants wth a total generation naneplate capacity of 50 or
nmore nmegawatts and therefore are required to report fuel purchases
to FERC using FERC Form 423. These utilities may include publicly

MVE/ RMP Rel ease 1.0 10- 26 10/ 26/ 92



AFS PAYOR HANDBOCK- - SCLI D M NERALS

10. COAL PRODUCT VALUATI ON

owned utilities, private (investor-owned) utilities, and electric
cooperatives.

This benchmark is available for valuation in situations where use
of State PUC rate settings is either inapplicable or unavail abl e.
For instance, electric cooperatives report to FERC but do not
report to the State PUC Also, if an investor-owned electric
utility sells the mgjority of its power to out-of-state buyers,
then resorting to fuel prices reported to FERC nay be nore
appropriate than those reported to State PUC authoriti es.

Coal Prices reported to FERC are disclosed on a delivered basis
nont hly on FERC Form 423. Oher reports such as FERC Form 1 or
Rural Electric Admnistration Form7 or 12a through 12i may al so be
applicable for determning delivered fuel cost. The | essee
(utility) should consult wth MW to establish a nutua
under st andi ng of which form would constitute an acceptabl e basis
for valuing Federal or Indian coal for royalty purposes. As stated
previ ously, because the price of coal is on a delivered basis, a
transportation all owance nmay be appropriate to establish the val ue
for royalty purposes FOB the mne. A washing allowance may al so be
appropriate if the coal is washed prior to delivery.

Fourth Val uati on Benchnar k

Thi s benchmark establishes value based on other relevant matters
that include publicly available spot market prices or other
information unique to a particular lease or to the salability of
certain types of coal

The use of spot market prices is, like the first benchmark, a
mar ket - based val uation procedure in that actual market prices are
used to determne the acceptability of the non-arm s-length
transacti on val ue. As in the first benchmark, all elenments of
contract conparability nust be satisfied. Therefore, |essees
shoul d not use spot market prices to establish the value of |ong-
term or otherwise continuing non-arms-length sales or other
di spositions. Spot sales contracts are typically for periods of
1 year or less. The MVB recogni zes that coal transactions between
affiliates normally occur over extended periods of tine, usually
over the life of a mne or electric generating plant. |f the non-
arm s-length sale or use arrangenent is for periods |onger than a
year, then the conparability standard of contract duration is not
met .

Upon exam ning the spot market for non-arms-|length valuation
pur poses, |essees nay consider only spot narket prices under which
vol umes of coal were actually sold. Quoted ﬁrices and unsuccessf ul
bi ds under which no coal can be shown to have been sold are not
acceptable for non-arm s-length val uation purposes. Further, if
the | essee determ nes that publicly available spot prices should be
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used to establish the value for royalty purposes, then these prices
must not be lower than the gross proceeds accruing to the | essee
for the sale of the | essee's coal.

Fifth Val uati on Benchmar k

| f the previous four benchmarks are inapplicable, the | essee nust
apply the last benchmark. This benchmark requires the | essee to
use any other reasonable valuation nmethod to determ ne val ue
i ncluding a net-back valuation nethod. Oher reasonabl e nethods
include the nonthly weighted average of |ong-term contract sales
prices and the nonthly wei ghted average of all arm s-length sales
fromthe sane mne or fromanother mne operated by the | essee in
the sane area. A lessee's affiliated utility may be purchasing
coal from the |lessee and from unaffiliated sellers in the sane
area. The nonthly weighted average armis-length prices paid by the
utility (excluding non-arms-length sales) may be another
reasonabl e basis for establishing value for the non-arm s-1ength
coal sold by the lessee to the utility. Under any circunstance,
because this valuati on nethodol ogy requires the |essee to notifY
MVE under 30 CFR 206. 257(d)(3), those val uation procedures as wel
as any ot her reasonabl e nethod woul d be discussed with the | essee
prior to any final determnation of an appropriate valuation
procedure.

As with the previous valuation procedures, the net-back nethod is
a nethod for determning value at the | ease or mne. The net-back
procedure differs from the previous valuation standards; the
val uation process may, if necessarr, start with the gross proceeds
received by the | essee for the sale of electricity, gas, |iquids,
or other chemcals, or products derived fromthe processing or use
of Federal or Indian coal. Fromthose gross proceeds, all costs
applicable to transportation, washing, other processing, and
handl i ng are deducted to arrive at the value of coal in narketable
condition FOB the mne. The net-back cal culation nethod nust be
consistent with the calculation nethod enployed for allowance
cal cul ati ons (see 30 CFR 206. 259 and 206.262) and consistent with
the requirenents of 30 CFR 206.257. In addition to being a
benchmark, 30 CFR 206.257(c)(2)ﬁv) al so provides that if a | essee
establ i shes an unreasonabl e value using benchmarks (1) through
(iv), then any other reasonable nmethod shall be used to determ ne
a reasonabl e royalty value. For exanple, if the preval ent market
value of coal In the area significantly exceeds the non-arn s-
| ength val ue reported by the | essee, then MV5 sel ects a val uation
ne}hod t hat produces a val ue consistent with the preval ent narket
val ue.
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10.10.7 Non-Arm's-Length Exclusions from Royalty Value
(30 CFR 206.257(c)(3))

This section specifies that if value is determ ned using the non-
arm s-1 ength val uati on benchmarks at 30 CFR 206. 257(c)(2), then the
exclusions fromvalue for production-rel ated taxes and fees al |l owed
for arms-length sales for the period March 1, 1989, throuPh
Sept enber 30, 1990, are also permtted for non-arm s-1ength coal.
Further, paynents received by the | essee pursuant to its contract,
but not part of the total consideration paid for the sale of coal,
may be excl uded from val ue onl¥ if MVE agrees that the proceeds are
not related to the purchase of coal production.

For exanple, a mne fire at an underground m ne halts production.
The mne invokes the force majeure clause in the mne's non-arm s-
| ength coal sales agreenent wth its parent utility conpany. Wen
force majeure is invoked by the mne, the non-arms-Ilength
agreenent requires the parent utility conpany to nake nonthly
paynment for the mne's fixed costs for a period not to exceed
12 consecutive nonths. The fire is extinguished and the mne
resunes production after 4 nonths. Because no production occurred
during those 4 nmonths that the mne could not be operated, the
payrment for fixed costs during those nonths is not royalty bearing.

10.10.8 Retention and Use of Non-Arm's-Length Data
(30 CFR 206.257(d)(1) and (2))

The | essee does not need to obtain MVS approval of its non-arm s-
| ength val uati on procedure. However, MVS may request subm ssion of
data used by the lessee to form the non-arms-Ilength valuation
basi s. For exanple, these data could include conparable arm s-
l ength contracts, copies of FERC Form 423, other utility reports
mandat ed by FERC or the Rural El ectrification Adm nistration (REA),
and State PUC docunents.

10.10.9 Valuation Benchmark Notification (30 CFR 206.257(d)(3))

The | essee nust submt a one-tinme witten notification to MVS if
the | essee uses any val uation benchmark nethod other than the first
benchmark. The notice nust include the valuation nmethod used and
a description of the procedure that is followed. The notification
is to be submtted no later than the end of the nonth the | essee
first reports royalties on Form MV5-2014 using the val uati on net hod
sel ect ed. |f the |essee changes valuation procedures, it nust
notify MVB of the new procedures (new val uati on benchmark) no | ater
than the end of the nonth the | essee first reports royalties under
t he new val uati on procedure on Form MV&5-2014. The | essee nust al so
notify MVS each tinme there is a change in nmethod using benchmarks
(tv) or (v). Al notifications should be sent to:
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M neral s Managenent Service

Val uation and Standards Divi sion
P. 0. Box 25165, Mail Stop 3510
Denver, CO 80225-0165

10.10.10 Improper Non-Arm’'s-Length Valuation (30 CFR 206.257(e))

If MVB determnes that the | essee has inpr operle)/ det erm ned val ue,
then the lessee is liable for any difference between the royalty
paynent s nmade based upon the val ue used by the | essee and the val ue
determ ned by MVS. Late-paynent interest will also be assessed on
t he under paynent pursuant to 30 CFR 218. 202.

10.10.11 Lessee Requests MMS Value Determination
(30 CFR 206.257(f))

At any tine, the | essee may request a val ue determ nation from MVS
by either requesting that MVS determ ne the val ue or Ry pr oposi ng
a valuation nethod to M5 for review and approval . | relevant
data nust be submtted along with the proposal to MVS for review
The lessee may use its proposed nethod until MVS nakes its
determ nation. The MVS valuation determ nation remains effective
for the period specified by MV6. Regardl ess of the circunstances,
if a final valuation decision results in additional royalties due
for past periods, l|ate-paynent interest will be assessed on the
amount of the underpaynent.

10.10.12 Value Not Less Than Gross Proceeds (30 CFR 206.257(g))

The value for royalty purposes cannot be |less than the gross
proceeds the | essee receives for the sale or disposition of Federal
or Indian | ease production. Under arm s-length sales conditions,
gross proceeds are essentially equivalent to the contract sales
price set forth in the arms-length contract under which |ease
production is sold. Under non-arm s-length conditions, however,
this section requires that the |essee use its non-arm s-1|ength
contract value for royalty purposes if the gross proceeds under
that contract exceed those found in conparable arm s-Ilength
contracts.

For exanple, the proceeds accruing to a | essee under a non-arm s-
l ength transaction equal $10 per ton. However, the conparable
value of I|ike-quality coal sold under arm s-length conditions by
other nonaffiliated coal mnes is in the range of $7 to $9 per ton.
Even though the conmparable arm s-length market value is $7 to
$9 per ton, the value for royalty purposes in this case is a
m ni mum of $10 per ton, the | essee's gross proceeds.
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On the other hand, if conparable arm s-length contract prices are
in the $12 to $15 per ton range, the regulations at
30 CFR 206.257(c)(2)(v) require the |l essee to pay royalty on val ue
of $12 per ton even though the non-armi s-length contract price is
$10 per ton.

This section also is applicable to armis-length contracts in
situations in which the full value of the coal is not reflected in

the sales price. This includes situations in which the |essee
receives from the coal purchaser noncash benefits such as those
di scussed and exenplified in section 10.10.1. 1In the exanple, a

| essee receives mne devel opment capital for equi pnment and ot her
mning facilities froma coal buyer. The exanple points out that
al t hough the cash sales price is $14 per ton, the value for royalty
pur poses cannot be | ess than gross proceeds which, for exanple, are
$14 per ton plus the value of the noncash benefits provided by the

urchaser to the | essee. The value of noncash benefits nust al so

e added to the cash transfer price wunder non-arms-Ilength
contracts in order to determ ne gross proceeds.

Lessees should be aware that under all conditions they nmust account
for the entire value of the coal, or all gross proceeds accruing to
the | essee, even when it can be denonstrated that the cash sales
price equals or exceeds the average price of coal sold in the sane
ar ea.

10.10.13 Requirement to Place Coal in Marketable Condition
(30 CFR 206.257(h))

The preanble discussion to the January 1989 final rulenaking
explained in detail the requirenents of 30 CFR 206.257(h) at
54 FR 1498- 1499:

The requirenent that the | essee place the | ease product
in marketable condition at no expense to the lessor is a
vital royalty concept. It defines the m ninumlevel of
effort and expenditure the | essee nmust undertake to pl ace
| easehol d production in merchantable condition wthout
any contribution or sharing of expenses by the |essor.
Any further processing activity beyond that necessary for
Bla0|ng t he | ease product in marketable condition would

e a derivative of the Ilessee's contractual sales
obligation. Froma royalty perspective, the additional
processi ng woul d ostensibly qualify for a deduction from
royal ties accruing fromthe sale of | easehold production
t hat has undergone processing beyond that necessary to
prepare the m neral as a narketabl e product.

Mar ketabl e condition is the form and condition of
| easehol d production resulting fromthe application of
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normal mning processes. The established market demands
and expects that | ease production be in such a condition
that it can be accommobdated by existing buyer facilities
used for receipt, handling, and consunption of |easehold
pr oducti on. Wth respect to coal, processes connDnIY
applied by mne operators 10r | essees) to prepare coa
for the market include al operations which extract,
sever, or otherwise separate coal from its in-place

position in the geologic strata; crushing (to limt
uEmard size), sizing, storing, blending, and |oading for
shiprment (including oiling); and all transportation

requirenments in and about the m ne beginning at the point
of extraction and including novenent to all plants and
facilities in which normal mning processes are applied.

Processes which are not identified with common mne
operations or practices include both surface and in-situ
coal gasification or |liquefaction operations, any other
operations involving the chemcal alteration of coal, and
operations involving the physical processing of coal to
a condition of quality beyond that normally attributed or
associated with coal marketed fromthe sane area.

However, the conditioning of coal for the market does not
consist of a uniform set of processes. Rat her, the
mar ket abl e condition requirenent is as flexible as the
requirenments of different market segnments. For exanpl e,
sone types of coal sold to certain market segnents are
not normally screened. Instead, the run-of-mne coal is
passed through a crusher to reduce the |arge pieces. The
result of this size reduction is prepared coal that can
be accommodat ed by both seller (lessee) and buyer's coal

handling facilities. In other situations where coal
fines present problems, the nmarketable condition
requirement for coal will include screening, to elimnate

the specified coal fines fraction.

Therefore: the test of marketable condition relies on:
(1) The market segnent that coal is sold into, (2) the
customary requirements of preparation or conditioning
normal |y expected by that market segment: and (3) the
typical |evel of preparation or conditioning by coal
producers in that area.

Therefore, under no circunstances will MVS accept the
gross proceeds established under any sale of coal that
does not neet the nmarket's mninum requirenent for
mar ket abl e condition. Specifically, the sale of run-of-
mne coal for steam coal wutilization by an electric
utility does not constitute coal in nmarketable condition.
In this situation, MM will add to the gross proceeds the
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cost of those normal mning processes which are
ordinarily the responsibility of the |essee. Thi s
provision is explicitly set forth at 8§ 206.257(h).

10.11 Diligence Requirements (30 CFR 206.257(1))

It is the policy of MVB that royalty paynents on retroactive price
adj ustnents are due no later than the end of the nonth foll ow ng
the nonth that the price adjustnments were invoiced as due and
payabl e in accordance with contract terms, or payment is received,
whi chever occurs first. Therefore, in order to pay royalty tinmely
on retroactive price adjustnments, the |lessee nust nornmally remt
royalty no later than the end of the nmonth following the nonth in
Ehlch retroactive price adjustnents were invoiced to the coa
uyer.

Normal |y, MVB | ooks to the | essee's retroactive price adjustnent
invoice date as the critical date from which to neasure tinely
roYaIty remttance. Paynment of royalty is normally based on the
sal e of production; whether the | essee has sold coal under a cash
transaction or for another asset, such as accounts receivable, does
not affect the lessee's obligation to pay royalty in a tinely
manner .

For exanple, a coal sales agreenent calls for a price adjustnent to
the sales price charged during the previous year based on a Bureau
of Labor Statistics index that is published in February of the
foll owi ng year. The | essee invoices the buyer for retroactive
price increases applicable to cal endar year (CY) 1991 in February
1992 as specified by the sales agreenent. The price increases nust
be reported, and additional royalties due nust be remtted to MVB
the nonth following the nonth that invoicing occurred, or by the
| ast day of March 1992. Additional royalties received after the
| ast day of March will be charged |ate-paynent interest on the
nunber of days the royalty remttance is |ate.

Because the contract proceeds are the basis for val uing production
from Federal coal leases, it is not unreasonable to inpose on the
| essee an obligation to opportunely obtain all conpensation due
under the contract for coal sold from the Federal | ease.
Therefore, lessees that do not expediently enforce the price
escal ators set forth in their sales contracts are subject to |ate-
paynment assessnents on the anount of the underbilling in the sales
price fromthe time royalties were due, based on the contractua
effective date of the price increase, until the tine the roralty
based on the price increase was actually paid. To avoid |ate-

ayment charges where questions of contract diligence arise, the
essee nust denonstrate that it invoiced for the additional price
increments and, if necessary, pursued renedies set forth in the
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coal supply contract for nonpaynent of price increases in a tinely
manner .

Usi ng the previous exanple, the coal sales agreenent specifies that
a retroactive price adjustnent for the previous calendar year is to
be invoiced the nonth a Bureau of Labor index is available
(February 1992). The |lessee invoices for the retroactive price
increase in April 1992 and remts the additional royalties
resulting fromthe price increase by the last day of My 1992.
Al though the | essee remtted royalties by the |ast day of the nonth
followmng the nonth invoicing occurred, the |essee did not
punctual |y enforce the price escalators in its contract. Invoicing
shoul d have occurred in February 1992 and royalties should have
been paid by the |ast day of March 1992. Because the royalty
payment was not made until the |last day of May 1992, [ ate-paynment
:nterest is assessed for the 2-nonth period the royalty paynent was
ate.

The MVB uses the date under the sales contract to determne tinely
royalty rem ttance, because that is the date in which the |essee
was entitled to invoice its buyer for additional cost
rei mbursenent. This is the requirenment of 30 CFR 206. 257(1), which
infers a lack of diligent contract enforcenent whenever the | essee
does not pursue the <collection of funds to which it 1is
contractually entitl ed.

In the event of a dispute between the |essee and coal producer

regarding a pricing provision of their sales contract in ich the
|l essee claims it is due a higher price than the purchaser is
willing to pay, the | essee nust take ". . . reasonabl e neasures

which are docunmented, to force purchaser conpliance . . . ."
Shoul d the | essee and purchaser enter negotiations regarding this
issue, the |essee should preserve for MW review pertinent
correspondence such as the initial unpaid invoice, t he
correspondence initiating discussions and (or) negotiations, and
any resulting settlenent agreenent.

|f the |lessee prevails, and a price increase results, additiona
royalty wll be due based on the anmpbunt of the price increase and
the tonnage sold. No |ate-paynent interest will be assessed unl ess
the | essee does not tinely remt royalty follow ng resolution of
t he price dispute.
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10.12 General Discussion for Washing and Transportation Allowances
(30 CFR 206.258 and 206.261)

Coal transportation and washi ng al |l owances are essentially computed
by summing the total annual <cost associated wth coal
transportation or washi ng operati ons and dividing that cost by the
total (Federal and non-Federal) clean coal tonnage transported or
washed. The resulting dollar-per-ton allowance rate is then
mul tiplied by the clean coal tonnage sold in any nonthly royalty
reporting eriod and by the |lease royalty rate to determ ne the
al | onance deduction for that nmonth. The costs that are included in
the coal transportation or washing cost basis are limted to direct
transportati on or washing costs and an all ocated anount of indirect
costs. These costs nust be denonstrated as necessary and
attributable to coal transportation or washi ng operations.

The all owance cost conputation is usually a two-step procedure.
The first step is to determne the | essee's estinmated costs for the
current annual allowance peri od. The second step occurs after
conpletion of the allowance period (usually a calendar-year
period), when the I|essee determnes actual costs and actua
tonnages for a final allowance determnation. Differences between
estimated al | ownances and actual all owances nust be accounted for by
correcting, as necessary, allowances clainmed on past Form MVS-2014
royalty reports that were based on estimated costs. Over st at ed
al owances that result in underpaid royalty nust be repaid. The
MVS assesses a | ate-paynment charge for the underpaid royaltg.
Understated allowances resulting in overpaid royalty my be
recouped by the | essee without interest.

