


E S T I M A T E D  S T A T E  R E V E N U E  I M P A C T S  O F  S B  510

Y e a r  

FY 0 9 

FY  90 

F Y 91 

F Y 92 

F Y 93

C o a l  
P r o d u c e d  (tons)

1 . 5 0 0 . 0 0 0

1 . 5 0 0 . 0 0 0  

2 ,0 0 0 , 0 0 0

2 . 5 0 0 . 0 0 0

2 . 5 0 0 . 0 0 0

P r o d u c e r

U C M

U C M

R e v e n u e  A t  
5% A G U

$ 1 , 4 4 0  ,000

$ 1 , 4 4 0 , 0 0 0

U C M / W i s h b o n e *  $ 1 , 9 2 0 , 0 0 0

U C M / W i s h b o n e  $ 2 , 4 0 0 , 0 0 0

U C M / W i s h b o n e  $ 2 , 4 0 0 , 0 0 0

R e v e n u e  v i a  D N R  
4 / 8 / 8 8  D e c i s i o n

$ 9 0 0 , 0 0 0

$ 1 , 3 5 0 , 0 0 0

N / A

N / A

N / A

M a x i m u m  R e v e n u e  
U n d e r  SB 510

$ 4 5 0 , 0 0 0

$ 4 5 0 , 0 0 0

$ 6 0 0 , 0 0 0

$ 7 5 0 , 0 0 0

$ 7 5 0 , 0 0 0

P r o j e c t e d  
R e v e n u e  L e s s  
w i t h  SB 510

$ 4 5 0 , 0 0 0

$ 9 0 0 , 0 0 0

$ 1 , 3 2 0 , 0 0 0

$ 1 , 6 5 0 , 0 0 0

$ 1 , 6 5 0 , 0 0 0

* A s s u m e  6 m o n t h s  p r o d u c t i o n  at W i s h b o n e  H i l l  

P r e p a r e d :  4 / 2 7 / 8 8 ,  D N R



April 8, 1988

Mr. Joseph Usibelli, Jr. 
Usibelli Coal Mine, Inc. 
P.O. Box 1000 - 
Healy, Alaska 99743

Dear Mr. Usibelli:

The Department of Natural Resources has carefully reviewed - 
Usibelli Coal Mine, Inc.'s (UCM), request for royalty relief
for coal leases ADL 20633 and 51545. • '

The Commissioner of the Department of Natural Resources has 
the discretion to waive, suspend, refund, or reduce the ;:-
royalty under two circumstances: ■

(1) if she finds that such a reduction is necessary to 
promote development; or

(2) if she finds the lease cannot be successfully 
operated at the royalty level.

Usibelli Coal Mine based its request for royalty relief on 
the "necessary to promote development" provision and did not 
assert that the operation cannot bo successfully operated 
with the increased royalty. Therefore, our analysis was 
limited to the consideration of whether a royalty reduction 
is necessary to promote development. ---

Generally, requesta for.royalty reduction in order to 
promote development are granted as an incentive to extract 
resources not recoverable under current operating practices.. 
In this instance, the argument has been made that an 
increase in royalty, as required by regulations adopted by 
the Department in 1982 (see 11 AAC 85.220) will adversely 
affect future development.

UCM has been paying a coal royalty of 5C per ton on one 
lease and 10C per ton on a second lease, for an average 
royalty of 7.5C per ton. This rate equals less than 
one-half of one percent of adjusted gross value.



Mr. Joseph Usibelli, Jr. -2 April 8, 1988

U n d e r  the 1982 r e g u l a t i o n s ,  all c o a l  l e a s e s  i s s u e d  or 
r e n e w e d  by the S t a t e  of A l a s k a  m u s t  i n c l u d e  a m i n i m u m  
r o y a l t y  of 5 p e r c e n t  of a d j u s t e d  g r o s s  v a l u e  (5 p e r c e n t  
AGV) .

