
 
 
 
 
 
 
 
 
May 8, 2015 
 
 
Armand Southall 
Regulatory Specialist 
Office of Natural Resource Revenue 
P.O. Box 25165 
MS 61030A 
Denver, CO 80225 
 
 

SUBJECT:   Comments on Proposed Rulemaking:  Consolidated Federal Oil & Gas and 

Federal & Indian Coal Valuation Reform; 30 CFR Parts 1202 and 1206; 

Regulation Identifier Number 1012-AA13; Docket Number ONRR-2012-0004 

 

Mr. Southall: 

 

Salt River Project Agricultural Improvement and Power District (SRP) appreciates the 

opportunity to comment on the proposed rulemaking titled “Consolidated Federal Oil & Gas and 

Federal & Indian Coal Valuation Reform.”1  As a not-for-profit public power utility, SRP serves 

more than one million electric customers within the Phoenix metropolitan area.  As part of a 

diversified portfolio of assets, SRP owns, among other assets, 29% of Craig Generating Station 

Units 1 and 2 located near Craig, CO and 32.1% of Trapper Mining Inc., a coal cooperative 

owned by 4 of the 5 owners of the Craig Generating Station (“Trapper”).  Trapper has operated 

the Trapper Mine near Craig, Colorado since 1983.  In general, SRP supports the comments 

submitted by Trapper to the proposed rulemaking, a copy of which is attached hereto. 

 

In its proposed rulemaking, the Office of Natural Resources Revenue (“ONRR”) has proposed to 

revise the royalty valuations for coal mined on Federal and Indian lands with the primary stated 

purpose to “simplify processes and provide early clarity regarding royalties owed” and “reduce 

industry’s cost of compliance.”2  To accomplish this, ONRR has proposed to alter the basis of 

valuation for those coal sales from affiliated organizations and coal cooperatives using the gross 

proceeds from the first arm’s-length sale of either the coal or the gross energy sales associated 

with the coal.  
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The proposed valuation methodology is fundamentally flawed and introduces significant 

additional complexity regarding valuation of coal royalties.  Jointly-owned electric generating 

stations, such as Craig Generating Station,3 often serve the energy needs of multiple regions 

and markets.  Because gross proceeds for each utility will vary substantially, the proposed 

rulemaking would likely result in significantly different prices for the exact same coal.  Such a 

result would unfairly burden the customers of those utilities who are penalized by resulting 

higher fuel prices.  Further, to determine gross realizations based on energy sales would be 

virtually impossible.  Energy fed into the grid from a specific generating unit does not 

necessarily get utilized within a given utility’s market.  Rather, through a series of exchange, 

trade, and transmission capacity agreements, utilities receive comparable volumes of energy 

from a regional trading hub.  As such, gross realizations based on energy sales from a specific 

source would be impossible to determine. 

 

Market pricing at the regional trading hub may serve as a viable proxy to specific gross 

realizations based on energy sales, but regional hub pricing carries market risk – with 

transactions just as likely to result in a loss or a gain.  Such market risk would put royalty 

valuations at risk, resulting in a negative valuation (ie a credit or check back from ONRR) of 

royalties.  To require royalty valuation on the basis of gross electric proceeds will introduce 

significant additional steps in the process for determining which facility to dispatch as part of its 

overall grid operations, increase both the mining and energy industry’s compliance costs, and 

delay the timeframe for royalty valuation rather than providing the early clarity and reduced cost 

of compliance stated as the objective of this proposed rulemaking. 

 

Under the current requirements for valuation of coal royalties, each mine is required to submit 

audited financials to validate the reported gross proceeds on which the royalties are based.  