The procedure used by the |lessee to determ ne transportation or
washing costs depends on whether the I|essee has its coa
transported or washed under a non-arms-length situation or an
arm s-length situation. Such situations include those in which
the | essee perforns the transportati on or washing operation itself,
or the lessee contracts at arms-length wt an i ndependent,
unaffiliated party to perform the transportation or washing
servi ce. If the situation is arms-length, the costs are
determined by summng the allowable armis-length contract's
transportation or washing costs and dividing that cost by the
transported or washed (clean) coal tonnage. |If the transportation
or washing is non-arm s-length, the | essee suns its operating and
mai nt enance costs with capitalized transportation or wash plant
equi pnent depreci ati on expenses (determ ned only b% usi ng straight
line or units of production depreciation nethods based on |ife of
equi pnent or life of reserves) and a return on investnent (RA)
dollar anbunt. The RO is conputed by multiplying the begi nning of
year (b.o.y.) capitalized cost of the wash plant or transportation
facilities by the Standard & Poor's (S&P) BBB industrial bond rate
in effect at the beginning of each allowance period. This rate is
the nonthly average as published in the S& Bond Guide. The sum of
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these non-arms-length cost conponents is then divided by
transported or washed coal tonnage to determ ne the doll ar-per-ton
al | owance rate. Details of how to report these various costs
followin the discussion of general allowance reporting procedures
and in the specific all owance sections.

For wash plants and capital investnents in the transportation
system placed in service or acquired after March 1, 1989, the
| essee may use an alternative nmethod to determine its allowance.
A cost equal to the allowable capital investnent (rather than the
remai ni ng undepreci ated portion of the capital investnent) in the
transportation systemor the wash plant is nmultiplied by S&' s BBB
rate to determine the RO. The S& BBB bond rate is redeterm ned
at the begi nning of each subsequent all owance reporting period, but
unl ess assets are retired or upgraded, the investnment cost remains
the sane for the life of the investnent. No allowance is provided

for depreciation. The sum of the RO and the operating and
mai nt enance costs is then divided to determ ne the dollar-per-ton
all owance rate. This is illustrated in the follow ng exanple. The

| essee may not change to another nethod to determne its all owance
wi t hout MVB approval .

Alternative Al owance Cal cul ati ons

A wash plant is purchased and operated by the |essee.
The followi ng cost paraneters are assuned:

Annual operating and mai nt enance expenses:
$2, 000, 000

Annual depreciation:
$1, 500, 000 ([ $30, 500, 000 capital cost
- $500, 000 sal vage value] + 20-year life)

Annual RO for year 1:
$3, 000, 000 (S&P BBB i ndustrial bond rate
of 10%

These anmobunts are entered or conputed on Form MVS-4292,
Coal Washing All owance Report; however, for purposes of
enphasi zi ng the conputation nechanics, the all owance nmay
be determ ned under the first described procedure as:

Al | owance rate per ton
= (%2, 000,000 + $1,500,000 + $3, 000, 000)
+ 1, 500, 000 tons
= $4. 333333 per clean ton
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The allowance rate determned under the alternative
procedure (applicable only to wash plants placed into
service after March 1, 1989) is:

Al |l owance rate per ton
= %$2,000,000 + $3, 000, 000) =+ 1,500,000 tons
= $3. 333333 per clean ton

Assum ng all cost and tonnage inputs to be the same for
year 2, the allowance under the first procedure woul d be:

Al |l owance rate per ton
= ($2,000, 000 + $1,500,000 + $2, 850, 000*)
+ 1,500, 000 tons
= $4. 233333 per clean ton

* The RO for year 2 is conputed by subtractin
first- year depreciation from initial capita
i nvest ment $30, 000, 000 - $1, 500, 000) and
mul tiplying the remaining anmount by the S&P BBB
rate 1n effect, which is assuned to be unchanged
from the 10% prior-year rate (%$28,500,000 x 10%
= $2, 850, 000).

Under the alternative all owance cal cul ati on procedure:

Al | owance rate per ton
= ($2, 000, 000 + $3, 000, 000) + 1,500,000 tons
= $3. 333333 per clean ton

10.12.1 Maximum Limitation of Allowances
(30 CFR 206.258(a) and 206.261(b))

Under no situation can the washing or transportation allowance
reduce the value of coal sold under a selling arrangenent to zero.
The maxi mum al |l owance permtted is 99 percent of the royalty due
for any coal sales under any individual selling arrangenent. The
full cost of the washing or transportation nust be conputed and
reported on Form MVB-4292, Coal Wishing Allowance Report, or
Form MVB- 4293, Coal Transportation Al l owance Report, respectively.
However, when reporting and deducting that allowance on
Form MVB-2014, the lessee nust |imt the allowance deduction to
99 percent of the royalty due.

For exanple, if the royalty for the sale of coal is $500, then the
maxi mum al | ownance deduction permtted would be 99 percent of $500,
or $495. However, the allowances reported on Forns MV5-4292 or
MVB- 4293 nust be the actual costs incurred by the | essee without
regard to the 99-percent Iimtation. For exanple, assune a sal e of
100 tons of coal for $40 per ton froma lease with a royalty rate
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of 12.5 percent. For reasons beyond the |essee's control, the
washing or transportation cost is $41 per ton as calculated on
Fornms MVB-4292 and MVB-4293. The Form MVB-2014 transportation
al l owance |line (Transaction Code 11) should be conputed and filed
using a unit rate of $39.600000 per ton ($40 per ton x 99%
= 39.600000), and a total allowance deduction of $495 ($39. 600000
per ton x 100 tons x 12.5% = $495).

10.12.2 General Allowance Reporting Procedures
(30 CFR 206.259 and 206.262)

Al l owance reporting procedures nmay di ffer dependi ng on whether the
transportation or washing operations occur under arm s-length or
non-arm s-1ength conditions. Normally, an allowance is initial
conputed and reported based on the |essee's best estimate o
produced tonnage and either arms-length or non-arms-length
transportation or washing costs incurred over the course of the
annual all owance period. The estinmate is reported to MM5 on Form
MVB- 4292 (coal washing) or Form MVB-4293 (coal transportation) on
page 1 of the form and is designated as Reporting Type 1. The
uni t (per-ton% rate estimated and reported on Form MV5-4292 or Form
MVS-4293 is then used to determine the nonthly all owance deduction
fromroyalty reported on Form MMS-2014. The al |l owance period ends
upon the end of the cal endar year, when washing or transportation
operations end, or when the arm s-1ength washing or transportation
contract termnates. Followng the end of the allowance period,
the |essee uses actual tons and costs to conpute its fina
al | owance rate. This rate wll nost likely differ from the
estimated unit rate calculation based on estimted tons and costs.
The final washing or transportation allowance is reported to MVS on
Form MMS- 4292 or Form MVB-4293 by designating Reporting Type 2 on
page 1 of the form Because the nonthly allowance deductions
cl ai mred on Form MVB- 2014 were cal cul ated using the estimated unit
anmount, each nonth's all owance deduction nust be revised to conform
with the final allowance cal cul ation. Overestimated al |l owances
result in royalty repaynents plus a | ate-paynent interest charge.
Underestimated al |l owances may be recouped by the |essee wthout
i nterest.

In sonme instances, the circunstances of the transportation or
washi ng operation may change, either favorably or unfavorably,
making the original allowance estimate inappropriate for further
use. In such situations, |essees should file a Reporting Type 3 as
soon as possible, notifying MVS that a new unit rate is being
substituted for the original estimate. The reporting period woul d
be unchanged fromthat used in the initial Reporting Type 1. At
the same tinme the | essee submts a Reporting Type 3, the | essee nay
retroactively correct its allowances that were previously taken on
its Form MV5-2014 reports. |If the revisions result in paynent of
additional royalty because the initial allowance was too |arge,
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then |ate-paynent interest is assessed. However, because the
revision was made during the year rather than at the end of the
al l owance reporting period, the anmount of interest assessed is
| ess. The subm ssion of a Reporting Type 3 correcting a Reporting
Type 1 does not alter the final requirenent to submt a Reporting
Type 2 when the all owance reporting period is conplete.

An exception to this normal procedure is available to | essees that
have arm s-length transportati on or washi ng al |l owance arrangenents
wherein the nonthly unit cost varies because of contract escal ators
or other cost adjustnent factors. |In such situations, although the
lessee is required to estimate and report the unit rate applicable
over the allowance period (usually a cal endar year) on Form MVG-
4292 or Form MVB5-4293, the | essee may deduct 1ts actual nonthly
transportation or washing costs, if known, on its Form MVG-2014
report rather than the estimated per-ton anmount that was conputed
and reported on the Form MVB-4292 or Form MMS-4293. I n deducting
its allowances in this fashion, the |l essee elimnates the need to
correct its previously reported all owances that were deducted on
each nonthly Form MVG-2014 report. The total annual anount of
al | onance deduction taken on Form MVB-2014 reports nust still equal
the total annual final allowance reported on Form MVS-4292 or
Form MVS-4293 Reporting Type 2; however, the unit rate used to
cal cul ate the all owance shown on Form MV5-2014 for each nonth woul d
differ fromthat calculated as the final unit rate and shown on the
al l onance forns. In effect, the annual unit rate reported on
Form MMS-4292 or Form MVB-4293 becones the weighted average rate
for the entire annual allowance reporting peri od.

To illustrate this concept, the follow ng exanple is provided.

1. The royalty rate is 8 percent.

2. The annual tonnage from the only producing lease is
30, 000 tons.

3. The estimated arm s-length per-ton transportation cost is
$4. 000000.

4. Transportation will continue for CY 1991.

The |l essee tinely files its Reporting Type 1 of Form MVS-4293 no
later than the first nmonth that it wll report and take an
al | onance deduction (February report for the January sal es nonth).
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The estimated annual all owance is:
30,000 tons x $4 x 8% = $9, 600

The lessee is aware of its actual nonthly transportation costs
prior to the time when royalty reports are due. Therefore, its
actual transportation costs may be used to cal cul ate the all owance
reported on Form MVB-2014. The lessee is also aware that its
per-ton transportation costs may change from nmonth to nonth,
depending on whether certain transportation cost factors are
triggered in a particular nonth. A summary of each nonthly
al | onance deduction taken on Form MVG-2014 is shown in table 10-1:

Tabl e 10-1--Monthly Al |l owance Deduction Summary

Sal es nonth Tons Unit rate Al | owance
deducti on

01/91 1, 000 $4. 02 $321. 60
02/ 91 1, 500 4.01 481. 20
03/91 2,000 3.99 638. 40
04/ 91 2,000 4. 00 640. 00
05/ 91 1, 800 4. 05 583. 20
06/ 91 2,500 4.03 806. 00
07/ 91 3,000 3.98 955. 20
08/ 91 2,000 3.99 638. 40
09/ 91 2,000 4.01 641. 60
10/ 91 1, 500 4.04 484. 80
11/ 91 1, 900 4.01 609. 52
12/ 91 2,100 4.08 685. 44
TOTAL 23, 300 $7, 485. 36

Wth the conpletion of the calendar year, the |lessee is now
required to file a conpleted Reporting Type 2 of Form MVG-4293
show ng actual costs and actual tons transported during CY 1991

The wei ghted average per-ton rate nmay be conputed by dividing the
total cost by the total tons, or in several other arithnmetically
equi val ent ways. 1In all cases, however, the dollar anmobunt and the
tonnage nust be on the sane basis; that is, both nust be the
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royalty equivalent or at the gross level. Fromthe exanple above,

the allowance is shown as the actual deduction; therefore, it is

the product of the per-ton cost, the total |ease tons, and the

royalty rate. The tons are lease tons and therefore nust be

multiplied by the royalty rate to place themon the sanme basis as

t he al l onance deduction. Thus, the royalty tons are determ ned as:
23,300 tons x 8% royalty rate = 1, 864.00 tons

The unit allowance rate is conputed as:
$7,485.36 + 1,864 tons = $4.015751 per ton

Because the | essee reported its actual all owance cost each nonth,
no retroactive corrections need to be made (unless there was an
error or a retroactive cost adjustnent) even though the estinated
anount and the final (actual) amount on Form MMVS-4293 differ.

If a lessee has a nonrecurring spot sale, conpleting al
transportation and sales in 1 nonth, the |essee needs to submt
only a Reporting Type 2 to claima transportation allowance. For
exanple, a | essee wants to claima transportation all owance for the
sales month of July 1991. In this nonth the | essee transported and
sold 5,000 tons to a cenent plant. Al coal is from a single
Federal |ease having a royalty rate of 12.5 percent. The selling
arrangenent (sales agreenment) is noncontinuing, and all coa
intended to be sold under that selling arrangenent is sold in July
1991. The transportation arrangenent is arms-length and the cost
is $2 per ton. The lessee can submt a Form - 4293 Reporting
Type 2 claimng actual costs at the same time it submts
Form MVB- 2014 showi ng the transportation deductions for the period.
These submttals nust have been filed by August 31, 1991. 1In both
reports the lessee would report its transportation allowance of
$1, 250 (5,000 tons x $2 per ton x 12.5 percent).

10.12.3 Timely Reporting (30 CFR 206.2590© and 206.262(c))

Under 30 CFR 206. 259 for coal washing and 30 CFR 206.262 for coa
transportation, |essees are not required to obtain advance approval
fromMVS prior to claimng a washing or transportation all owance.
In lieu of this requirenment, however, the allowance regulations
i npose a strict standard for tinely filing the requisite allowance
form Basically, the standard requires that I|essees file
Form MVB-4292, Coal Washing Al |l owance Report, or Form MVS-4293,
Coal Transportation Al lowance Report, no later than the end of the
nmonth in which the |essee first deducts the allowance on its
nonthly Form MV5-2014, Report of Sales and Royalty Rem ttance.
Therefore, | essees desiring to deduct a washing or transportation
al l onance for the March 1992 sales nonth nust file a Form MV5-4292
or Form MMS-4293 no | ater than ril 30, 1992, when Form MVG- 2014
is due (see fig. 10-4). This filing is considered tinely.
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Wthout the requisite allowance formon file, any allowance taken
on Form MMS-2014 is unauthorized and accordingly is considered as
a royalty underpaynent. As with any royalt% under paynent, MVB
regul ations require that | ate-paynent interest be assessed fromthe
time that the underpaynent occurred until it is corrected. A
| essee has 3 nonths in which to file the appropriate allowance form
beginning the nonth in which an allowance is clainmed on
Form MVB-2014. For exanple, if the | essee clains an all owance for
a single nonth on Form MVS-2014, then the appropriate allowance
formnmust be filed within 3 nonths of the nmonth in which the | essee
cl ai mred the all owance on Form MVS-2014. For this sales nonth, the
| essee is charged interest for underpaynent of royalty for not
havi ng an all owance formon file with MVS when the all owance was
taken. As shown in figure 10-4, the | essee clains an all owance for
the March 1992 sales nonth, but does not file an allowance form
until July 1992. In this case, the |essee is charged interest from
May 1, 1992, to the day the allowance formis filed with MVB in
gu y ;99$:| ﬁn under paynent of royalty exists until the allowance
ormis filed.

After the | essee exceeds the 3-nonth |imtation, the | essee | oses
the right to claiman all owance on Form MV5-2014 for each nonth the
| essee clainms an all owance on Form MVS-2014. The | essee regains
the right to claim such allowance only after the appropriate
all omance form is filed with MVS. If the lessee clainmed an
al  onance for March 1992 (as well as for subsequent sal es nonths),
then the | essee nmust repay the allowance claimed for March 1992
(and for subsequent sal es nonths claimed on Form MVB-2014 fol | ow ng
thehﬁhagnth rule) until the appropriate allowance formis filed
W t .

Wien al | owances are denied for past nonths, they nust be repaid.

After the allowances are repaid, interest is then assessed on the
Sngunt gf the all owance denied for the period it was inproperly
educt ed.

The MVE may approve allowances to be clainmed retroactively for a
period | onger than 3 nonths upon the |essee's denonstrating good
cause. In order to receive approval to exceed the 3-nonth
retroactive allowance filing requirenent, the | essee nust request
such approval in mritin% and provide evidence of good cause for
failing to meet the deadline for filing allowance reports.

MVE/ RMP Rel ease 1.0 10-42 10/ 26/ 92



AFS PAYOR HANDBOOK--SOLID MINERALS

10. COAL PRODUCT VALUATION

Figure 10-4--Filing Deadlines

Allowance form deadline for sales month 3/92.
Late-payment interest is incurred.

Allowance forms
timely filed.

l :
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Sales
Month

Report
Month

|

Allowance claimed.

Allowance forms filed this month will
cause allowance claimed for 3/92 sales
month to be disallowed.
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"Good cause" has been adm nistratively defined by MM5 in ternms of
two basic el enents:

1. Justifiable delay.—Fhe existence of an event proxinate in tine
to the date which was beyond the control of the | essee; and

2. Reasonabl e diligence. —Evidence that the | essee was diligent up
to the point in tine when the problem and (or) justifiable
del ay occurred and acted pronptly after the cause of the del ay
was 1 dentified and (or) renoved.

The filing requirenment of the allowance fornms is | ease specific;
that is, every lease for which an allowance is clained nust be
included in the allowance form |If a |ease is excluded, either by
oversi ght or because the |essee thought no production would be
washed or transported, then | ate-paynent interest charges (or |ost
al l onances) will be assessed on allowance deductions taken on
Form MVB- 2014 even though the all owance formwas tinely filed for
ot her | eases. Lessees that are uncertain if a particular |ease
wi || have washed or transported production should include the | ease
in its allowance form filing. There is no reporting problem
associated with including on an all owance report forma | ease that
subsequently takes no actual allowance deducti ons.

After submtting an initial (Reporting Type 1) Form MVB-4292 or
Form MVB- 4293, the | essee nust tinely submt a Reporting Type 2 of
the formwthin 3 nonths after the end of the cal endar year, or
after the applicable contract termnates or is nodified or anended,
whi chever is earlier. The MMS nmay approve a period exceeding 3
nonths. During this period, the | essee shall continue to use the
al l owance rate fromthe previous reporting period.

For exanple: The lessee tinely submtted an initial (Reporting
Type 1) Form MVB-4293 containing an estinated all owance rate per
ton €$0.980000) for the period January through Decenber 1990. The
regul atory requirenents allow the | essee to submt the succeeding
al | omance report (Reﬁorting Type 2 with actual 1990 data) b

March 31, 1991. The lessee may use the allowance rate o

$0. 980000 per ton for the January 1991 and February 1991 sales
nont hs and claim allowances on Form MVB-2014 for these sales
nont hs. However, to prevent any | ate-paynent interest assessnents
by MVS, the lessee nust submt the allowance form (RePorting
Type 2) by March 31, 1991. If the | essee submts the allowance
form by July 31, 1991, then a |ate-paynent interest charge is
assessed on al |l owances clainmed on Form MVB-2014 starting with the
January 1991 sales nonth. |If the | essee submts the allowance form
(Reporting Type 2) on Septenber 30, 1991, and the | essee has been
claiming all owances every nonth on Form MVB-2014, then the | essee
woul d be subject to loss of allowances for the sales nonths of
March and April 1991. The |essee would also be subject to |ate-
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paynment interest assessnents for the sales nonths of January
t hrough July 1991.

10.12.4 Coal Washing Allowances (30 CFR 206.258 through 206.260)
VHO MAY CLAIM AN ALLOMNNCE

Lessees that wash coal produced from Federal and |Indian ad val orem
coal leases are authorized to claim a washing allowance for the
cost of washing the |ease production. When conputing the unit
washi ng all owance rate, the |essee nust use clean coal tonnage
exiting the wash plant. Coal washing all owances are not authori zed
for cents-per-ton |eases, but the lessee is permtted to report
cents-per-ton royalties on the basis of clean coal sold.