U C M  r e q u e s t e d  a r o y a l t y  r a t e  e q u i v a l e n t  to 1.5 p e r c e n t  
a d j u s t e d  g r o s s  v a l u e  (1.5 p e r c e n t  AGV).

v .•

T h e  i s s u e  b e c o m e s  w h e t h e r  t h e  5 p e r c e n t  A G V  r o y a l t y  rate is 
r e a s o n a b l e  in t e r m s  of b o t h  a f a i r  r e t u r n  to the s t a t e  and 
i n  t e r m s  o f - p r o m o t i n g  d e v e l o p m e n t .  In this r e g ard, it is 
h e l p f u l  to n o t e  t h a t  c o a l  r o y a l t y  in N e w  M e x i c o  is 12.5 
p e r c e n t  of all r e v e n u e s ; . M o ntana's r a t e  is 12.5 p e r c e n t  of 
g r o s s  value; a n d  W y o m i n g ' s  c o a l  r o y a l t y  is 12.5 p e r c e n t  of 
the s e l l i n g  price. T h e  c u r r e n t  r o y a l t y  for f e d e r a l  co a l  
l e a s e s  is 12.5 p e r c e n t  AGV. -

I
In  comparison',-^ the D e p a r t m e n t  f i n d s  th a t  A l a s k a ' s  l ower 
r o y a l t y  of 5 p e r c e n t  A G V  p r o v i d e s  b o t h  a fair r e t u r n  to the 
state, w h i l e  r e c o g n i z i n g  the c o m p e t i t i v e  a d v a n t a g e  n e c e s s a r y  
for o u r  e m e r g i n g  c o a l  e x p o r t  i n d u s t r y .  . -

. \\ : ■ ' ■
T h e r e f o r e ,  the D e p a r t m e n t  c a n n o t  g r a n t  the full p e r m a n e n t
r e d u c t i o n  in r o y a l t y  r e l i e f  as r e q u e s t e d  by UCM. T h e
i n f o r m a t i o n  -pro* i'ded d i d  n o t  d e m o n s t r a t e  th a t  su c h  a
r e d u c t i o n  for l e a s e s  A D L  2 0 6 3 3  and 5 1 5 4 5  is n e c e s s a r y  to
p r o m o t e  d e v e l o p m e n t .  H o w e v e r ,  o u r  a n a l y s i s  i n d i c a t e s  th a t
an i m m e d i a t e  i n c r e a s e  in r o y a l t y  as set o u t  in r e g u l a t i o n
w i l l  p u t  an u n r e a s o n a b l e  b u r d e n  o n  U C M  a n d  y o u r  c u s t o m e r s .
.Therefore, w e  f i n d  t h a t  a p h a s e d  i n c r e a s e  to the full
r o y a l t y  is w a r r a n t e d .  -

U n d e r  t h e  a u t h o r i t y  g r a n t e d  b y  AS 3 8 . 0 5 . 1 4 0 ( d ) ,  the 
D e p a r t m e n t  w i l l  p h a s e  in the. 5 p e r c e n t  A G V  r o y a l t y  o v e r  a 
p e r i o d  of t h r e e  years, as o u t l i n e d  in t h e  s c h e d u l e  be l o w :

L E A S E F O R  T H E  P E R I O D R O Y A L T Y

A D L  20G33

A D L  51545

Nov. 1, 1987 - A p r i l  30, 1983 $ 0 . 2 9 / t o n
M a y  1, 1988 - A p r i l  30, 1989 $ 0 . 6 0 / t o n
M a y  1, 19C9 - A p r i l  30, 1990 ' $ 0 . 9 0 / t o n
A f t e r  M a y  1, 1990 5% A G V

M a y  1, 1987 - A p r i l  30, 1988
M a y  1, 1988 - A p r i l  30, 1989
M a y  1, 1989 - A p r i l  30, 1990
A f t e r  M a y  1, 1990