This process provides ONRR the assurance that the gross proceeds for the coal are appropriate 

and fully accounted for.  ONRR’s proposal would require similar provisions for audited 

financials,4 but such audit provisions would be meaningless without requiring potentially 

significant revisions to existing contracts.  In most cases (specifically pertaining to jointly-owned 

generating assets), the entity responsible for payment of royalties would not necessarily have 

access to audited financials from energy sales that would pertain to the same time period in 

which royalties would be incurred, thereby adding uncertainty and unnecessary delay to the coal 

royalty valuation process.5  Indeed as ONRR stated in this proposed rule, coal royalty valuation 

will continue to be complex,6 but ONRR’s proposed revisions to both Federal and Indian coal 

royalty valuations unnecessarily complicates further an already complex process. 

 

Variable revenues associated with energy sales and the expected difficulty for mining 
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companies to try to determine the appropriate revenues for valuation, combined with the inability 

for mining companies to meet the audited financial requirements add significant complexity to 

the process of determining royalties and fail to provide clarity throughout the process.  As such, 

this proposal fails to meet the most significant of ONRR’s intended purposes for reforming its 

coal royalty valuations and ONRR should review other less complex options to value non-arm’s 

length sales.  One such method would be to codify the method currently employed at Trapper 

Mine, wherein an assumed rate of return (previously agreed to by ONRR) is applied on top of 

the gross realizations to approximate the “market value” of the coal. 

 

As part of its proposed rulemaking, ONRR failed to adequately assess the financial impacts to 

either the ONRR through royalty revenues or to the mine through substantially increased 

administrative costs.  ONRR has assumed that costs would be effectively zero for this proposed 

change in coal valuations, but provides no real basis for assuming this cost.7  If there is no 

financial benefit to ONRR, then there is little basis or need for revising the methodology used to 

determine royalties.  The same holds true for Indian Coal Royalty valuations – if there is no 

financial benefit associated with revising the methodology, ONRR should not promulgate such 

changes. 

 

With respect to creating standardized schedules for transportation and processing allowances,8 

SRP believes that transportation and processing allowances vary widely from site to site.  Use 

of such standard schedules may not appropriately allow for adequate deductions for 

transportation and/or processing.  Often times, transportation opportunities are limited and as 

such, application of a standard schedule to address such transportation costs may 

unnecessarily penalize lessees who have no alternatives to otherwise reduce costs associated 

with transportation of coal. 

 

In addition to the above concerns, SRP does not believe setting a default option for valuing non-

arm’s length sales of Federal and Indian coal in lieu of electricity sales would be appropriate 

either.  In general, such a default provision would grant the Secretary too much discretion 

regarding coal valuation.  ONRR states it would use such a default provision minimally and 

always use a “reasonable value of production using market-based transaction data.”9  If the 

provision would have little to no use, promulgation of such a default value would be premature. 

 

Finally, transactions involving non-arm’s length sales often occur where the miner and generator 

have little to no access to broader markets for coal.  The existing transactions for coal without 

access to the broader coal market would, in most cases, represent the entire market for such 

coal use.  To grant the Secretary of the Interior (“Secretary”) the discretion to apply “market-

based transaction data” to such transactions ignores the fact that, under similar market-based 

conditions, such transactions would potentially be unlikely to occur in the first place.  Further, 

giving the Secretary considerable discretion to apply default provisions based on “discretionary 
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factors and any other information” the Secretary, in his/her sole discretion, deems relevant,10 

would introduce significant and unacceptable uncertainty to the valuation of royalties long after 

the transaction was completed, especially since ONRR clarifies within this proposed rulemaking 

that any guidance provided by ONRR regarding royalty valuations will be non-binding.11  Finally, 

SRP supports ONRR’s determination not to change the valuation methodology for arm’s length 

contract sales. 

 

If you have any questions regarding these comments, please contact me at 

Bobby.Olsen@srpnet.com or by phone at (602) 236-2305. 

 

Thank you, 

 

 

 

Bobby Olsen 

Director, Fuels 

Salt River Project 

O: (602) 236-2305 

Bobby.Olsen@srpnet.com 

 

 

Attachments: Trapper Mining Comments RE: Consolidated Federal Oil and Gas and Federal 

and Indian Coal Valuation Reform 
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