PROHI BI TED COSTS

Under no circunstances shall costs associated wth standard m ni ng
operations be included in the coal washing all owance cal cul ati on.
Costs not permtted in the washing all owance cal cul ati on i ncl ude,
but are not limted to, coal extraction, primary crushing, |oading,
or screening (screening is excluded if perforned seParater from
t he washi ng process). Costs for coal storage are allowed only to
the extent that the cost is for coal storage equipnent that is an
integral part of the coal washi ng operation, such as surge bins for

ROM coal or washed coal. Costs of coal handling are allowabl e only
to the extent that they are associated with the washing operation
itself. |If clean coal 1s blended with ROM production, the cost of

bl endi ng operations is not permtted.

10.12.5 Claiming a Washing Allowance on Form MMS-2014
(30 CFR 206.259(c))

A | essee may not claima washing allowance unless it also files a
conpl eted Form MVB-4292. Failure to correctly conplete and submt
this report in a tinely fashion may result in MVS assessing the
| essee | ate-paynent interest on allowances taken, because the
Form MVB- 4292 nust be conplete and correct before all owances are
perm tted. Utimately, delay in correcting a Form MVB-4292 may
result in the loss of allowances. Because of the inportance
attached to conpleting this form correctIY, a review of each
schedul e that conposes the Form MVS-4292 foll ows.
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DESCRI PTI ON OF FORM MMS-4292, COAL WASHI NG ALLOMNCE REPORT

Form MVB- 4292 consi sts of four pages: Page 1 and Schedules 1, 1A
(SupPIenentaI 1A), and 1B. Page 1 and Schedule 1 nust be filed by
all |essees; Schedules 1A and 1B nust be filed by | essees incurrinﬂ
washi ng costs in non-arm s-1ength or no-contract situations, suc
as those instances in which | essee perforns the washi ng.

PAGE 1

The Coal Washing All owance Report, Page 1 (fig. 10-5), is used to
report royalty all owance anmounts clainmed during the prior reporting
period and to estimate the royalty all owance anmount for the current
reporting period.

The | evel of detail for reporting a washing all owance on Page 1 is
by |l ease (accounting identification (A D)) nunber, product code,
and nunber of washing facilities used to wash | ease production. |f
coal fromtwo | eases is washed using one washing facility, but sold
under multiple selling arrangenents, only two |lines (one for each
| ease) on Page 1 need to be conpl et ed.

| nportant Points for Page 1

1. The formlists all |eases for which a washing allowance is
claimed in the reporting period.

2. | f designated as Reporting Type 1, the form shows only
estimated washing costs in colum 13, both on a per-ton basis
and as a total anount of deduction for the entire reporting
period. The reporting period should include all nonths for
whi ch a washing allowance will be deducted on Form MVG-2014
but cannot exceed a 12-nonth period, normally a cal endar year.

3. | f designated as Reporting Type 2, the formshows actual costs
in colum 12 for the conpleted all owance reporting period and,
if operations are continuing, the estimated costs in colum 13
for the current allowance reporting period. The reForting
period should cover all nonths for which a washing all owance
was authorized (see discussion of tinmely reporting
requi renents in sec. 10.12.3) and deducted on Form MV5-2014.
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Figure 10-5--Ccal Washing Allowance Report,

U.S. DEPARTMENT OF THE INTERIOR
Minerals Management Service
Royalty Management Program

COAL WASHING ALLOWANCE REPORT
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SCHEDULE 1, COAL WASHI NG SUMVARY SHEET

Schedule 1 (fig. 10-6) is used to accunul ate washing costs and to
conpute the royalty allowance rate and amount for the washing
faC|IitY. | f washing is conducted under arm s-1ength conditions,
then only Page 1 and Schedule 1 are required. The per-ton arm s-
| ength washing cost is reported at line 5B of Schedule 1. Lines 1
through 3, and 5A ich are for non-arms-length expense
identification, are not used in arm s-length situations.

Schedule 1 is required for each | ease when coal is washed and sol d.
If coal froma single |ease is washed at two separate wash plants,
then two Schedule 1 forns are required for one | ease.

In all instances, one Schedule 1 nmust be conpleted for each |line
reported on Page 1 of Form MVB-4292.
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Table 10-2 illustrates the nunber of Schedule 1 forns necessary in
two different situations:

Tabl e 10-2--Nunber of Schedule 1 Forns Required

_ _ Nunber of Schedule 1 forns
Si tuation required

Three Federal |eases have coal Three Schedule 1 fornms are

washed at one wash plant under required, one for each Federal

non-arm s-1ength conditions. | ease. The information on
Lines 1 through 6 is identical
for each Schedul e 1; however
because the formis | ease
specific, information on |ines
7 through 11 will be for a
specific | ease.

One Federal |ease has Two Schedule 1 forns are
producti on washed at two requi red, one for each wash
separate wash pl ants. plant. Each Schedule 1 woul d

contain the costs that are
uni que to a specific wash
pl ant .
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| nportant Poi nts About Schedule 1

1. A Schedule 1 identifies the washing facility at which Federal
or Indian coal is being washed.

2. A Schedule 1 is required for each line reported on Page 1.
Therefore, a Schedule 1 is necessary for each | ease clalimng
a washi ng al | owance.

3. A Schedule 1 is submtted whether washing is under armnis-
l ength or non-arm s-1ength conditions.

4. Lines 1 through 6 on Schedule 1 accunmulate costs for the
washing facility. Lines 7 through 12 determ ne the total
royal ty washi ng all owance anount for the |ease.
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Figure 10-6--Schedule 1, Coal Washing Summary Sheet

U.S. DEPARTMENT OF THE INTERIOR
Minerals Management Service

Royalty Management Program
SCHEDULE 1 -- COAL WASHING SUMMARY SHEET
Payor Name and Code; /
Address:
City State Zip
AID Number:

Selling Arrangement Code:
Facility Name/ID Number:
Product Code:

Period: 19 to 19

Depreciation and Return on Undepreciated Capital Investment (From Schedule 1B)

@ (b) © (d)

(e)

Undepreciated Return on Depreciation
Capital Rate Undepreciated Plus Return
Plant Investment at of Capital on Capital
Depreciation Beginning-of-Period Return Investment Investment
$ $ $ $ J
Operating, Maintenance, and Overhead Expenses $ @
(From Schedule 1A, Line 18)
Total Non-Arm's-Length Plant Expenses $ E
Total Plant Output (Including non-Federal coal
washed by lessee)
Non-Arm's-Length Washing Cost Per Ton Clean Coal $ EI
Arm's-Length washing Cost per Ton Clean Coal $
Total Allowance Rate per Ton Clean Coal @
Total Quantity of Lease Coal Washed During the
Reporting Period and Sold.
Lease Ad Valorem Royalty Rate % E:]
Royalty Quantity of Coal Washed and Sold During the Reporting Period @
Royalty Washing Allowance Amount $
Royalty Washing Allowance Amount for Coal Washed During the Prior Period and Sold $
During the Report Period = Allowance Rate for Deferred Tons ( ) imes
Lease Tons of Deferred Coal Sold During the Reporting Period ( Tons)
Times the lease Ad Valorem Royalty rate ( %).
Total Royalty Washing Allowance Amount 3
FORM MMS-4292 SCHEDULE 1(REV. 2/89) Page 2
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SCHEDULE 1A, NON- ARM S- LENGTH WASHI NG OPERATI ONS, MAI NTENANCE, AND
OVERHEAD EXPENDI TURES

Schedule 1A (fig. 10-7) sunmarizes all costs associated with the
washing facility that are not due to capitalized costs.
Accordingly, all costs except depreciation and RO are entered on
t hi s schedul e. Exanpl es of these costs are |abor, supervision
materials, supplies, fuel, rent (lease paynents), and property
taxes. This formis used only when the washing arrangenent i s non-
arm s-length, either because the lessee's affiliate is performng
the service or because the lessee is washing its coal.

The MMS is aware that many | essees elect to acquire wash plant
assets through | easing or rental rather than purchase (ownership).
When the coal |essee incurs rental or |easing expenses for wash
pl ant equi pnment, the | essee should include these costs on |ine 6,
regardl ess of whether the | eases are capital or operating |eases.
For either form of |ease, the cash paynent represents the M-
accepted cost basis for |eased equipnent.

When coal |essees have entered into non-arm s-1length equi pnent
| eases with affiliated firns or parent conpanies, MVB nornally does
not accept the |easing arrangenent, but rather |ooks to the actual
capitalized purchase cost for determ ning depreciation expenses and
RO .
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Each |ease that has production washed at a washing facility
requires a separate Schedule 1A Table 10-3 illustrates the
nunber of Schedule 1A forns required in a typical situation:

Tabl e 10- 3--Nunber of Schedul e 1A Fornms Required

Si tuati on Number of Schedul e 1A forns
required
A | essee owns and operates a Four schedule 1A fornms are
ant in which production from necessarr, one for each
our Federal |eases is washed Federal |ease. The cost data
and sol d. recorded on each form are
identical. These data

represent total wash pl ant
oper ati ng and mai nt enance
costs for the allowance
rePortlng period (usually a
cal endar year). Only the AID
nunber differs for each
Schedul e 1A
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| nportant Poi nts About Schedul e 1A

1.
2.

A Schedule 1A is required for each Schedul e 1.

A Supplenmental Schedule 1A may be used to report costs
incurred under "OQther" category (lines 7, 12, and 16) for
sections A B, and C The | essee attaches a Suppl enent al
Schedul e 1A for each paragraph that utilizes the "Qther" cost

cat egory.

A Schedule 1A is submtted only for non-armi s-length contract
or no-contract situations.

MVE/ RMP Rel ease 1.0 10-54 10/ 26/ 92



AFS PAYOR HANDBOOK--SOLID MINERALS

10, COAL PRODUCT VALUATION

Figure 10-7--Schedule 1A, Non-Arm’s-Length Washing Operations,
Maintenance and Overhead Expenditures

U.S. DEPARTMENT OF THE INTERIOR

Minerals Management Service PAYOR IDENTIFICATION BLOCK
Royalty Management Program Payor Name and Code:
AID No:
SCHEDULE 1A -~ NON-ARM'S-LENGTH Selling Arrangement Code:

WASHING OPERATIONS,
MAINTENANCE AND OVERHEAD
EXPENDITURES Period: 19 to 19

Fadility 1D No:

[C] Estimated Costs - Check when estimating costs for system/segment start-up.

A. Lessee's Operating Costs for Washing Facility

Operations Supervision and Engineering $ m
Operations Labor E
Utilities (2]
Materials and Supplies [<]
Ad Valorem Property Taxes IE
Rent/ Leasing [el
Other (specify). Attach Supplemental Schedule 1A
as necessary
Total Operating Costs -- Subtotal $
B. Lessee's Maintenance Costs
Maintenance Supervision $ I__T_l
Maintenance Labor
Materials
Other (specify). Attach Supplemental Schedule 1A
as necessary
Total Maintenance Costs -- Subtotal $

C. Lessee's Qverhead Allocation (specify)

$

Other (specify) use Supplemental Schedule 1A

Total Overhead Allocation $

D. Total Operating and Maintenance Costs $
FORM MM$-4292 SCHEDULE 1A (REV. 2/89) Page 3
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SUPPLEMENTAL SCHEDULE 1A, NON- ARM S- LENGTH WASHI NG FACI LI Tl ES,

OPERATI ONS, Al NTENANCE, AND OVERHEAD EXPENDI TURES

A Suppl enental Schedule 1A (fig. 10-8) is used to identify and
docunent the |essee's portion of all operating, naintenance, and
overhead expenditures as listed wunder "OQther" expenditure
categories (lines 7, 12, and 16, respectively) on Schedul e 1A

| nportant Poi nts About Suppl enental Schedul e 1A

1. A separate Suppl enental Schedule 1A nust be prepared for other
OPeratlng,_nalntenance, and over head costs associated with the
plant (facility) but not listed on Schedul e 1A

2. Suppl enent al Schedul e 1A need not acconpany every Schedul e 1A
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Figure 10-8--Supplemental Schedule 1A, Non-Arm’s-Length Washing
Facilities, Operations, Maintenance, and Overhead Expenditures

U.S. DEPARTMENT OF THE INTERIOR
Minerals Management Service PAYOR IDENTIFICATION BLOCK
Royalty Management Program Payor Name and Code:
SUPPLEMENTAL AID No
SCHEDULE 1A NON-ARM'S-LENGTH Selll‘r?g Arrangement Code:
Facility ID No:

WASHING FACILITIES,
OPERATIONS, MAINTENANCE, AND | perio: ® 19
OVERHEAD EXPENDITURES

Type of Expenditure - Describe:

Total $

FORM MMS-4262 SUPPLEMENTAL SCHEDULE 1A (REV. 2/89) Page 4

FOR ILLUSTRATIVE PURPOSES ONLY
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SCHEDULE 1B, NON- ARM S- LENGTH WASHI NG FACI LI TI ES DEPRECI ATI ON _AND
CAPI TAL EXPENDI TURE SUMVARY

Schedul e 1B (fig. 10-9) summari zes depreciation and undepreci at ed
i nvestnment capital costs for a non-armis-length or no-contract
washi ng arrangenent. Accordingly, no costs other than capitalized
maﬁhd ?Iant equi prent and facility costs are entered on this
schedul e.

As stated earlier in the discussion for Schedule 1A, wash plant
equi pnent and other facilities that are acquired under an arm s-
| ength operating or capital |ease arrangenent are not accounted for
as owned assets, and no depreciation or RO is allowed for |eased
equi pnent. Leased equi pnent and facilities are accounted for in
Schedul e 1A using the | essee's cash | ease paynents as the basis for
costs.

The depreciation and undepreci ated capital investnent determ ned on
Schedule 1B is carried forward and recorded on Schedule 1.
Schedul e 1B, |ike Schedule 1A, is |lease specific. Therefore, even
t hough a single wash plant is utilized to clean coal, a separate
Schedul e 1B nust be provided for each |lease. The |essee should
note that all information on nultiple Schedule 1B forns (submtted
because of mnmultiple | eases having production washed) is identical
except for the AID nunber. Table 10-4 illustrates the nunber of
Schedul e 1B fornms required in a typical situation.
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Tabl e 10-4--Nunber of Schedule 1B Fornms Required

Si tuation Nunber of Schedule 1B forns
required

Coal fromfour |eases is Four Schedule 1B forns are
processed at the wash plant. requi red, one for each | ease.
Because the wash plant is the

same for all |eases, costs
recorded on the four Schedul e
1B forns are identical. Only

the Al D nunbers differ.
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| nportant Poi nts About Schedul e 1B

1. A Schedule 1B summarizes depreciation and undepreciated
investment capital costs for non-arms-length or no-contract
washi ng operati ons.

2. A Schedule 1B is required for each | ease reported on Page 1

3. A Schedule 1B is submtted only for non-arn s-1ength contract
or no-contract situations.

4. The | essee may summari ze capitalized costs on Schedul e 1B and
append a etailed Ilist of capitalized equipnent to
Schedul e 1B

The MVB requests that major equi pnent exceedi ng $50,000 in initial
capitalized value be listed individually on Schedul e 1B

Schenmatic of Operation

An additional requirenment of Form MV5-4292 is to submt a schematic
di agram of the | essee's wash plant. Figure 10-10 illustrates the
detail required in this submttal, which shows mgjor pieces of
equi prent and flow |ines.
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Figure 10-9--Schedule 1B, Non-Arm’s-Length Washing Facilities
Depreciation and Capital Expenditure Summary

U.S. DEPARTMENT OF THE INTERIOR PAYOR IDENTIFICATION BLOCK
Minerals Management Service
Royalty Management Program Payor Name and Code:
AID No:
SCHEDULE 1B -- NON-ARM'S-LENGTH WASHING FACILITIES Selling Arrangement Code:
DEPRECIATION AND CAPITAL EXPENDITURE SUMMARY Facility 1D No:
| Period: 19 to 19
[e]
Initial Capital Depreciable Beginning-of-Year End-of-Year
Investment Life/Years Undepreciated Undepreciated
Expenditure and Date Salvage of Depreciation Capital Capitat
Item Placed in Service Value Taken to Date Investment Depreciation Investment
$ I $ I $ $ $
Totals $ $
FORM MMS-4292 SCHEDULE 1B (REV. 2/89) Page 5
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Figure 10-10--Schematic of Operation

(Copyright McLean-Hunter Publishing Co.,

used with permission)

M N Classitying
0 r¢ € cyclones
1%-in. x
—) fo——™—— 4/0 1000 tph ET b
A.0.M. hopper R.C. sampling
T 500-ton cap. system (1) c )y Secondary
ross-over :
- AOM. conv. magnetic
vibrating {optionah) separators
feeder J y
R.OM. s
1350 toh ~ 80 . {
- plus 8 in. Raw cosl 4 1% x §/16-in.
OM. 250 tph z >
walping R.0.M. crusher (1) xreens 7‘ .
creen Kcreens ) » 5/16in.x 0 L
s TS " 8in. x OJ I'o.nmp (P;'Mmml'x‘ w i
ir bin.x0 ™S : y $6.143 -1.50 @—————- M3
Sump & :'3 ':AO Stope beit ‘L . 1L
pump - Siops 1% x )
\ hoist §/16-in.
Underground Aock bin Z‘;“"‘ !
. 3 . Vesel
76-ton ca Bin x0 ;> /16 in. x 0 MY ce Y
To 1350 tph A.C. sumps & pumps (2} y— . V - xreens
truck removal g
) A
" 5 : A
Secondery scelping 4
xreens
§ x 1in. 4
6 in. rock raw coal w e
[ h
or chip or bot .o 155in. x 0 % x 5/16-n,
condary refuse
crusher R.C. storege o
beit scole in, (G
clean cosl
1%in.x 0 contrifuges
Rew coal 1350 tph o
storsge belt 'y
y W, I, .
4 % Primary Tell
Rock & chip sgneti tale
hopper Magnetite sapacators
bin & dust coll.
Gate Magnetits
distribution
system :h
i i r Heavy-medi Dilute
R.C. smergency AL storage pile sumps & pumps (2)
cut-otf getes H.M. floor sump e aumps & pumps {2} | L
. & pump
Raw cos!
vib. feeders
Plant feed buits (2) Plant feed
{Totat 1100-tph cep.} b:: scales (2)
Plant O—J%
refuse
thin x 0 beit C.C. storage c.Cc. _
refuse 400 tph b beit storage C.C. sampling system
Final Final retuse belt Refuse sampler belt scole
refuse Refuse by-pass
Gate bin-300-ton fate C.C. reciaim belt

ll'l"l"ll'lldftdl'."""l"lclll'l"'l""'tllldll-frlll"lq'llll""‘

o E.Ttrot;cv Rectaim 60in. W
Gate ;u;‘:""':“‘- Foeders _ belt wcale
MMS/RMP Release 1.0 10-62 10/26/92



AFS PAYOR HANDBOOK--SOLID MINERALS

10. COAL PRODUCT VALUATION

Figure 10-10--Schematic of Operation--Continued
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10.12.6 Allocation of Washed Coal (30 CFR 206.260)

Washed coal nust be allocated to the leases from which it was
extracted. \When wash plant output (clean coal) is derived from
coal mned from nore than one |ease, the quantity of clean coal
allocable to each lease is generally based on the wash plant
recovery efficiency and the | ease tons allocation factor. |If raw
coal washed in the wash plant is mned from various |ands,
including lease land and fee land, then the quantity of coal
allocable to the lease is determned by nultiplying the total raw
coal fed to the wash plant by the wash plant recovery efficiency
and the | ease tons allocation factor. This is denonstrated in the
fol |l owi ng exanpl e.