$ 0 . 2 9 / ton 
$ 0 . 6 0 / t o n  
$ 0 . 9 0 / ton 

5% A G V

F u r t h e r ,  the D e p a r t m e n t  w i l l  g r a n t  y o u r  r e q u e s t  for a 
p a r t i a l  r e f u n d  of r o y a l t i e s  p a i d  at the 5 p e r c e n t  A G V  ra t e  
d u r i n g  the p r i o d  f r o m  M a y  1, 1987, for A D L  5 1 5 4 5  a n d  from 
N o v e m b e r  1, 1907, i n  o r d e r  to b o  c o n s i s t e n t  w i t h  the p h a s e d  
p a y m e n t  s h c e d u l e . . S u c h  r e f u n d  w i l l  b e  t a k e n  as c r e d i t  - 
a g a i n s t  f u r t u r e  r o y a l t y  p a y m e n t s .  T h e  D i v i s i o n  of M i n i n g  
w i l l  c o n t a c t  y o u  s o o n  t o  o u t l i n e  t h i s  p r o c e d u r e s .  * ■



Mr. J o s e p h  U s i b e l l i ,  Jr. -3

^ S i n c e r e l y ,

I. I uAvl\iv&^-''
A

J u d i t h  M. B r a d y
C o m m i s s i o n e r
v

cc: G e r a l d  G a l l a g h e r ,  D i r e c t o r
D i v i s i o n  of M i n i n g



P.O. Box V

Alaska State Legislature
Representative Mike Davis D istrict 19

Interim Office:
Juneau, Alas k a  99 8 1 1  P.O. B o x  8143S 

(907) 456-4930/4941 Fairbanks, Alas k a  9 9 7 0 8  

(907) 456-8161

F e b r u a r y  17, 1988

J e r r y  G a l l a g h e r ,  D i r e c t o r  
D i v i s i o n  o f  M i n i n g  
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  
P.O. B o x  1 0 7 0 1 6  
A n c h o r a g e ,  A K  9 9 5 1 0 - 7 0 1 6

D e a r  Mr. G a l l a g h e r :

I j o i n  w i t h  t h e  o t h e r  I n t e r i o r  D e l e g a t i o n  m e m b e r s  in 
c o n c e r n  a b o u t  t h e  i n c r e a s e  in U s i b e l l i  C o a l  M ine, I n c . ' s  
r o y a l t y  f o r  its t w o  p r o d u c i n g  l e a s e s  i n  H e a l y .

A s  A l a s k a ' s  o n l y  o p e r a t i n g  c o a l  m i ne, U s i b e l l i  h a s  
c o n t r i b u t e d  s i g n i f i c a n t l y  t o  e c o n o m i c  d e v e l o p m e n t  a n d  
e m p l o y m e n t  in t h e  I n t e r i o r .  U s i b e l l i  h a s  a l s o  d i s t i n g u i s h e d  
i t s e l f  as a r e s p o n s i b l e  c o r p o r a t e  c i t i z e n  a n d  c o n c e r n e d  m e m b e r  
o f  t h e  c o m m u n i t y .

C u r r e n t  r e g u l a t i o n s  r e q u i r e  a l l  n e w  a n d  r e n e w e d  l e a s e s  t o  
h a v e  a r o y a l t y  o f  5% o f  t h e  a d j u s t e d  g r o s s  v a l u e  o f  t h e  coal. 
H o w e v e r ,  A l a s k a  s t a t u t e  a l l o w s  t h e  C o m m i s s i o n e r  o f  t h e  
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  t o  w a i v e ,  s u s p e n d ,  r e f u n d ,  o r  
r e d u c e  t h e  r o y a l t y  t o  p r o m o t e  d e v e l o p m e n t  o r  if t h e  l e a s e  
c a n n o t  b e  s u c c e s s f u l l y  o p e r a t e d  u n d e r  its t e r m s .

T h e  i m p o s i t i o n  o f  t h e  5% r o y a l t y  c o u l d  h a v e  a 
d e t r i m e n t a l  e f f e c t  o n  U s i b e l l i .  I u r g e  t h e  D i v i s i o n  t o  
c a r e f u l l y  c o n s i d e r  t h e  d o c u m e n t a t i o n  p r o v i d e d  b y  U s i b e l l i  C o a l  
M i n e  Inc. r e g a r d i n g  t h e  i m p a c t  o f  t h e  r o y a l i t y  i n c r e a s e  
on  t h e i r  d o m e s t i c  a n d  o v e r s e a s  m a r k e t s .  T h e  f i n a l  r o y a l t y  
r a t e  s h o u l d  a l l o w  f o r  p r o f i t a b l e  p r o d u c t i o n ,  f a i r  c o m p e t i t i o n  
a m o n g  l e a s e  h o l d e r s ,  a n d  j u s t  p a y m e n t  t o  t h e  s t a t e  f o r  t h e  
p u b l i c  r e s o u r c e .