Exanpl e of Allocation of Washed Coal

Lease A produced 12,500 tons of raw coal.
Lease B produced 10,000 tons of raw coal.

The total output fromthe mne in Novenber was 140, 000
tons, of which 138,000 tons were washed and 2, 000 tons
wer e stockpil ed.

Total clean coal output fromthe wash plant in Novenber
was 112, 000 tons.

Wash pl ant recovery efficiency

= clean coal tons + raw coal feed
112, 000 tons + 138, 000 tons
0.811594

Lease A tons allocation factor

raw coal | ease tonnage fromlease A
total raw coal n ned

12,500 tons = 140, 000 tons

0. 089286

Lease B tons all ocation factor
10, 000 tons = 140, 000 tons
0. 071429

A ean tonnages are produced fromthe raw coal mined from
various | ands and sent to the wash plant.
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Lease A allocation of clean coal tons
138, 000 tons x 0.089286 x 0.811594
10, 000 tons

Lease B allocation of clean coal tons
138, 000 tons x 0.071429 x 0.811594
8, OOO tons

10.12.7 Determination of Washing Allowances
(30 CFR 206.259)

WASHI NG ALLOMNCE REPORTI NG EXAMPLE

The follow ng exanple illustrates reporting for a non-arm s-1|ength
washi ng situation. The background and detail data are listed and
are followed by figures 10-11 through 10-16, which show the fi nal
royalty remttance formand the reqU|S|te For m MVB- 4292, Reporting
TYF Wthin the exanple, e calculations are included to

ustrate a correct nethod for eterm ning calculated entries on
the reporting forns.

The following facts apply to this exanple:

1. Ed' s Coal Cpnpanr m nes bitum nous coal from a Federal |ease
and fromprivately held | and.

2. M ni ng takes place on the Federal |ease only sporadically.

3. Al'l coal is sold according to a single arm s-length contract.

4. Al'l coal mned nust be washed before being sold. The washing

expenses consi st of non-arm s-1ength washing costs incurred by
t he conpany in washing the coal, and costs for nmaintaining
some of the washing equipnent in accordance with an arm s-
| ength contract. Drying the coal follow ng washing is handl ed
by the |essee using equipnent |eased under an arm s-1length
equi prent | ease contract.

5. The Federal |ease royalty rate is 12.5 percent.

6. O ean Federal coal was sold in January, Novenber, and Decenber
1990, and in January 1991.
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7. The | essee has previously submtted Form MVS-2014, reporting
January 1990 royalties due, and Form MVS-4292, show ng the
determ nati on of the estimated Ber-ton 1990 washi ng al | owance
a}|$2.0382?0 per ton. For bDbrevity, these forns are not
il lustrated.

Figure 10-11 illustrates the Form MVS- 2014 submitted by the | essee
after it had determned actual 1990 washing costs. The
Form MVS- 2014 acconpl i shes the fol |l ow ng:

1. Revi ses washing allowances previously taken for the sales
nont hs of January, Novenber, and Decenber 1990 (lines 1
t hr ough 6).
a. Initial washing allowance is based on the estimated cost
of $2.038000 per ton.
b. Final washing allowance is based on the per-ton cost
determined in colum 12b, Page 1, Form MVB-4292 (fig.
10-12).
2. States the royalty due on January 1991 coal sold (line 7).
3. St at es washing al | onance for January 1991 coal sold (line 8).

The al |l owance anount is based on the per-ton washing cost
estimated in colum 13b, Page 1, Form MV5-4292 (fig. 10-12).

Figures 10-12 through 10-16 show a conpleted Form MV5-4292
submtted in 1991 for the 1990 cal endar year reporting period.

Figure 10-12 is Page 1 of the Form MV5-4292. |t sunmmarizes data
fgrnlihed by the ot her pages of Form MVB-4292 (figs. 10-13 through
10-15).

If the mne contained two Federal |eases (MO-0024720101 and

another), two line entries would be nade on Page 1 (fig. 10-12),

and two sets, each consisting of Schedule 1, Schedule 1A, and

Schedule 1B, would need to be furnished, one for each |ease

Submttal of a single Depreciation and Capital Expenditure Summary

gflg. 10- 15) and operation schematic (fig. 10-16) would suffice
or both | eases.
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Figure 10-11--Ed’'s Coal Company Form MMS-2014

Form MMS-2014 Revised 3/91 U.S. DEPARTMENT OF THE INTERIOR ?Euxa m:'fnx Page__ 1 w _ 1
REPORT MO./YR. 10121911 Minerals Management Service - Royalty Management Program " -1
[I]Pmonsmwe Ed's Coal Company REPORT OEESB‘A\%?\SQE ROYALTY
ADDRESS 14 18th Street o
CITY/STATE craiqg, €O FED&R“(XX PAYOR-ASSIGNED o
@ PAYORCODE|M | A14)0)0 WOAN —) DOGUMENT NUMBER| ony
415 6 7 8l !9 o 11] 12| [13 14 5| 16 7 18 o
_—'_] PR aRS <] AT FIATION iwc ﬁl L_B}-“"“ bil‘“‘ T_nlm E‘l —! SALES QUANTITY E‘—;“L"' T’uc =l SALES VALUE & ROYALTY QUANTITY = ROYALTY VALUE ,;"J‘E;H,?;*
USE (AID} NUMBER Eooe (oot laase | Yo |cooe | REAE NEASURE: | wETw b3,
! M500024720101 EC 100101/90[ 15|04 2,112.00 4,304.26¢ 01
? M500024720101 EC 100|01/90} 1504 -2,112.00 -4,355.13| 01
S M500024720101 EC 100]11/90[ 1504 2,262.62 4,611,234 01
! M500024720101 EC 100]11/90] 15]04 -2,262.62 -4,665.72| 01
[
M500024720101 EC 100112/90/ 15104 1,250.37 2,548,261 01
L]
M500024720101 EC 100112/90[15(04 -1,250.37 -2,578,37| 01
7
M500024720101 EC 100|01/91[ 01 1,510.00 37,750.00 188.75 4,718.75| 01
8
M500024720101 EC 100]01/91]15 -188.75 -385,05] 01
-]
10
1"
2
13
REPORT CONTROL BLOCK OORT WARNING: This is to inform you that failure to re, curately and timely in accordance with the statutes, regulations, l&l PAGE TOTAL 4,198,223
Payment {Method Code Amoun or terms of the l:a':e. p'ormit, oyr contract may resultin |:‘(:e payxynm chnlvgoz. civil penalties, or liquidated damlgg:s being
22] Checks 10 MMS 01 S 4,198.23 d without further notification. Intentional faise or inaccurate reporting is subject to criminal prosecution in IE] REPORT TOTAL 4,198.23 |
23 Payments 1o Others 02 d with applicable Federal law(s). = -
gg E;Td'ey!lﬁmnd (04 :'h;;:m-u« Mu':ﬁmmA: of 1980 {44 usl;c&mlr;m | have resd and sxarning tha Etsternents in this repart and agras they s accurats snd complete.
26| Checks to MMS for BIA (05) 0 docurnent detsts ofrayely paymants on sles of of and gax
27[EFT10BIA (08) e ot e e e o et e i e =
28{ Payments to Lockboxes 07)
29| TOTAL OF ITEMS 22-28 $ 4,198,23 PROPRIETARY-FOR U.S, GOVERNMENT USE ONLY Nire o provers: oo
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Page

1 (fig. 10-12) includes the follow ng information:

In item5, the Reporting Type is 2, indicating a continuin
report. Reporting Type 1 would be for an initial submttal o
Form MVI5- 4292.

In colum 11, the Arm s-Length/Payor-Omed Indicator is 5,
i ndicating total costs consist of both non-arm s-1ength and
arm s-1ength conmponents. A "4" would indicate all non-arm s-
length costs. A "6" would indicate all arm s-length costs.

In colum 12a, the Royalty Tons are cal cul ated as the sum of
Schedule 1, line 9, plus the figure obtained fromnultiplying
the tonnage and royalty rate entries on Schedule 1, line 11
(fig. 10-13).

In colum 12c, the Royalty Allowance Anount is from
Schedule 1, line 12.

In colum 12b, the Allowance Rate Per Ton is calculated by
dividing the entry in colum 12c by the entry in colum 12a.
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Figure 10-12--Page 1,

U.S. DEPARTMENT OF THE INTERIOR
Minerals Management Service
Royalty Management Program

COAL WASHING ALLOWANCE REPORT

E} PAYOR NAME

Ed's Coal Company

ADDRESS 14 18th St

cITY Craig STATE

Colorado

P

81025

Pubiic reporting burden for this form is esimated ® range from 1 to 40 howrs per response, inciuding the ¥me for
L data, and i

g existing data sources, gathering and

and reviewing the
form. Direct comments rsgardng the burden estmak or any other aspect of this form nduang sugg-sions for reducing

this burden % the Infermaton Collection Clearance Officer, Mail Stop 2300, Minerais Management Service, 381 Elden
Sveet, Hemdon, Va. 22070; and the Ofice of Management and Budget, Paperwork Reducton Project

(1010 - 0074), Washington, DC 20503,

PERIOD

E] REPORTING TYPE O]
[6] REPORTING

to

[2 PavoR cooe

E FEDERAL I oR mDian(]

0119 90

0119 90 3—'

Coal Washing Allowance Report

OMB NO. 1010 - 0074

Expiras March 31, 19XX

The Paperwork Rleducion Act of 1980 (44 U.S.C. 3501 et seq)
requires MMS t inform you thet this information is being colected
for the purposs of managing its cosl washing sitowance program.

FOR MMS USE ONLY:

FOR PAYOR USE ONLY:

7T 78] 9 [10] [11] 12] PRIOR PERIOD ACTUAL DATA 13 CURRENT PERIOD ESTIMATED DATA
,&C,f%gpﬁg,q SELLING | ARM'S-LENGTH/|-> [ ] o] ROYALTY 2] b] B ROYALTY
NUMBER (AID PRODUCT [ ARRANGEMENT| PAYOR-OWNED|! ROYALTY | ALIOWANCE | ALLOWANCE|  ROYALTY | ALLOWANCE | ALLOWANCE
(AID) CODE CODE INDICATOR TONS | RATEPERTON|  AMOUNT TONS__ |RATEPERTON|  AMOUNT
1 M50-0024720101 EC 100 5 5,625 12.062089|11,599.25| 60,000 [2.040000] 122,400
2
3
4
5
6
7
8
9
10 |
11 |
14| PAGE TOTAL 5,625 | X00MX00X [11,599.25[ 60,000 [xxo00xxxxx | 122,400
15| REPORT TOTAL (Last Page Only) 5,625 | xxoooo00ox [11,599.25 60,000 [xooooxoox [ 122,400
IF MORE LINES ARE NEEDED, ATTACH ADDITIONAL PAGES OF FORM MMS-4282
| have read and examined the statements in this report and, to the best of my knowledge, they are accurate and complete.
NAME (FIRST, MIDDLE INITIAL, LAST) (typed or printed) DATE:
Edward M. King
AUTHORIZED SIGNATURE: | DATE:
[signature]
NAME OF PREPARER: TELEPHONE NUMBER:
James M. King (303) 411-2222

WARNING: This is to inform you that Ialuro !o report aeouvawy and nmoly in accordance with the stakutes, requiations, of terms of the lease, permit, or conract may result in late payment charges, civil penaities, or iquidated

being d without further faise or
FORM MMS-4292 (REV. 3/91)

FOR [LLUSTRATIVE PURPOSES ONLY

reporting is subject %o criminal prosecution in accordance with applicable Federat iaw(s).
THIS INFORMATION SHOULD BE CONSIDERED (Please check one) . PROPRIETARY

[]nonPROPRIETARY Page 1
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Schedule 1 (fig. 10-13) includes the follow ng information:

1

Data on lines 1 and 2 are taken from Schedule 1B (fig. 10-15?,
Sche?ule 1A (fig. 10-14), and the depreciation schedule (table
10-5).

Entries in lines 1 through 9 lead to the conputation of the
cost of washing the lessor's portion of |ease production
washed and sol d during 1990. Total plant output was 800, 000
t ons.

Line 5b shows the arm s-length cost conponent for the contract
mai nt enance of washi ng equi pnent.

Line 11 shows the cal cul ati on and total washing cost of coa
sold in 1990 but washed in 1989. An entry is made in line 12
for the total washing costs of coal sold in 1990 but washed in
both 1989 and 1990. Thus, when coal inventories froma prior
year are sold, the reporting period per-ton allowance rate
shown in colum 12b of Page 1 (fig. 10-12) is the weighted
average of washing costs for the coal sold in 1990.

The entry for line 11 (fig. 10-13) is the cost of washing the
royalty share of |ease production sold in 1990 but washed in
1989. This ampbunt is calculated using entries (on the |eft
side of line 11) for 1989 deferred tonnage sold in 1990, the
all owance rate for the deferred tons, and the | ease ad val orem
royalty rate for 1990.
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Figure 10-13--Schedule 1,

U.S. DEPARTMENT OF THE INTERIOR

Minerals Management Service

Royalty Management Program
SCHEDULE 1 -- COAL WASHING SUMMARY SHEET
Payor Name and Code,_Ed's Coal Co. / MA400
Address: 14 18th St.
City Craig StateColoradozip __ 81625
AID Number: M50-0024720101
Selling Arrangement Code: 100
Facility Name/ID Number___Wash Plant
Product Code: EC
Period: 01 19 90 to 12 1990

Depreciation and Return on Undepreciated Capital Investment (From Schedule 1B)

Coal Washing Summary Report

(a) (b) (c) (d) ()
Undepreciated Return on Depreciation
Capita! Rate Undepreciated Plus Return
Plant Investment at of Capital on Capita!
Depreciation Beginning-of-Period Return Investment Investment
$ 245,000 $ 4,510,000 10,29 $ 464,079 $ 709,079
Operating, Maintenance, and Overhead Expenses $ 210,500

{From Schedule 1A, Line 18)
Total Non-Arm's-Length Plant Expenses

Total Plant Output (Including non-Federal coal
washed by lessee)

Non-Arm's-Length Washing Cost Per Ton Clean Coal
Arm’s-Length washing Cost per Ton Clean Coal
Total Allowance Rate per Ton Clean Coal

Total Quantity of Lease Coal Washed During the
Reporting Period and Sold.

Lease Ad Valorem Royalty Rate

Royalty Quantity of Coal Washed and Sold During the Reporting Period

Royalty Washing Allowance Amount

Royalty Washing Allowance Amount for Coal Washed During the Prior Period and Sold
During the Report Period = Allowance Rate for Deferred Tons { 2.163000 ) times

Lease Tons of Deferred Coal Sold During the Reporting Period (_5, 000  Tons)
Times the lease Ad Valorem Royalty rate ( 2.5 %)

$ 919,579 [3]
]

800,000

$ 1.149474  [sg]
$ 0.900000

2.049474  [6]
40,000

12.5 % [g]

5,000 [9]

$ 10,247.37

$ 1,351.88

Total Royalty Washing Allowance Amount $ 11,599.2 @
FORM MMS-4292 SCHEDULE 1(REV. 2/89) Page 2
FOR ILLUSTRATIVE PURPOSES ONLY
MMS/RMP Release 1.0 10-71 10/26/92



AFS PAYOR HANDBOCK- - SCLI D M NERALS

10. COAL PRODUCT VALUATI ON

Schedul e 1A (fig. 10-14) shows that the | essee's actual non-arm s-
| ength costs consisted of:

Operating costs: SuBervision and engi neering = $30, 000
Labor = $95, 000
Uilities = $50, 000
Material s and supplies = $20, 000
Leasi ng of drying equi pmrent = $5, 000

Mai nt enance costs: Supervision = $2, 000
Labor = $5, 000
Materials = $3, 000

Over head costs: Enpl oyee counseling = $500
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Figure 10-14--Schedule 1A, Non-Arm’s-Length Washing Operations,
Maintenance and Overhead Expenditures

U5, DEPARTMENT OF THE INTERIOR

Viranls Managomen Sorics PAYOR IDENTIFICATION BLOCK

Royalty Management Program Payor Name and Code: Ed's Coal Co/MA400

AIDNo:__M50-024720101
SCHEDULE 1A~ NON-ARM'S-LENGTH Seling Arrangement Gode:. 100

WASHING OPERATIONS, " .
MAINTENANGE AND OVERHEAD | 2c!Y!ONo._Hash Plant
EXPENDITURES Period: 01 1990 1o 12 19 90

[T] Estimated Costs - Check when estimating costs for systernvsegment start-up.

A 's Operating Costs for Washing Fagll

Operations Supervision and Engineering $ 30,000 8|
Operations Labor 95,000 21
Utilities 50,000 =]
Materials and Supplies 20,000 (]
Ad Valorem Property Taxes [s]
Rent/ Leasing 5,000 Cel
Other (specify). Attach Supplemental Schedule 1A
as necessary
Total Operating Costs -- Subtotal $ 200,000
B. Lessee's Maintenance Costs
Maintenance Supervision $ 2,000 [E
Maintenance Labor 5,000
Materials 3,000 1]
Other (specify). Attach Supplemental Schedule 1A
as necessary
Total Maintenance Costs -- Subtotal $ 10,000

C. Lessee's Qverhead Allocation (specify)

$ 500 [14]

Other (specify) use Supplemental Schedule 1A

Total Overhead Allocation $ 500

D. Total Operating and Maintenance Costs $ 210,500
FORM MMS-4292 SCHEDULE 1A (REV. 2/89) Page 3

FOR ILLUSTRATIVE PURPOSES ONLY
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Schedule 1B is conpleted based on the depreciation schedule in
tabl e 10-5.

Tabl e 10-5--Depreci ation Schedul e--Wash Pl ant

Cal en- I nvest ment Beg. of year Annual End of year Annual return
dar undepr ec. deprec. undepr ec. on undepr ec.
year capi tal capi tal capi tal
i nvest ment i nvest ment i nvest ment
1988 $5, 000, 000 $5, 000, 000 $245, 000 $4, 755, 000 $551, 500 @ 11. 03%
1989 $5, 000, 000 $4, 755, 000 $245, 000 $4, 510, 000 $509, 736 @ 10. 72%
1990 $5, 000, 000 $4, 510, 000 $245, 000 $4, 265, 000 $464, 079 @ 10.29%
1991 $5, 000, 000 $4, 265, 000 $245, 000 $4, 020, 000 $452, 943 @ 10. 62%
Figure 10-15 is based on the follow ng information:
1. The wash plant was in place on January 1, 1988.
2 The cost was $5, 000, 000.
3. The estimated sal vage val ue is $100, 000.
4 Annual depreciation is based on the estimated life of the
equi pnent (20 years) and the total investnent |ess sal vage.
5. Annual return rates are based on S&P's Bond Quide for the
first nmonth of each reporting period for industrial bonds
rat ed BBB.
6. The sal vage val ue is included when calculating the return on

i nvest ment .

An additional requirenent of Form MVB-4292 is to submt a schematic

di agr
det ai

am of the | essee's wash plant. Figure 10-16 illustrates the
| required in this submttal, which shows major pieces of

equi pnent and flow |ines.
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Figure 10-15--Schedule 1B, Non-Arm’'s-Length Washing Facilities
Depreciation and Capital Expenditure Summary

U.S. DEPARTMENT OF THE INTERIOR PAYOR IDENTIFICATION BLOCK
Minerals Management Service
Royalty Management Program Payor Name and Code: Ed's Coal Co./MA400
AID No: M20-024720101
SCHEDULE 1B -- NON-ARM'S-LENGTH WASHING FACILITIES Selling Arrangement Code:_ 100
DEPRECIATION AND CAPITAL EXPENDITURE SUMMARY Facility ID No:__Wash Plant
Period: 01 19 90 to 01 19 90
[2] (3] [4] (5] B
Initial Capital Depreciable Beginning-of-Year End-of-Year
Investment Life/Years Undepreciated Undepreciated
Expenditure and Date Salvage of Depreciation Capital Capital
tem Placed in Service Value Taken to Date Investment Depreciation Investment
Plant $5,000,000} 1/86 $ 100,000 20 I 4 $ 4,510,000 $ 245,000 $ 4,265,000
]

|
I
|
|
I
|
I
I
]
|
|
I
I
I

— — — —_—}— — }— ———— }— — —

Totals $ 4,510,000 § 245,000
FORM MMS-4292 SCHEDULE 1B (REV. 2/89) Page 5

FOR ILLUSTRATIVE PURPOSES ONLY
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Figure 10-16--Schematic of Operation
(Copyright McLean-Hunter Publishing Co., used with permission)
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Figure 10-16--Schematic of Operation--Continued
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10.12.8 Coal Transportation Allowances
(30 CFR 206.261 and 206.262)

WHO MAY Al M A TRANSPORTATI ON ALL ONANCE

Any | essee that transports coal froma Federal or Indian |ease to
a distant sales Point or transports the coal froma | ease or m ne
area to a wash plant renote fromthe | ease and the mne may claim
a transportation allowance. However, MVS does not permt
transportation allowances for any novenent of coal in and around
the m ne area.

CRITERFA FOR DETERMNING IF A TRANSPORTATION ALLOMNCE 1S
APPLI| CABLE

The | essee shoul d ask the follow ng questions about its operation
to determne if a transportation allowance is applicable. An
expl anation of the MVS policy foll ows each question.

1. Does coal transportation occur in what could reasonably be
considered the vicinity of the mne, |ease, etc., which is
defi ned by sone adm ni strative boundary or definition?

TransFortation in the vicinity of the mne or |ease would
normal Iy constitute m ne haul age and would not qualify for a
transportation allowance. No allowance is authorized within
the mne area for novenent of coal between mne facilities,
i ncluding transportation between the pit (or portals) and the
crusher, or for the transfer fromthe crusher to other m ne
surface facilities, including the storage and | oadout
facility. Further, MVE considers the cost of normal mne
haul age and processing to produce a marketabl e product to be
expenses to be borne by the lessee and at no cost to the
| essor. The MVB considers these operations to be occurring at
the mne, although theK may not be carried out in the
i medi ate proximty of the point of extraction.

2. Is the coal transportation considered a normal nmining
operation?

Haul age recognized as necessary to normal day-to-day
operations of the mne would not qualify for transportation
al | owances. This includes ROM coal haulage from pit or
under ground operation to a | oadout facility, grizzly/crusher,
or any other normal operational facility that receives this
ROM coal . CGenerally, coal noved within the mne perm:t
boundary is not considered eligible for any transportation
al | owance deducti ons.

3. Does the transportation of coal occur prior to the first point
where production can reasonably be narketed?
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The first point where coal may be marketed is the point where
title, possession, and liability of |Ioss can transfer fromthe
m ne operator to a buyer. This point is nornmally the mne
| oadout facility. |If the transportation segnent in question
is prior to the first point where production can reasonably be
mar ket ed, then usually the transportation does not qualify for
a transportation all owance.

4. Are there anY extraordinary or exceptional circunstances
i nvolving coal transportation that should be considered as
rel evant factors or that could render other transportation
al l owance criteria invalid?

Di stance neasured in absolute terms of miles fromthe pit or
portal to primary crushers or stockpiles/loadout facilities is
not an accurate basis from which to determne if a
transportation allowance is authorized. Large m nes,
ﬁarticularly | arge surface mnes, may have 15- to 20-mle
auls fromthe pit to surface %rocessing facilities during the
life of the mine. Yet this haulage is all within the mne
area and, accordingly, wuld not be eligible for a
transportation allowance. Some mnes have their coa
processi ng, storage, and |oadout (sales) facilities |ocated
apart from one another due to terrain, access to water or
electric utilities, or other reasons. Haul age between these
mne facilities, even if the mne is underground, is normally
considered as mne-rel ated transportation and is not eligible
for transportation all owances.

Rat her than use absolute distance nmeasurenent as a criterion for
transportati on al |l onances, MVS believes a nore rel evant neasur enent
woul d be the ratio of off-mne-property haul age to on-m ne-property
haul age. Many mines |ocate their surface processing storage and
sales facilities off |eased | ands but, to the extent possible, in
the vicinity of the |eases that make up the mne. Therefore, as
general guidance, when the ratio of off-mne haulage to on-mne
haul age exceeds 1:1, that is, the | essee transports coal a greater
di stance off m ne property than on mne property, then it is |likely
that such haulage is eligible for a transportation allowance.
However, this determnation is not conclusive, and the |essee
should review all transportation allowance criteria before making
a final determ nation

Under normal mning conditions, all transportation occurring prior
to an FOB mne sales point nust be borne solely by the lessee
However, wunusual situations may require the lessee to incur
transportation costs that are uncommon. In such cases, MVB ma
grant a transportation allowance. Lessees that are uncertain o
whet her their circunstances warrant a transportation all owance may
request a determ nation from MVB. In such an event, the |essee
should include with its request maps displaying the transportation
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route, mine facilities, sales point(s), and any other information
that the |essee believes bears upon the transportation allowance
questi on.

10.12.9 Unit Rate of Allowance, Clean Coal Transported

For coal transported to a renote wash plant, that is, a plant
| ocated away from the mne, a transportation allowance may be

aut hori zed. Transportation allowance criteria 1, 2, and 4 in
section 10.12.8 nmay be applied to determine whether a
transportation allowance to a wash plant is authorized. The

transportation allowance is based on the total cost incurred to
transport the ROM coal to the wash plant. Wen conputing the unit
rate, however, the | essee nust use clean coal tonnage exiting the

was h Plant. This procedure is required because allowances are
normal |y deducted from the sale of coal production, not coal
production itself. Failure to use clean coal tons in the

denom nator with total cost in the nunerator results in a unit rate
that is insufficient to recoup total incurred cost for transporting
ROM production to the wash pl ant.

For exanple, the | essee transports 1,000 tons of ROM production to
t he wash plant under an arm s-length contract at a cost of $3 per
ton. The total cost is therefore %3,000. However, as a result of
t he washing process, only 700 tons of clean coal exits the wash
plant and is sold. To conpute the unit (per-ton) rate, the | essee
nust divide $3,000 by 700 tons, for a result of $4.285714 per ton.
This woul d be the rate conmputed and reported on Form MVS-4293 and
would also be the rate used to claim the nonthly allowance
deducti on on Form MVS-2014.

MVE/ RMP Rel ease 1.0 10- 80 10/ 26/ 92



AFS PAYOR HANDBOCK- - SCLI D M NERALS

10. COAL PRODUCT VALUATI ON

10.12.10 Claiming Transportation Allowance on Form MMS-2014
(30 CFR 206.262(c))

The filing of a Form MVB-4293 is, anong other purposes, a
notification to MVS that the lessee intends to claim a

transportation allowance in its royalty report. The filing of that

form does not authorize the |essee to commence transportation
al | onance deductions in its Form MVG-2014 royalty report unless it

}s reporting sales and paying royalty on coal that was transported
or that sale.

Often coal may be transported in one nonth but not sold until
several nonths later. The |essee cannot claimthose transportation
costs until the transported coal is sold and royalty is paird. This
requirenent applies even if the | essee is paying royalty under that
| ease for other sales that do not 1nvolve the specific
transportation arrangenent.

DESCRI PTION OF THE FORM MV5-4293, COAL TRANSPORTATI ON ALLOMNCE
REPORT

A lessee may not claima transportati on all owance unless the | essee
also files a conpleted Form MVB-4293. Failure to conplete this
report correctly and submt it tinmely may result in MVE assessing
the | essee | ate-paynent interest on all owances taken, because the
Form MMVB- 4293 nust be conplete and correct before all owances are
permtted. Utimately, delay in submtting a Form MVB-4293 may
result in the |l oss of allowances.

Because of the inportance attached to conpleting and filing this
formcorrectly, a review of each schedule that conposes the Form
MVES- 4293 fol | ows.

Form MVB- 4293 consi sts of five pages: Page 1 and Schedule 1 nust
be filed by all |essees. In addition, Schedules 1A (and
Suppl enental Schedule 1A, if used) and 1B nust be submtted by
| essees incurring transportation costs in non-arms-|length or no-
contract situations, such as those instances when the |essee
perfornms the transportation service itself.

The Coal Transportation Al owance Report, Page 1 (fig. 10-17), is
used to report royalty all owance anounts clainmed during the prior
reporting period and to estinmate the royalty all owance anount for
the current reporting period.
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The level of detail for reporting transportation allowances on
Page 1 is by |ease (A D) nunber, product code, and transportation
arrangenent . Page 1 does not explain where coal 1s being
transported, and, therefore, for each [ine reported on Page 1 there
must be an acconpanying Schedule 1, Coal Transportation System
Summary Sheet. Table 10-6 briefly outlines these requirenents.

Tabl e 10-6--MVB Form 4293 Filing Requirenents

Nunber of | eases Nunber of |ines
Nurber havi ng producti on necessary
of separate transported under on Page 1 to report
transportation each transportation transportation
arrangenent s ar rangenent arrangenents correctly
1 1 1
2 1 2
2 2 4
3 4 12

Schedule 1 (fig. 10-18) is used to accumulate transportation
segnent costs and to conpute the royalty all owance rate and anmount
for a transportation facility.

Note that a separate Schedule 1 is used for each transportation
facility (i.e., each transportation arrangenent) over which coal is
transported. Therefore, a separate Schedule 1 nust be conpl eted
for each line reported on Page 1 of Form MVBS-4293. Table 10-7
illustrates the nunber of Schedule 1 forns required for the
descri bed situation.
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Tabl e 10-7--Nunber of Schedule 1 Fornms Required

Transportation Nunber of | eases Nunber of Schedule 1
situation havi ng producti on forms required
transported under
each sal es contract

M ne transports coal 4
about 40 mles from
mne to renote wash
plant facility.

Cl ean coal is sold
under two separate
sal es contracts at
different prices.
Four | eases have
producti on
transported for each

sal e.

M ne transports coal 3
to electric utility

plant by rail [|ine.

D stance is about 12
mles (one selling
arrangenent) .

M ne transports coal 2
to port facilities

by rail. There are

SI X export sales

(six selling

arrangenents) .

Because al |
transportation is
conduct ed over a
single
transportation
facility, separate
Schedule 1 forms for
each selling
arrangenent are not
requi red. However,
a Schedule 1 is
required for each

| ease. Therefore, a
total of four
Schedule 1 forms is
required.

Three Schedule 1
forms are required
to show that there
is one selling
arrangenent, but
three | eases.

Twel ve Schedul e 1
forms are required.
Two Schedule 1 forns
(one for each | ease)
are necessary for
each selling
arrangement .
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SCHEDULE 1A, NON- ARM S- LENGTH ~ TRANSPORTATI ON _ SYSTEM SEGVENT
OPERATI ONS, Al NTENANCE, AND OVERHEAD EXPENDI TURES

Schedule 1A (fig. 10-19) summarizes all costs associated wth
transportation that are not due to capitalized costs. Accordingly,
all costs except depreciation and the RO are entered on this
schedul e. Exanples of these costs are |abor, supervision,
materials and supplies, fuel, rent and (or) |ease paynents, or
property taxes. This formis used only when the transportation
arrangenents are non-arms-length, either because the |essee's
affilrate is ﬁerforning the service or because the lessee is
transporting the coal. Tabl e 10-8 shows the required nunber of
Schedule 1A fornms for different transportation situations.

The MVB is aware that many | essees elect to acquire transportation
equi pnrent and facilities through arm s-1ength equi pnent and (or)
faci itK | easi ng arrangenents rather than purchase (omnershiP).
When the coal |essee incurs rental or [|easing expenses for
transportati on equi pnent, the | essee should include these costs on
line 6 of Schedule 1A, regardless of whether the | eases are caFitaI
or operating |leases. For either formof |easing, the cash |ease
paynment represents the cost basis for |eased equl pnent.

When coal |essees have entered into non-arm s-length equi pnent
leases with affiliated firnms or parent conpanies, MVS does not
normal |y accept the |easing arrangenent, but rather |ooks to the
actual capitalized purchase cost for determ ning depreciation
expenses and RO .
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Tabl e 10-8--Nunber of Schedul e 1A Fornms Required

Transportation situation

Number of Schedul e 1A forns

A | essee owns and operates a
rail transportation systemin
whi ch production fromthree
Federal |eases is transported
fromthe mne | oadout facility
12 mles to the electric
utility plants where coal is
consuned (one selling
arrangenent).

A | essee owns and operates a
truck transportation systemin
whi ch production fromtwo
Federal |eases is haul ed

40 mles fromthe mne to a
rail | oadout facility, where
the coal is sold under three
different coal supply

agr eenent s.

Three Schedul e 1A fornms are
requi red, one for each Federal
| ease. The cost data recorded
on each Schedul e 1A are
identical. These data
represent total transportation
facility costs for the

al | onance reporting period
(usual ly a cal endar year).
Only the | ease nunber differs
for each Schedul e 1A.

Two Schedule 1A forns are
requi red, one for each Federal
| ease. Because the cost basis
is the sanme (coal is trans-
Ported in one transportation
acility), only one

Schedul e 1A formper lease is
necessary even though the
transported coal is sold under
multiple selling arrangenents.
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SCHEDULE 1B, NON- ARM S- LENGTH ~ TRANSPORTATI ON  SYSTEM SEGVENT
DEPRECI ATI ON AND CAPI TAL EXPENDI TURE SUMVARY

Schedul e 1B (fig. 10-21) summari zes depreciation and undepreci at ed
i nvestnent capital costs for a non-armis-length or no-contract
transportation segnent. All depreciation and the RO are entered
on this schedule. These costs are capital equipnment that is an
integral part of the transportation system and may include, for
exanple, trucks, rail cars, or |oconotives.

A separate Schedule 1B is required for each segnment of the
transportation facility. For instance, the | essee transports coal
to the point of sale by two segnents, truck and slurry pipeline.
The truck transportation segnent is by |essee-owned trucks to a
renote slurry pipeline headgate.

The second segnent of the transportation facility to the point of
sale is a slurry pipeline also owned and operated by the | essee.
The depreciation and undepreci ated capital investnment for the truck
segnent are shown on one Schedule 1B, and the depreciation and
undepreci ated capital investnent for the slurry pipeline are shown
on anot her Schedule 1B. All transportation facility segnents are
totaled on Schedule 1 to determne total facility costs.

Separate Schedule 1 forns with acconpanying Schedul es 1A and 1B
must be submtted for each |ease. Because the costs for each
se%nent are fixed for the all owance period, photocopies of original
Schedul es 1A and 1B nay be attached to each | ease's Schedule 1 in
order to fulfill the reporting requirenents.

Using the above exanple of a non-arms-length two-segnent
transportation facility conposed of truck and slurry pipeline, with
the mne producing from two Federal |eases, the transportation
al  owance form subnmitted woul d incl ude:

° One Page 1 showi ng both | eases
° Two Schedule 1 fornms, one for each |ease
° Four Schedul e 1A forns, a schedule for both segnents for

bot h | eases

° Four Schedule 1B forms, a schedule for both
segnents for both | eases
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TH S PAGE | NTENTI ONALLY LEFT BLANK
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| nportant Points for Page 1

1. Figure 10-17 lists all transportation allowances claimed in
the reporting period Dby |ease, pr oduct code, and
transportation arrangemnent.

2. | f designated as Reporting Type 1, the form shows estimated
transportation costs in colum 13, both on a per-ton basis and
as a total anmount of deduction for the entire reporting
period. The reporting period should include all nonths for
which a transportation allowance wll be deducted on
Form MVS- 2014 but cannot exceed a cal endar year.

3. | f designated as Reporting Type 2, the formshows actual costs
in colum 12 for the conpleted all owance reporting period and,
if operations are continuing, the estimated costs in colum 13
for the current allowance reporting period. The reporting
period should include all nonths for which a transportation
al | onance was aut hori zed (see discussion of tinely reporting
requi renents in sec. 10.12.3) and deducted on Form MV5-2014.
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Figure 10-17--Page 1, Ccal Transportation Allowance Report

U.S. DEPARTMENT OF THE INTERIOR y
Minerals Management Servi Expires March 31, 1983
oy e g e po s e
COAL TRANSPORTATION ALLOWANCE REPORT Vaniporiios somante rrogan. e 2!
FOR MMS USE ONLY:

[[] PAvoRName {2 Pavor cobe ]

ADDRESS (4 reperaL O oR wowunDd
cITY STATE zZP
(5] reporTING TYPE Od
MMWW!&MhMwa!bwmwm hﬂn&qmﬁmbr
reviewing insirucions, searching exisiing data and data, and . REPORTING 19
mwmw-ﬁuummmdmmm for_reducing _—
this burden 10 the Inlormstion cumauwsopmmaumqm wau-n PERIOD 'y 3
Sirest, Hemdon, Va. 22070; mnmmdm Budpet, Paperwork Reduction Project ___]FORPAYORUSEONLY:
{1010 0074), Washingion, OC 20503, 1’
E[ ﬂ [11] 12| PRIOR PERIOD ACTUAL DATA 13 CURRENT PERIOD ESTIMATED DATA
RoareaLiy SEUNG | ARmsLeNGTH]) b ° | novaLty |2 b ] movaury
NUMBER (AID PRODUCT | ARRANGEMENT | PAYOR-OWNED| ROYALTY | ALLOWANCE | ALLOWANCE|  ROYALTY | ALLOWANCE | ALLOWANCE
(AID) CODE CODE NDICATOR TONS | RATEPERTON| _ AMOUNT TONS  |RATEPERTON|  AMOUNT
1
2
3
4
5
6
7
8
9
10
11
14| PAGE TOTAL YO000000K XXOOO00A00C
15| REPORT TOTAL (Last Page Only) X000 X0000000000(
IF MORE LINES ARE NEEDED, ATTACH ADDITIONAL PAGES OF FORM MMS-4293

| have read and examined the statements in this report and, to the best of my knowledge, they are accurate and complete.
NAME (FIRST, MIDDLE INITIAL, LAST) (typed or printed) DATE:
AUTHORIZED SIGNATURE: DATE:
NAME OF PREPARER: TELEPHONE NUMBER:
WARNING: Thie le 10 inform you that faliure to report accuralely and timely In with the ststutes, or terms of the lease, permit, or contract may result in iste payment charges, oivil penaitiss, or
being withoul further notifiostion. fuies or e subject 1o oriminel in accordance with appiicable Federat lew(s).
FORM MMS-4293 (REV. 391) THIS INFORMATION SHOULD BE CONSIDERED (Please check one) PROPRIETARY L] NONPROPRIETARY Page 1
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| nportant Poi nts About Schedule 1, Form MVB-4293

1. A Schedule 1 (fig. 10-18) identifies the segnents of the
transportati on system over which Federal or Indian coal is
bei ng transported.

2. A Schedule 1 is required for each line reported on Page 1;
that is, a Schedule 1 is necessary for each |ease claimng a
transportation all owance.

3. A Schedule 1 is submtted whether transportation is under
arm s-length or non-arnis-length conditions.

4. A Schedule 1 accunul ates costs for the individual segnments
over which coal is transported from lease to final sales
poi nt .

5. Separate Schedul es 1A and 1B are required for each non-arm s-

| ength transportation segnent reported on Schedul e 1.
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Figure 10-18--Schedule 1, Coal Transportation System
Summary Sheet

U.S. DEPARTMENT OF THE INTERIOR

Mnerals Managemeni Service
Royalty Management Program
SCHEDULE 1 - COAL TRANSPORTATION SYSTEM SUMMARY SHEET
(17 pavor name aND cooE, z [2] Ao Numeer;
ADDRESS SELLING ARRANGEMENT CODE;
FACILITY NAMEAD NUMBER:
cITY STATE pald
PRODUCT CODE;
LINE NUMBER(S) FROM PAGE 1:
PERIOD: 19 to 19
(a) ® (© (] (o) U} (9) )
Anm's-Length Beginning-of-Year
Segment Mode Arm's-Length/ Contract/ Rate Undepreciated Return on
of of Payor-Owned Payor-Owned of Capital Investment
Transportation Transportation Indicator Operating Costs Deprediation Retum Investment ) x (@)
Erom To
A. TRANSPORTING COAL TO A REMOTE WASHING
ITY.
FACILITY. s s $ $
Totals $ $ 3
Alilowance rate = (6d + 8e + 6h) / Tons of production transported $ - . §
from the mine 1o the washing facliity, expressed In terms of clean Part A Total Cost Part A Total Clean Tons Cost per Ton
coal tonnage.
B. TRANSPORTING COAL TO A REMOTE SALES
POINT.
$ $ $ $
Totals $ $ $
Allowance rate = (11d + 11 + 11h)/ Tons of coal $ < - %
transported from the mine/plant to the sales point. Part B Total Cost Part B Total Tons Cost per Ton
Total Unit Allowance Rate = line 7h plus line 12h. $
Royalty Allowance Amount for coal transported and sold during the reporting period = Allowance rate (line 13) times lease tons transported Cost per Ton
and sold during the reporting period { fons) times the lease ad valorem royalty rate ( %). $

Royalty Allowance Amount for coal transported during a prior period and sold during the reporting period = Allowance rate for deferred tons
( ) times lease tons of deferred coal sold during the reporting period ( tons) times the lease ad valorem royalty rate ( %).

Total Royalty Allowance Amount = line 14 plus line 15.

FORM MMS-4293 SCHEDULE 1(REV. 2/88)

FOR ILLUSTRATIVE PURPOSES ONLY
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| nportant Poi nts About Schedul e 1A

1

A Schedul e 1A (fig. 10-19) is submtted only under non-arm s-
l ength conditions. This schedule is used to report costs on
a segnent basis.

A Schedule 1A is required for each segnent reported on each
Schedul e 1.

A Suppl enental Schedule 1A nust be used to report costs
incurred under the "Qther" category (lines 7, 12, and 16) for
sections A B, and C The | essee attaches a suppl enent al
Schedule 1A for each section that utilizes the "Qher"
cat egory.
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Figure 10-19--Schedule 1A, Non-Arm’s-Length Transportation
System/Segment Operations, Maintenance and Overhead Expenditures

s G TTIOR PAYOR IDENTIFICATION BLOCK
Royalty Management Program Payor Name and Code:
AID No:
SCHEDULE 1A -~ NON-ARM'S-LENGTH Seling Arrangement Code:
TRANSPORTATION SYSTEM/ Fadillty ID No:
SEGMENT OPERATIONS, -
MAINTENANCE AND OVERHEAD  |SegmentiD No:
EXPENDITURES Period: 19 to 19

D Estimated Costs - Check when estimating costs for system/segment start-up.

A. Lessee's Operaling Costs for System / Segment

Operations Supervision and Engineering $ m
Operations Labor EI
Utlities =]
Materials and Supplies E]
Ad Valorem Property Taxes E
Rent/ Leasing E:I
Other (specify). Attach Supplemental Schedule 1A
as necessary
Total Operating Costs -- Subtotal $
B.  Lessee's Maintenance Costs
Maintenance Supervision $ E
Maintenance Labor
Materials
Other (specify). Attach Supplemental Schedule 1A
as necessary
Total Maintenance Costs -- Subtotal $

C. Lessee's Qverhead Allocation (specify}

$ [14]

Other (specify) use Supplemental Schedule 1A

Total Overhead Allocation $

D. Total Operating and Maintenance Costs $
FORM MMS4293 SCHEDULE 1A (REV. 2/89) Page 3

FOR ILLUSTRATIVE PURPOSES ONLY
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| nportant Points for Suppl enental Schedule 1A

1. Suppl enental Schedul e 1A (fig. 10-20) is used to identify and

docunent segnent operating, naintenance, and over head
expenditures listed under "Other" expenditure categories (I'ines
7, 12, and 16) on Schedul e 1A

2. A separate Supplenmental Schedule 1A is used for entries made
on lines 7, 12, and 16, Schedul e 1A
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Figure 10-20--Supplemental Schedule 1A, Non-Arm'’s-Length

Transportation System/Segment Operation, Maintenance, and
Overhead Expenditures
U.S. DEPARTMENT OF THE INTERIOR
Vinorals Maragement Serics PAYOR IDENTIFICATION BLOCK
Royalty Management Program Payor Name and Code:
SUPPLEMENTAL AID No:
SCHEDULE 1A-- NON-ARM'S-LENGTH Selling Arrangement Code:
TRANSPORTATION SYSTEM/ Facility ID No;
SEGMENT OPERATIONS, Segment ID No:
MAINTENANCE, AND OVERHEAD Period: 19 . 19
EXPENDITURES erod:
Type of Expenditure - Describe:
$
Total $
FORM MMS-4293 SUPPLEMENTAL SCHEDULE 1A (REV. 2/89) Page 4
FOR ILLUSTRATIVE PURPOSES ONLY
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| nportant Poi nts About Schedul e 1B

1. A Schedule 1B (fig. 10-21) summarizes depreciation and
undepreci ated investnent capital costs for non-arms-length or
no-contract transportation operations.

2. A Schedule 1B is required for each transportation segnent
reported on Schedul e 1.

3. The | essee may summari ze capitalized costs on Schedul e 1B and
append a detailed list of capitalized equipnment to
Schedul e 1B

The MVB requests that major equi pnent exceedi ng $50,000 in initial
capitalized value be listed individually on Schedul e 1B
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Figure 10-21--Schedule 1B, Non-Arm’s-Length Transportation
System/Segment Depreciation and Capital Expenditure Summary

U.S. DEPARTMENT OF THE INTERIOR
Minerals Management Service
Royaity Management Program

PAYOR IDENTIFICATION BLOCK
Payor Name and Code:
AID No:

SCHEDULE 1B - NON-ARM'S-LENGTH TRANSPORTATION SYSTEM/SEGMENT lling Arrang 1t Code:
DEPRECIATION AND CAPITAL EXPENDITURE SUMMARY Facility ID No:
Segment ID No:
Period: 19 o 19
& [ Gl (4 (] (el
Initial Capital Depreciable Beginning-of-Year End-of-Year
Investment Lie/Years Undepreciated Undepreciated
Expenditure and Date Salvage of Depreciation Capital Capital
tem Placed in Service Value Taken to Date Investment Depreciation Investment
$ | $ | $ $ $
] |
| |
] |
] |
| |
] |
| |
| |
] |
| |
| |
| |
| |
| |
] |
$ $
FORM MMS-4283 SCHEDULE 1B (REV. 2/89) Towe Page 5
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10.12.11 Allocation of Transportation Costs to Federal or Indian Coal

Coal mined froma lease is often conm ngled with coal from other
Federal or Indian |eases, State |eases, and fee properties. | f
such comm ngl ed production is transported to a renote point of sale
or to a renote wash plant, the transportation cost for noving that

production is wuniformy applied to all transported tonnage,
regardl ess of the ownership status of the | ease fromwhich the coa
was originally produced. This concept is inplenmented in

Form MVB-4293, which requires |essees to conpute the allowance
using the total tons transported and the total cost incurred.

10.12.12 Determination of Transportation Allowances
(30 CFR 206.262)

TRANSPORTATI ON ALLOMNCE REPORTI NG EXAMPLES

The follow ng transportation all owance exanples are provided for
illustrative purposes. In addition to studying these exanples,
| essees claimng transportation allowances should also refer to
sections 10.12.1 through 10.12.11, which discuss washi ng al |l owances
specifically and all owances in general.

Exanple 1 illustrates an armis-length transportation report that
provides costs for three distinct stages (segnents) of coal
transportation. These segnents are from

1. The m ne to Gak Wash Pl ant,

2. The wash plant to rail spur, and

3. The rail spur to Col orado Springs, Col orado.

Exanple 2 illustrates a typical non-arms-length transportation
scenario with three distinct segnents. These segnents incl ude:

1. The m ne to wash pl ant,

2. The wash plant to rail | oadout, and

3. The rail | oadout to powerpl ants.

Exanple 3 illustrates how to account for deferred tons of coal

transported in a prior period but sold in the current period.

Exanple 4 illustrates how to report |easing costs.
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Exanple 1. Arns-Length Transportation Al owance

Figures 10-22 and 10-23 illustrate Exanple 1.

N o o A

10.
11.

For

Situation
The reporting status is a routine report (Reporting Type 2).
The period is January 1, 1990, through Decenber 31, 1990.

The facility transportation is fromthe mne to a sal es point
renote fromthe mne (three segnents).

There is one Federal |ease, M0-0012345-001.
The product is Washed Coal (EC) .
All transportation expenses are arm s-|ength.

Segnment 1 transports 60,200 tons of raw coal at $3.75 per ton.
Total cost is $225, 750.

Segnent 2 transports 57,300 tons of clean coal at $0.19 per
ton. Total cost is $10, 887.

Segnent 3 transports 57,300 tons at $3.54 per ton. Total cost
is $202, 842.

Cl ean coal sold totals 55,200 tons.

The royalty rate is 12% percent.

this arms-length transportation situation, only Page 1 and

Schedul e 1 of Form MVB-4293 need to be filed. Schedule 1 would be
gogphe}edlfirst, because Page 1 entries are in part taken from
chedul e 1.
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Page

1 (fig. 10-22) includes the followng information for

Exanpl e 1:

1

In item5, the Reporting Type is 2, indicating a continuing
report. Colums 12 and 13 are conpl et ed.

In colum 11, the Arm s-Length/Payor-Owmed Indicator is 6,
indicating arms-length costs. A "4" would indicate all non-
arm s-length costs. A "5" would indicate non-arm s-1ength and
arm s-1ength conponents.

In colum 12a, Royalty Tons are calculated as the sum of
royalty tons transported in 1990 pl us roYaIty tons transported
in a prior ﬁear (deferred tons). Royalty tons for 1990 are
calculated by multiplying entries on Schedule 1, line 14
(l ease tons transported and sold in reporting period tines
royalty rate). Deferred royalty tons would be cal cul ated the
same way, using entries on Schedule 1, line 15.

In colum 12b, the Allowance Rate Per Ton is calcul ated by
dividing the entry in colum 12c by the entry in colum 12a.
In this exanple, because there are no deferred tons, the
al l owance rate per ton is the entry on Schedule 1, line 13.

In colum 12c, the Royalty Allowance Anmount is taken from
Schedule 1, |ine 16.

In colum 13a, the Royalty Tons are the | essee's best estimate
for coal tons to be transported from January 1991 through
Decenber 1991.

In colum 13b, the Allowance Rate Per Ton is the |essee's
estimate of the allowance rate per ton for January 1991
t hrough Decenber 1991

In colum 13c, the praltr Al | owance Anpunt is cal cul ated by
mul tiplying entries in colum 13a by entries in colum 13b.
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Figure 10-22--Page 1 Showing Reporting Type 2 with Columns 12
and 13 Completed, Example 1

OMB NO. 1010 - 0074

U.S. DEPARTMENT OF THE INTERIOR
Minerals Management Service nar ::pr;:\ka;ﬂ:m Actof 1980 (44 U.S.C. 3501 ot
Royalty Management Program $0q.) requiras MMS to inform you that this information is
bai ctad ol f its coal
COAL TRANSPORTATION ALLOWANCE REPORT Vaneportation akowande progeam. o
IFOR MMS USE ONLY:
PAYORNAME Butte's Coal Company El PAYOR CODE
14 18th St t
ADDRESS ree [ reoerar & or inDIaNDD
CiTY Crai STATE Col d apP 81625
— o-ore%e (5] repormNG TYPE
F\Jblcvapwlngwd‘nhrﬁs'mnhutuidhrmp fom 1 to 40 hours per response, induding the Sime for
sxising data sources, gathering and maintaining and compleing and reviewing he
form. Dicect g B gl mmmwolmmu‘ ot for o [6] REPORTING ____ 01 19 50
this burden to the & [ Officer, Ma Swp 2300, Minarais Management Service, 381 Elden PERIOD to 3 "
Straet, Herndon, Va. 22070; -\d the Ofics of Management and Budget, Paperwork Reduction Project _I FOR PAYOR USE ONLY:
(1010 - 0074), Washington, DG 20503, 1219 90
_'d 8 9 10 _1_1] 12| PRIOR PERIOD ACTUAL DATA 13 CURRENT PERIOD ESTIMATED DATA
“;Sf%gr#g" SELLUNG | ARMS-LENGTH/ b < ] povaury |21 [b] <] rovary
NUMBER (AID PRODUCT | ARRANGEMENT| PAYOR-OWNED| ROYALTY [ ALLOWANCE | ALLOWANCE] ROYALTY ALLOWANCE ALLOWANCE
(AID) CODE CODE INDICATOR TONS | RATEPERTON| _ AMOUNT TONS _ |RATEPERTON| __AMOUNT
1 M50-0012345-001 EC 100 6 6,900 {7.669790 52,922 4,500 7.900000 35,550
2
3
4
5
[
7
8
g
10
11
14| PAGE TOTAL 6,900 | XO0XXXXXXX | 52,922 4,500  |XXX00XXXXXX | 35 550
15| REPORT TOTAL (Last Page Only) 6,900 | XOXOXXXXXX | 52,922 4,500 | KXCKXKXXXOX 35,550
IF MORE LINES ARE NEEDED, ATTACH ADDITIONAL PAGES OF FORM MMS-4293
| have read and examined the statements in this report and, to the best of my knowledge, they are accurate and complete.
NAME (FIRST, MIDDLE INITIAL, LAST) (typed or printed) DATE:
Edward M. King 3/25/91
AUTHORIZED SIGNATURE: DATE:
[signature]
NAME OF PREPARER: TELEPHONE NUMBER:
James King (303) 411-2222
WARNING ‘I'hlnlllolnbvmyou that tallurs 1o report and timely In with the or erms of the lease, permit, or contract may resultin lawe p civil penalties, or
without further nolification. intentional fales or inaccuraie reporting is subject to eriminal pvu.wlon In accordance with applicable Federal hw(s).
FORM MMS-4293 (REV 1) THIS INFORMATION SHOULD BE CONSIDERED (Please checkone) | %] PROPRIETARY | NONPROPRIETARY Page 1
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Schedule 1 (fig. 10-23) includes the following information for

Exanpl e 1:

1. For this three-segnent facility, parts A and B nust be
conpl et ed.

2. The entry for colum (c) is 6, indicating the transportation
is under arms-length conditions. Therefore, only colums (a)
through (d) are required to be conpl et ed.

3. Transportation rates are devel oped for parts A (line 7) and B
(line 12). These rates are added together to arrive at a
total transportation rate entered on |line 13.

4. Line 16 is the sumof entries on lines 14 and 15, show ng the

total transportation cost of coal sold in 1990. (If coal had
been transported in a prior year but sold in 1990, the cost of
that transportation would be entered on line 15.)
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Figure 10-23--Schedule 1 Showing Arm’s-Length
Transportation, Example 1

U.S. DEPARTMENT OF THE INTERIOR

Minerals Management Service
Foyalty Management Program
SCHEDULE 1 -- COAL TRANSPORTATION SYSTEM SUMMARY SHEET
E]PAYORNAMEANDCODE Butte's Coal Company / MA720 E AID NUMBER: M50-0012345-001
ADDRESS 14 18th S SELUNG ARRANGEMENT CODE;_100
FACILITY NAMEAD NUMBER; Colorado Springs Sales
CITY Craiqg STATE _ Colorado zp 81625
PRODUCT CODE EC
LINE NUMBER(S) FROM PAGE 1:_1
PERIOD: 01 19 90 to 12 19 9Q
(a) ®) © @) (o) [V} ()} O]
Arm's-Length Beginning-of-Year
Segment Mode Arm's-Length/ Contract/ Rate Undepreciated Return on
of of Payor-Owned Payor-Owned of Capital Investment
Transportation Transp i Indi Operating Costs Depreciation Return Investment (f) x (g)
Erom Io
A. TRANSPORTING COAL TO A REMOTE WASHING
FACILITY.
Mine _ Oak Wash Plant Truck [ $ 225,750 $ $ $
Totals $ 225,750 $ $
Allowance rate = (6d + 6e + 6h) / Tons of production trangported $ 225,750 -~ 57,300 - $ 3.939790
from the mine to the washing facility, expressed in terms of clean Part A Total Cost Part A Total Clean Tons Cost per Ton
coal tonnage.
B. TRANSPORTING COAL TO A REMOTE SALES
POINT.
Oak Wash Plant _Rail Spur Truck 6 $ 10,887 $ $ $
Rall Spur Colorado Springs Rail 6 202,842
Totals $ 213,729 $ $
Allowance rate = (11d + 11e + 11h) / Tons of coal $ 213,729 -+ 57,300 = $ 3.730000
transported from the mine/plant to the sales point. Part B Total Cost Part B Total Tons Cost per Ton
Total Unit Allowance Rate = line 7h plus line 12h. $ 7.669790
Royalty Allowance Amount for coal transported and sold during the reporting period = Allowance rate (line 13) times lease tons transported Cost per Ton
and sold during the reporting period (___ 55, 200 fons) times the lease ad valorem royalty rate { 12.5 %). $ 52,922
Royalty Allowance Amount for coal transported during a prior period and sokd during the reporting period = Allowance rate for deferred tons
( ) times lease tons of deferred coal sold during the reporting period { Q tons) times the lease ad valorem royalty rate ( %). $ 0
Total Royalty Allowance Amount = line 14 plus line 15. $ 52,922
Page 2

FORM MMS-42¢3 SCHEDULE t(REV. 2/89)
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TH S PAGE | NTENTI ONALLY LEFT BLANK

MVE/ RMP Rel ease 1.0 10-104 10/ 26/ 92



AFS PAYOR HANDBOCK- - SCLI D M NERALS

10. COAL PRODUCT VALUATI ON

Exanple 2. Non-Arm s-lLength Transportation Allowance

Fi gures 10-24 through 10-30 illustrate Exanple 2.
Situation

1. Transportation allowance is clained for three segnents, two
non-arm s-1ength and one arm s-I| ength.

2. Butte's Coal mne started operation/sales in January 1987.

3. The period is January 1, 1990, to Decenber 31, 1990
(continuing report shows 1990 actual data, 1991 estinmate).

4. The facility is Butte's Mne, three segnents.
5. There is one Federal |ease, M/5-0088888-000.
6. The royalty rate is 12% percent.

For this transportation allowance wth two non-arm s-length
transportati on segnments, two Schedul es 1A and two Schedul es 1B nust
be submtted (one for each non-arm s-length segnent) along wth
Page 1 and Schedule 1 (figs. 10-24 through 10-29).

The Schedules 1B are conpleted first using data on depreciation
schedules (tables 10-9 and 10-10), which do not need to be
submitted wth Form MVB-4293.

The Schedul es 1A are then conpl eted using data fromthe Schedul es
1B. The non-arn s-length segnment data from the Schedul es 1A are
conpil ed on Schedule 1 with the arm s-1ength segnent data. Page 1
sunmari zes the data fromthe schedul es.

An additional requirenent of all transportation allowance
subn1§tals is a schematic of the transportation facility (fig
10- 30).
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Page

1 (fig. 10-24) includes the followng information for

Exanpl e 2:

1

In item5, the Reporting Type is 2, indicating a continuing
report for which colums 12 and 13 are conpl et ed.

In colum 11, the Arm s-Length/Payor-Omed Indicator is 5,
i ndicating total costs under non-arm s-length conditions, as
wel |l as arm s-1ength conditions.

In colum 12a, the Royalty Tons are cal cul ated as the sum of
t he nunmber obtained by nultiplying the tonnage and royalty
rate entries on Schedule 1, line 14 (lease tons tines royalty
rate), plus the nunber obtained frommultiplying the tonnage
and royalty rate entries on Schedule 1, line 15 ?fig. 10- 25).
(Thi s exanpl e has no deferred tons.)

In colum 12c, the Royalty Allowance Anount is taken from
Schedul e 1, line 16.

In colum 12b, the Allowance Rate Per Ton is calcul ated by
dividing the entry in colum 12c by the entry in colum 12a.
For this exanple, because no deferred tons are included, the
al l owance rate per ton is obtained from Schedule 1, line 13.

In colum 13a, the Royalty Tons are the | essee's best estimte
for the amount of royalty tons transported from January 1991
t hrough Decenber 1991. For each l|lease, this nunber is the
| ease tons transported and sold tines the | ease royalty rate.

Col um 13b, Allowance Rate Per Ton is the |essee's best
estimate for the unit cost of transportation fromJanuary 1991
t hrough Decenber 1991

In colum 13c, the Royalty Allowance Anount is obtained by
multiplying entries fromcolum 13a and col um 13b.

NOTE

Columm 13 is filled out if transportation of coal from

Federal |leases 1is expected during 1991. If no

h{aniportatlon is expected, then this colum is |eft
ank.
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Figure 10-24--Page 1, Example 2, Allowable Rate Per Ton,
Royalty Allowance Amount, and Columns 12 and 13 Completed

U.S. DEPARTMENT OF THE INTERIOR %M;x?‘;g%f%;x
Minerals Management Service The Paperwork Reduction Act of 1980 (44 U.S.C. 3501 at
Royalty Management Program 20q.) requires MMS to inform you that this information is

being collectad for the purpose of managing its coal

COAL TRANSPORTATION ALLOWANCE REPORT ¥ansportation aklowance program.
FOR MMS USE ONLY:

[ﬂ PAYOR NAME Butte's Coal Company E‘ PAYOR CODE

ADDRESS 14 18th Street

EI FEDERAL X1 oR INDIANC]

CITY Craig STATE Colorado 2P 81625

(5] ReporTiING TYPE
H.lbln: lopofing buvd-n for this form is estimaled to range iom 1t 40 hours per rosponsa including the lml br

hing exising data sources, and data, pleing and g he
form. Direct comments ugming the buvdan estmate or any other aspect of this brm ‘ di E] REPORTING —Olﬂ

this burden to the Officer, Mail Stop 2300, Minerals Management Service, 381 Eldon i PERIOD
Street, Herndon, Va. 22070; and lha Oﬂoo of Management and Budget, Paperwork Reduction Project fo 3 | FOR PAYOR USE ONLY:
{1010 - 0074), Washington, DC 20503. 12 19 90

l] EJ B] ﬂ 11 12| PRIOR PERIOD ACTUAL DATA 13 CURRENT PERIOD ESTIMATED DATA

ACCOUNTING SELUNG | ARMS-LENGTH/ b < Toyary |21 o] <] povaty

"ﬁm'gc‘qg" PRODUCT | ARRANGEMENT| PAYOR-OWNED| ROYALTY | ALLOWANCE | ALLOWANCE[  ROYALTY | ALLOWANCE | ALLOWANCE
R(AID) CODE CODE INDICATOR TONS | RATEPERTON|  AMOUNT TONS _ |RATEPERTON| _ AMOUNT

M75-0088888-000 EC 200 5 102,976 }11.930125[/1,228,516 110,000 |12.500000] 1,375,000

| |~N|je|;|s W]

|
Slo

14| PAGE TOTAL 102,976 | X000XXXXXX | 1,228,516 110,000 |XXXOOXXXXXXX} 1, 375,000
15| REPORT TOTAL (Last Page Only) 102,976 | XOOXXXXXXXX | 1,228,516 110,000 | XXXO00XXXXXX| 1,375,000
IF MORE LINES ARE NEEDED, ATTACH ADDITIONAL PAGES OF FORM MMS-4293

| have read and examined the statements in this report and, to the best of my knowledge, they are accurate and complete.

NAME (FIRST, MIDDLE INITIAL, LAST) (typed or printed) DATE:

Edward M. King 3/22/91
AUTHORIZED SIGNATURE: DATE:

[signature]
NAME OF PREPARER: TELEPHONE NUMBER:

James King (303) 411-2222

WARNING: This is to inform you that falilure io report y and timely in with the or terms of the leass, permit, o contract may result in late p gee, civil p or
d without further notification. Intentional falss or inaccurate reporting Is subject to criminal prosecufion in accordance with applicable Federal hw(l),

being
FORM MMS4203 (REV. 391)  THIS INFORMATION SHOULD BE CONSIDERED (Please checkone) | X] PROPRIETARY [ ] NONPROPRIETARY Page 1

FOR ILLUSTRATIVE PURPOSES ONLY
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Schedule 1 (fig. 10-25) includes the following information for
Exanpl e 2:

1

Data for colum (d) for each of the two non-arms-length
segnments 1 and 2 are taken fromthe Schedul es 1A (figs. 10-26
and 10-28, respectively).

Data for colum (d) for the armi s-length segnent (segnment 3)
is based on the cost of $8.25 per ton to transport coal over
arailroad. The total cost is $6, 796,408 ($8.25 x 823, 807).

Data for colums (e) and (g) for each of the two non-arm s-
length segnents 1 and 2 are taken from the Schedules 1B
(figs. 10-27 and 10-29, respectively).

Entries for part B, colums (d), (e), and (h), are added and
the suns entered on line 11. These totals are added and the
sumis entered on line 12, part B Total Cost.

Columm (f) entries are taken fromthe depreciation schedul es
(tables 10-9 and 10-10).

No deferred tons of coal were sold during 1990.
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Figure 10-25--Schedule 1,

Example 2,

Segments and Computation of Allowable Amount

Program

SCHEDULE 1 -- COAL TRANSPORTATION SYSTEM SUMMARY SHEET

Transportation Costs for all

PAYOR NAME AND CODE. Butte's Coal Company /_MAT20 m AID NUMBER: M75-0088888-000
.20
ADDRESS 14 18th Street SELLING ARRANGEMENT CODE, 9]
: FACILITY NAMEND NUMBER: Butte's Mine
CITY Craig STATE _Colorado zP 81625
PRODUCT CODE_ EC
LINE NUMBER(S) FROM PAGE 1:_]
PERIOD: Q01 19 90 to 12 19 90
(a) ®) () () (e) U] (@ (h)
Arm's-Length Beginning-of-Year
Segment Mode Arm's-Length/ Contract/ Rate Undepreciated Return on
of of Payor-Owned Payor-Owned of Capital Investment
Transportation Transp Indi Operating Costs Depreciation Return Investment {) x (9}
Erom Ie
A. TRANSPORTING COAL TO A REMOTE WASHING
FACILITY.
Mine Wash Plant Truck 4 $ 1,544,624 $ 320,000 10.29% $ 2,340,000 $ 240,786
Totals $ 1,544,624 $ 320,000 $ 240,786

Allowance rate = (6d + 6e + 6h) / Tons of production transported $ 2,105,410 - 823,807 - $ 2.555708
from the mine to the washing facility, expressed in terms of clean Part A Total Cost Part A Total Clean Tons Cost per Ton
coal tonnage.
B. TRANSPORTING COAL TO A REMOTE SALES
POINT.

Wash Plant Rail Loadout _ Truck 4 $ 568,496 % 205,000 10.29% % 1,485,000 $ 152,806

Rail Loadout Power Plant Rail 6 6,796,408

Totals $ 7,364,904 $ 205,000 $ 152,806

Allowance rate = (11d + 11e + 11h) / Tons of coal $ 7,722,710 - 823,807 - § 9.374417
transported from the mine/piant to the sales point. Part B Total Cost Part B Total Tons Cost per Ton

Total Unit Allowance Rate = line 7h plus line 12h.

Royatty Allowance Amount for coal transported and sold during the reporting period = Allowance rate (line 13) times leass tons transported

and sold during the reponting period {823, 807

tons) times the lease ad valoremroyalty rate {__ 12.5 %).

Royatty Aliowance Amount for coal transported during a prior period and soid during the reporting period = Allowance rate for deferred tons
( ) times lease tons of deferred coa! sold during the reporting period { 0

Total Royatty Allowance Amount = line 14 plus line 15.

FORM MMS-4293 SCHEDULE 1{REV. 2/89)

tons) times the lease ad valorem royalty rate (

FOR ILLUSTRATIVE PURPOSES ONLY

%).

$11.930125
Cost per Ton

$1,228,516
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Schedule 1A (fig. 10-26) contains the followi ng information for
Exanpl e 2:

The | essee's actual non-arm s-length costs for segnent 1 (mne to
wash plant) consisted of:

Operating costs: SuBervision and engi neering = $50, 129
Labor = $225, 000
Uilities = $300
Material s and Supplies = $280, 315
Rent = $620

Mai nt enance costs: Supervision = $20, 124
Materials = $105,012

Over head costs: Cor porate overhead all ocati on = $863, 124

NOTE

The costs accunulated are only for segnment 1, mne to
wash pl ant.
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Figure 10-26--Schedule 1A Costs Accumulated for Segment 1
(Mine to Wash Plant), Example 2

U.S. DEPARTMENT OF THE INTERIOR

Minerals Management Service PAYOR IDENTIFICATION BLOCK
Royalty Management Program Payor Name and Code: Butte Coal/MA720
AID No: M75-0088888-000
SCHEDULE 1A~ NON-ARM'S-LENGTH Soling Arrangement Coder . 200 |
TRANSPORTATION SYSTEM/
. __Butte's Mine |
SEGMENT OPERATIONS, Facillty ID No —putte S PI”:}T(’;‘* -
MAINTENANCE AND OVERHEAD  [Segment ID No: Mine Io Wash Ffart (209:
EXPENDITURES Period: 01 1990 to 1219 90

D Estimated Costs - Check when estimating costs for system/segment start-up.

A.  lessee's Operating Costs for System / Segment

Operations Supervision and Engineering $ 50,129 E
Operations Labor 225,000 E’
Utilities 300 =]
Materials and Supplies 280, 315 E
Ad Valorem Property Taxes E]
Rent/ Leasing 620 [el
Other (specify). Attach Supplemental Schedule 1A
as necessary
Total Operating Costs -- Subtotal $ 556,364
B. essee’ in t
Maintenance Supervision $ 20,124 E
Maintenance Labor
Materials 105,012
Other (specify). Attach Supplemental Schedule 1A @
as necessary
Total Maintenance Costs -- Subtotal $ 125,136

C. Lessee's Qverhead Allocation (specify)
Corporate overhead allocation $ 863,124

Other (specify) use Supplemental Schedule 1A
Total Overhead Allocation

\id

863,124
1,544,624

“»

D. Total Operating and Maintenance Costs

o
[
Q
o© allal1-{]-

FORM MMS-4293 SCHEDULE 1A (REV. 2/89)
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Figure 10-27 is Schedule 1B for segnment 1,

frommne to wash pl ant.

The data for this schedule were taken fromtable 10-9.

Tabl e 10-9--Depreci ation Schedul e for

Fi gure 10-27

Cal en- I nvest ment Beg. of year Annual End of year Annual return

dar undepr ec. deprec. undepr ec. on undepr ec.

year capi tal capi tal capi tal

i nvest ment i nvest ment i nvest ment

1987 $3, 300, 000 $3, 300, 000 $320, 000 $2, 980, 000 $320,760 @ 9.72%
1988 $3, 300, 000 $2, 980, 000 $320, 000 $2, 660, 000 $328, 694 @ 11.03%
1989 $3, 300, 000 $2, 660, 000 $320, 000 $2, 340, 000 $285, 152 @ 10. 72%
1990 $3, 300, 000 $2, 340, 000 $320, 000 $2, 020, 000 $240, 786 @ 10. 29%

Figure 10-27 is based on the follow ng information:

1. Total investnment was $3, 300, 000.

2 Sal vage value is estimted at $100, 000

3. Estimated life of the equipnent is 10 years.

4 Annual return rates are the S&'s Bond Guide rates for
industrial bonds rated BBB for the first nonth of each
reporting period.

5. Annual depreciation is based on the estimated life of the
equi pnent (10 years) and the total investnent |ess sal vage.

6. The sal vage value is included when calculating the return on

i nvest ment .

MVE/ RMP Rel ease 1.0
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Figure 10-27--Schedule 1B Depreciation and Capital Expenditure
Summary (Segment 1) Mine to Wash Plant, Example 2

U.S. DEPARTMENT OF THE INTERIOR PAYOR IDENTIFICATION BLOCK
Minerals Management Service
Royalty Management Program Payor Name and Code: Butte's Coal/MA720
AIDNo:___M75-0088888-000
SCHEDULE 1B -- NON-ARM'S-LENGTH TRANSPORTATION SYSTEM/SEGMENT Selling Arrangement Code: ___ 200 |
DEPRECIATION AND CAPITAL EXPENDITURE SUMMARY Facility /D No; _Butte's Mine
Segment 1D No: Mine to Wash Plant (Seg. 1)
Period: 01 19901t 12 1990
(2] B [4] [s] (el
Initial Capital Depreciable Beginning-of-Year End-of-Year
Investment Life/Years Undepreciated Undepreciated
Expenditure and Date Salvage of Depreciation Capital Capital
Item Placed in Service Value Taken to Date Investment Depreciation Investment
Truck (Equipment) $3,300,00011/1/87 $100,000 10 | 3 $ 2,340,000 $ 320,000 $ 2,020,000
| I
| |
| |
| |
| I
I |
| |
I |
I |
| I
| I
l ]
I I
| |
| I

Totals $ 2,340,000 $ 320,000
FORM MMS-4293 SCHEDULE 1B (REV. 2/89) Pana &
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Schedule 1A (fig. 10-28) contains the following information for
Exanple 2. This Schedule 1A is applicable to segnent 2, wash pl ant
to rail |oadout by truck.

Tpe | essee's actual non-arms-length costs for segnment 2 consisted
of :

Operating costs: SuBervision and engi neering = $20, 128
Labor = $131, 200
Utilities = $150
Material s and Supplies = $165, 241
Rent = $435

Mai nt enance costs: Supervision = $9, 200
Material s = $40, 201

Over head costs: Headquarters all ocati on = $201, 941

NOTE

This Schedul e 1A accunul ates costs associated only with
segment 2.
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Figure 10-28--Schedule 1A Costs Accumulated for Segment 2

(Wash Plant to Rail Loadout), Example 2

U.S. DEPARTMENT OF THE INTERIOR
Minerals Management Service
Royalty Management Program

SCHEDULE 1A - NON-ARM'S-LENGTH

TRANSPORTATION SYSTEM/

SEGMENT OPERATIONS,

MAINTENANCE AND OVERHEAD

EXPENDITURES

PAYOR IDENTIFICATION BLOCK

Payor Name and Code:_Butie's Coal/MA720

AID No: M75-0088888-000
Selling Arrangement Code: __ 200
Facility ID No: __ Butte's Mine (Segment2)

Segment ID No: _Wasgh Plant to Rail L oadout

Period: 011990t 121990

D Estimated Costs - Check when estimating costs for system/segment start-up.

A. Lessee's Operating Cogts for System/ Segment
Operations Supervision and Engineering $ 20,128 m
Operations Labor 131, 200 2]
Utilities 150 |
Materials and Supplies 165,241 (4]
Ad Valorem Property Taxes E
Rent/ Leasing 435 EI
Other (specify). Attach Supplemental Schedule 1A z]
as necessary
Total Operating Costs -- Subtotal $ 317,154
B. Lessee's Maintenance Costs
Maintenance Supervision $ 9,200 E
Maintenance Labor
Materials 40,201 E
Other (specify). Attach Supplemental Schedule 1A
as necessary
Total Maintenance Costs -- Subtotal $ 49,401
C. Lessee's Overhead Allocation (specify)
Headquarters allocation $ 201, 941
Other (specify) use Supplemental Schedule 1A
Total Overhead Allocation $ 201,941
D. Total Operating and Maintenance Costs $ 568, 496
FORM MMS-4293 SCHEDULE 1A (REV. 2/89) Page 3
FOR ILLUSTRATIVE PURPOSES ONLY
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Schedul e 1B (fH?. 10-29) is for segnment 2, fromwash plant to rai
at

| oadout. The

a for this schedule were taken fromtable 10-10.

Tabl e 10-10--Depreci ation Schedul e for Figure 10-29

Cal en- I nvest ment Beg. of year Annual End of year Annual return

dar undepr ec. deprec. undepr ec. on undepr ec.

year capi tal capi tal capi tal

i nvest ment i nvest ment i nvest ment

1987 $2, 100, 000 $2, 100, 000 $205, 000 $1, 895, 000 $204,120 @ 9. 72%
1988 $2, 100, 000 $1, 895, 000 $205, 000 $1, 690, 000 $209, 018 @ 11. 03%
1989 $2, 100, 000 $1, 690, 000 $205, 000 $1, 485, 000 $181, 168 @ 10. 72%
1990 $2, 100, 000 $1, 485, 000 $205, 000 $1, 280, 000 $152, 806 @ 10. 29%

Figure 10-29 is based on the follow ng information:

1. Total investnent was $2, 100, 000.

2 Sal vage val ue was estimated at $50, 000.

3. Estimated life of the equipnent is 10 years.

4 Annual return rates are the S&'s Bond Guide rates for
industrial bonds rated BBB for the first nonth of each
reporting period.

5. Annual depreciation is based on the estimated life of the
equi pnent (10 years) and the total investnent |ess sal vage.

6. The sal vage value is included when calculating the return on

i nvest ment .
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Figure 10-29--Schedule 1B Depreciation and Capital Expenditure
Summary (Segment 2), Example 2

U..S. DEPARTMENT OF THE INTERIOR PAYOR IDENTIFICATION BLOCK
g:)r;ﬁylm:;agemp?:;'::‘ Payor Name and Code: Butte's Coal/MA720
AlID No: M75-0088188-000
SCHEDULE 1B -- NON-ARM'S-LENGTH TRANSPORTATION SYSTEM/SEGMENT Selling Arrangement Code:___ 200 |
DEPRECIATION AND CAPITAL EXPENDITURE SUMMARY Facility ID No; _ Butte's Mine (Segment 2)
Segment ID No: _Wash Plant to Rail Loadout
Period: 01 19890 to 12 1990
[2] (] (s] (e
Initial Capital Depreciable Beginning-of-Year End-of-Year
Investment Life/Years Undepreciated Undepreciated
Expenditure and Date Salvage of Depreciation Capital Capital
item Placed in Service Value Taken to Date investment Depreciation Investment
Truck (Equipment) $ 2,100,000l1/1/87 $ 50,000 10 1 3 $ 1,485,000 % 205,000 $1,280,000

e b e e e e e e e e b e e e
b e e e e e e o e e e e e e e

Totals $ 1,485,000 $ 205,000
FORM MMS-4293 SCHEDULE 1B {REV. 2/89) Page 5
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Figure 10-30--Schematic Diagram of Transportation Routes,
Example 2 (Required Submittal With Allowance Forms)

‘ WASH PLANT
MINE Segment |
AREA
Segment Il
Segment I: Via Truck
County Rd. 31
19 miles RAIL LOADOUT

Segment II: Via Truck
State Highway 71 —_
14 miles

) , Segment Il
Segment Ill: Via Rail 1

C.C.R.R.
540 miles 1

POWERPLANT

Sales Point

NOT TO SCALE
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Exanple 3. Transportation Al owance |Involving Deferred Tonnage

Figures 10-31 and 10-32 illustrate Exanple 3.

Situation
1. Transportation all owance i s non-arm s-I|ength.
2. The | essee sells to one custoner.
3. A total of 5,000 tons of coal was transported in 1989 at a

cost of $5.600000 per ton.
4. Coal transported in 1989 is sold in 1990.
5. A total of 823,807 tons is sold and transported in 1990.
6. The cost is $11.911389 per ton.

For sinplicity, only Schedule 1 and Page 1 are illustrated.
Schedul e 1 should be conpl eted before Page 1
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Schedule 1 (fig. 10-31) includes the following information for
Exanpl e 3:

1

© © N o O ~ W

For sinmplicity, only lines 13 through 16 are filled out.

rransp0{tation cost for 1990: $11.911389 per ton (entry for
ine 13).

Tons transported in 1990: 823, 807.

Lease royalty rate: 12.5 percent.

Entry for line 14 = 11.911389 x 823,807 x 0.125 = 1, 226, 586.
Deferred tons: 5,000.

Cost of transportation for deferred tons: $5.60 per ton.
Lease royalty rate for deferred tons: 12.5 percent.

Entry for line 15 = 5,000 x 5.60 x 0.125 = 3, 500.

Entry for line 16 = 1,226,586 (line 14, colum (h)) + 3,500
(line 15, colum (h)) = 1,230, 086.
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Figure 10-31--Schedule 1, Showing Calculation of Deferred Tons

and Allowance Rate,

U.S. DEPARTMENT OF THE INTERIOR
Minerals Management Service
Royalty Management Program

SCHEDULE 1 - COAL TRANSPORTATION SYSTEM SUMMARY SHEET

EPAYOR NAME AND CODE, Butte Coal Company

/_MA720 [2] aoNuMeeR;

ADDRESS ______ 14 18th Street

Example 3

M75-0088888-000

SELUNG ARRANGEMENT CODE;_200

FACILITY NAMEAD NUMBER; Butte's Mine
CcITY Cralqg STATE Colorado zP 81625
PRODUCT CODE EC
LINE NUMBER(S) FROM PAGE 1:_1
PERIOD: 01 19 9Q to 12 19 80
®) () () () (o) (U] () (h)
Arm's-Length Beginning-of-Year
Segment Mode Arm's-Length/ Contract/ Rate Undepreciated Retum on
of of Payor-Owned Payor-Owned of Capital Investment
Transportation Transportation Indicator Operating Costs Deprediation Return Investment ) x (9)
Erom Io
A. TRANSPORTING COAL TO A REMOTE WASHING
FACILITY.
AclL s $ s s
Totals $ $ $
Allowance rate = (6d + 68 + 6h) / Tons of production transported $ . - $
from the mine to the washing facility, expressed in terms of clean Part A Total Cost Part A Total Clean Tons Cost per Ton
coal tonnage.
B. TRANSPORTING COAL TO A REMOTE SALES
POINT.
$ $ $ $
Totals H $ $
Allowance rate = (11d + 11e + 11h) / Tons of coal $ -y - §
transported from the mine/plant to the sales point. Part B Total Cost Part B Total Tons Cost per Ton
Total Unit Aliowance Rate = line 7h plus ine 12h. $11.911389
Royalty Allowance Amount for coal transported and sold during the reporting period = Atlowance rate (ine 13) times lease tons transported Cost per Ton
and sold during the reporting period {___823, 807 fons) times the leass ad valorem royalty rate ( 12.5 %). $1,226,586
Royalty Allowance Amount for coal transported during a prior perlod and sokd during the reporting period = Allowance rate for deferred tons
{_$5.60 ) times lease tons of deferrad coal sold during the reporting period (_5, 000 tons) times the lease ad valorem royalty rate { 12.5  %). $ 3,500
Total Royalty Allowance Amount = line 14 plus line 15, $1,230,086
Page 2

FORM MMS-4293 SCHEDULE 1(REV. 2/89)

FOR ILLUSTRATIVE PURPOSES ONLY
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Page 1 (fig. 10-32) contains the following information for
Exanpl e 3:

1. In colum 12a, the Royalty Tons are obtained by adding the
tonnage anounts from Schedule 1 (fig. 10-31) and nultiplying
the sumby the | ease royalty rate: ?823,807 + 5,000) x 0.125
= 103, 601 tons.

2. In colum 12c, the Royalty Al lowance Anmpbunt is obtained from
Schedule 1, line 16, colum (h) (fig. 10-31): $1, 230, 086.
3. In colum 12b, the Allowance Rate Per Ton is calcul ated by

di viding colum 12c by columm 12a. The result is a weighted
average allowance rate for 1990 tons transported and deferred
tons transported: 1,230,086 + 103,601 = $11.873302.
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Figure 10-32--Page 1 Showing a Summary of Costs for Coal Sold in

1990 but Transported in 1989 and 1990,

U.S. DEPARTMENT OF THE INTERIOR

Example 3

OMB NO. 1010 - 0074
Expires March 31, 19XX

Minerals Management Service The Paperwork Reduction Act of 1980 (44 U.8.C. 3501 at
Royalty Management Program $0q,) requires MMS to inform you that this information is
lected for the f i at
COAL TRANSPORTATION ALLOWANCE REPORT Vevepetaton slowancs om0
FOR MMS USE ONLY:
PAYORNAME Butte Coal Company E] PAYORCODE[ wa720 |
14 18th Street
ADDRESS ree (4] FeperaL @ oR NDIAND)
CITY Cral STATE Col d P 81625
—— o-oret E] REPORTING TYPE [2
Publcuporingbudonfumhmh-hlbdhrm iomi lolohoulporucponu.mdudnghtubr
data and nd nd
form. Direct g oy Regitont any oher aspect of his form induding suggestons for ududng E] REPORTING 01 19 99
this burden to the Ci Officer, Mail Stop 2300, Minarals Managemant Service, 381 Elden PERIOD o -
Street, Herndon, Va. 22070; and the Offics of Management and Budget, Paperwork Reduction Project _f_i_l FOR PAYOR USE ONLY:
(1010 - 0074), Washington, DC 20503. 12 19 90
7] [8 9 [19] [11] 12| PRIOR PERIOD ACTUAL DATA |13 CURRENT PERIOD ESTIMATED DATA
Raasli SELUNG | ARMS-LENGTH/|-X b < novary 2] o] 2] povaty
NUMBER (AID PRODUCT | ARRANGEMENT| PAYOR-OWNED| ROYALTY | ALLOWANCE ALLOWANCE ROYALTY ALLOWANCE ALLOWANCE
(AID) CODE CODE INDICATOR TONS RATE PER TON AMOUNT TONS RATE PER TON AMOUNT
1 M75-0088888-000 EC 200 5 103,601 [11.873302(1,230,086] 105,000 |13.500000} 1,417,500
2
3
4
5
[
7
8
9
10
11
14 | PAGE TOTAL 103, 601 | X000000000XX | 1,230,086 105,000 | XXXX0XXXXXX | 1,417,500
15| REPORT TOTAL (Last Page Only) 103, 601 | XXOOXXXXXXXX [ 1,230,086 105,000 } XXX0KXXXXXX] 1,417,500
IF MORE LINES ARE NEEDED, ATTACH ADDITIONAL PAGES OF FORM MMS-4293
| have read and examined the statements in this report and, to the best of my knowledge, they are accurate and complete.
NAME (FIRST, MIDDLE INITIAL, LAST) {typed or printed) DATE:
Edward M. King 3/25/91
AUTHORIZED SIGNATURE: DATE:
[signature]
NAME OF PREPARER: TELEPHONE NUMBER:
James King (303) 411-2222
WARNING Thisis lohbnn you that fallure to report accurataly and timely In with the or Werms of the loase, permit, or contract may resultin lae harges, clvil p or

without further notification. Intentional false or Inaccurate reporting Is subject to criminal prosecution in accordance with

appiicable Federal lnw(:').

FORM MMS-4283 (REV 3/91) THIS INFORMATION SHOULD BE CONSIDERED (Please checkane) | X] PROPRIETARY [ | NONPROPRIETARY Page 1
FOR ILLUSTRATIVE PURPOSES ONLY
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TH S PAGE | NTENTI ONALLY LEFT BLANK
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Exanple 4. Situation for Transportation Allowance |Involving Non-
Arm s-Length Transportation, Wich Includes Arm s-Length Costs for
Leasi ng Equi pnent

Figure 10-33 illustrates Exanple 4.
Situation
1. Transportation is performed by the | essee entirely; however,

sonme of the equi pnent used by the | essee is |eased under an
arm s-length | ease contract.

2. There is one segnent transportation fromthe mne to the sales
poi nt .
3. The | essee incurs non-arm s-length operating, naintenance, and

over head expenses. One conponent of operation costs is the
contractual expense for |eased equi pnent.
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For sjnplicity, only Schedule 1A is illustrated (fig. 10-33); it
contains the followng information for Exanple 4.

The | essee's actual non-arm s-length costs consisted of:

Operating costs: Supervi si on and engi neering = $19, 900
Operations | abor = $90, 900
Utilities = $4, 000
Material s and supplies = $84, 700
Ad val orem property taxes = $1, 100
Leasi ng = $1, 836, 100

Mai nt enance costs: Supervision = $3, 100
Labor = $21, 700
Materials = $5, 000

Over head costs: District office = $13, 400

The arm s-1ength Ieasin% costs are entered on line 6 of Schedule 1A
even though the schedule is intended to be used to conpile only
non-arm s-1ength costs.

When conpleting Schedule 1 and Page 1, the entry for Arm s-
Lengt h/ Payor-Oaned Indicator is 5, indicating total costs consist
of non-arm s-length costs. The fact that the coal |essee incurs
arm s-length | easi ng expenses does not alter the non-arm s-1ength
status of the allowance. The lessee is still performng the
transportation for itself. The only difference is that the
equi pnent is | eased rather than owned.
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Figure 10-33--Schedule 1A, Example 4

Lﬁ&gﬁ"ﬁﬂ"ﬁﬂ?@ﬂ NTERIOR PAYOR IDENTIFICATION BLOCK

Royalty Management Program Payor Name and Code:_Ed's Coal Co/MA400
ADNo:____M50-0024720101
Selling Arrangement Code: ___ 100

SCHEDULE 1A -- NON-ARM'S-LENGTH

TRANSPORTATION SYSTEM/ Faclty ID No: Mina e
SEGMENT OPERATIONS, Mine to Sales Polnt n 1 :
MAINTENANCE AND OVERHEAD |SegmentiDNo:Mine to Sales Polnt
EXPENDITURES Period: 011990 1o 121990

D Estimated Costs - Check when estimating costs for system/segment start-up.

A. Lessee's Oparating Costs for System / Segment

Operations Supervision and Engineering $ 19,900 m
Operations Labor 90,900 2]
Utlities 4,000 2]
Materials and Supplies 84,700 <]
Ad Valorem Property Taxes 1,100 E
Rent/ Leasing 1,836,100 E
Other (specify). Attach Supplemental Schedule 1A E]
as necessary
Total Operating Costs -- Subtotal $ 2,036,700
Lessee's Maintenance Costs
Maintenance Supervision $ 3,100 E]
Maintenance Labor 21,700
Materials 5,000 IE
Other (specify). Attach Supplemental Schedule 1A
as necessary
Total Maintenance Costs -- Subtotal $ 29,800
District office $ 13,400
Other (specify) use Supplemental Schedule 1A
Total Overhead Allocation $ 13,400
D. Total Operating and Maintenance Costs $ 2,079,900
FORM MMS-4293 SCHEDULE 1A (REV. 2/89) Page 3

FOR ILLUSTRATIVE PURPOSES ONLY
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10.12.13 Exceptions to Compute Actual Costs (30 CFR 206.262(b)(3))

A |l essee may apply to MVS for an exception fromthe requirenent to
conput e actual non-arm s-length transportati on costs pursuant to
30 CFR 206.262(b)(1) and (2). The MVS considers the exception onl
if the lessee has a transportation rate approved by a Federa
agency (for Federal and Indian |eases) or by a State regulatory
agency (for Federal |eases only).

The procedure necessary for obtaining an exception from the
al  owance cost calculation procedures consists of two distinct
requirements:

1. The | essee nust denonstrate that its transportation all owance
approved by a Federal agency (for both Federal and |ndian
| eases) or by a State regulatory agency (for Federal |eases),
such as a PUC, is not excessive conpared to arm s-length
transportation costs charged by the |essee or by others
offering simlar transportation services. I f no conparable
arms-length transportation situations exist, MVS nakes the
conpari son agai nst the non-arm s-1ength actual cost allowance
rate t hat I S conput ed under MVE  regul ations at
30 CFR 206.262(b)(1) and (2). |If the rate permtted by the
Federal or State regulatory agency is not excessive when
conpared with the rate conputed pursuant to MVS all owance
cal cul ati on procedures, then MMS nmay approve an exception to
MVE al |l owance cal culation procedures, contingent on the
| essee' s successfully neeting the second requirenent.

2. The second requirenent is that the | essee nust show there has
been a Federal or State regul atory agency cost ana”ysis of the
transportation rate. The analysis mnmust be specifically for
the transportation costs and does not refer to any Federal or
State regul atory anal ysis concerning the reasonabl eness of the
deliyf{ed cost of fuel (including the price of the fuel
itse :

The MVB grants exceptions to the non-armis-length allowance
conputation procedures iif the |essee can show that its
transportation costs have been anal yzed and approved by a Federal
or State regulatory agency, and that the transportation rate i s not
excessive when conpared with the rate calculated under MVB
regul ati ons.

If MVB grants an exception to the MV regulatory allowance
cal cul ati on procedures, then MV will furnish instructions to the
| essee for reporting the allowance using Form MVB-4293, Coal
Transportation Al |l owance Report.
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10.13 Gasification and Liquefaction (30 CFR 206.264)

Normal |y, for surface coal gasification or |iquefaction, ROM coal
in marketable condition is transferred to the processing facility.
In these cases the value for royalty purposes equals the gross
proceeds fromthe sale of |ease production to the facility if the
sale is at arm s-Ilength. If a non-arms-length transaction is
i nvol ved, value is determned in accordance with 30 CFR 206. 257(c).
However, this regulation allows for unforeseen circunstances that
may arise in the future mherebK standard val uati on net hods are not
appropriate. In these cases the | essee should propose a val uation
procedure to MVB for approval; the | essee would be allowed to use
t he proposed val uation nmethod until it is approved or nodified by
MVS. However, royalty underpaynents resulting fromthe use of the
proposed nethod would be subject to |ate-paynment interest
assessnents.

In situ gasification and |iquefaction operations have not occurred

using Federal coal, and valuation procedures have not been
devel oped. The MVB expects to develop in situ valuation procedures
on a case-by-case basis. If a lessee is contenplating in situ

operations involving Federal or Indian coal, then the | essee shoul d
contact MMS and submt a proposed val uation procedure to MVB for
revi ew and approval before operations begin.

10.14 Value Enhancement (30 CFR 206.265)

Title 30 CFR 206.265 was included in the JanuarK 1989 fi nal
rul emaking in order to address concerns r%?ardlng ow MVE woul d
val ue coal that has had its quality enhanced by new beneficiation
t echnol ogi es. This section's application was explained in the
July 15, 1988, Federal Reqgister release of Further Notice of
Proposed Rul emaki ng, which states at 53 FR 26955 and 26956:

Thi s section would not be applicable in situations where

a lessee sells its coal, in marketable condition,
pursuant to an armis |length contract and the purchaser
perforns the enhancenent. In that circunstance, value

would be determned by the |essee's gross proceeds
pursuant to 8§ 206. 257(b).

This new section would provide generall that, if a
| essee further processes coal (after placing it in
mar ket abl e condition) to enhance its value prior to use,
sale, or other disposition, royalties would be based on
the value of the coal in marketable condition prior to
enhancenent .
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As stated above, this section would apply to situations
in which the value of the coal is enhanced beyond the
point of marketable condition prior to use, sale, or
ot her disposition by the |essee. The purpose of the
proposal is to attenpt to establish royalty value at the
point when the coal has been placed in marketable
condition but prior to its enhancenent.

The first nethod to be applied would be to deternm ne the
val ue of the feedstock coal in marketable condition by
aﬁplication of the valuation benchmarks in § 206.257(c).
Thus, MVE woul d consider the royalty value reported by
the | essee and conpare it to the values identified under
t he applicabl e benchmarks to determ ne the reasonabl eness
of the val ue assigned by the | essee.

If the first four benchmarks cannot be applied, then MVB
would use § 206.257(c)(v), or the net-back nethod.
However, MVS would permt an allowance that is different
than the normal net-back approach. This approach, to be
seen as a last resort, determnes royalty value after the
mar ket abl e coal has been enhanced and is subsequently
used, sold, or otherwi se transferred. Under this net-
back procedure, the MV6 would begin with the gross
Broceeds accruing to the lessee from sales of the
eneficiated coal. This anmount woul d be reduced by MVS-
approved processing costs.

MVE/ RMP Rel ease 1.0 10-130 10/ 26/ 92



As the Nation's principal conservation agency, the Department of the Interior has responsibility
for most of our nationally owned public lands and natural resources. This includes fostering
sound use of our land and water resources; protecting our fish, wildlife, and biological diversity;
preserving the environmental and cultural values of our national parks and historical places; and
providing for the enjoyment of life through outdoor recreation. The Department assesses our
energy and mineral resources and works to ensure that their development is in the best
interests of all our people by encouraging stewardship and citizen participation in their care.
The Department also has a major responsibility for American Indian reservation communities
and for people who live in island territories under U.S. administration.

As a bureau of the Department of the Interior, the Minerals Management Service's (MMS)
primary responsibilities are to manage the mineral resources located on the Nation's Outer
Continental Shelf (OCS), collect revenue from the Federal OCS and onshore Federal and
Indian lands, and distribute those revenues.

Moreover, in working to meet its responsibilities, the Offshore Minerals Management

Program administers the OCS competitive leasing program and oversees the safe and
environmentally sound exploration and production of our Nation's offshore natural gas, oil, and
other mineral resources. The MMS Royalty Management Program meets its responsibilities
by ensuring the efficient, timely, and accurate collection and disbursement of revenue from
mineral leasing and production due to Indian tribes and allottees, States, and the U.S. Treasury.

The MMS strives to fulfill its responsibilities through the general guiding principles of (1) being
responsive to the public's concerns and interests by maintaining a dialogue with all potentially
affected parties and (2) carrying out its programs with an emphasis on working to enhance the
quality of life for all Americans by lending MMS assistance and expertise to economic
development and environmental protection.
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