P l e a s e  m a k e  m y  c o m m e n t s  p a r t  o f  t h e  h e a r i n g  r e c o r d s .
T h a n k  y o u  f o r  t h e  o p p o r t u n i t y  t o  p a r t i c i p a t e  in t h i s  i m p o r t a n t  
d e c i s i o n .

cc: I n t e r i o r  D e l e g a t i o n
U s i b e l l i  C o a l  Mine, Inc.



Alaska State Legislature
 ..................................................................... ' P . O .  BOX V

S t a t e  C a p i t o l
Offic ia l Business J u n e a u ,  A l a s k a  9 9 8 1 1

F e b r u a r y  17, 1988

J e r r y  G a l l a g h e r ,  D i r e c t o r  
D i v i s i o n  of M i n i n g  
D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  
P.O. B O X  1 0 7 0 1 6  
A n c h o r a g e ,  A K  9 9 5 1 0 - 7 0 1 6

D e a r  Mr. G a l l a g h e r :

W e  a r e  w r i t i n g  in s u p p o r t  of U s i b e l l i  C o a l  Mine, 
I n c . ' s  (UCM) r e q u e s t  f o r  a r e d u c t i o n  in r o y a l t y  f o r  t h e i r  
t w o  p r o d u c i n g  l e a s e s  in Healy. A f t e r  r e v i e w i n g  t h e i r  
r e q u e s t ,  w e  b e l i e v e  it h a s  merit.

C u r r e n t  r o y a l t y  r e g u l a t i o n s  m a y  w e l l  h a v e  a 
d e t r i m e n t a l  s h o r t  a n d  l o n g  t e r m  e f f e c t  on UCM. Its 
e x p o r t  c o n t r a c t  c o u l d  b e  j e o p a r d i z e d  a n d  f u r t h e r  
d e v e l o p m e n t  c o u l d  d e c r e a s e .  A l a s k a  s t a t u t e  a l l o w s  t h e  
C o m m i s s i o n e r  of t h e  D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  to 
w a i v e ,  sus p e n d ,  r e f u n d ,  or  r e d u c e  t h e  r o y a l t y  t o  p r o m o t e  
d e v e l o p m e n t  or if t h e  l e a s e  c a n n o t  b e  s u c c e s s f u l l y  
o p e r a t e d  u n d e r  its te r m s .  The " b e s t  i n t e r e s t "  o f  A l a s k a  
is to k e e p  o u r  o n e  e x i s t i n g  coal m i n e  p r o d u c i n g .

T h e  r o y a l t y  r a t e  s h o u l d  n o t  be  at a l e v e l  t h a t  m a k e s  
t h e  p r o d u c t  n o n c o m p e t i t i v e ,  e s p e c i a l l y  c o n s i d e r i n g  t h e  
g r o w t h  p o t e n t i a l  f o r  t h e  b u s i n e s s  i n  e x p o r t  m a r k e t s .  A t  
t h e  l e v e l  r e q u e s t e d  b y  U s i b e l l i ,  $ . 2 9 / ton, t h e  p r o d u c t  
w o u l d  b e  c o m p e t i t i v e l y  p r i c e d  in t h e  c u r r e n t  m a r k e t p l a c e .  
C o n t i n u e d  d e v e l o p m e n t ,  f o r e i g n  a n d  d o m e s t i c ,  c a n  t a k e  
p l a c e  a n d  a steady, s e c u r e  s u p p l y  of c o a l  for t h e  
I n t e r i o r  woul^' )e a s s u r e d .  A r e d u c t i o n  m e a n s  r e t a i n i n g  
j e b s  a t  t h e  u n e ,  t h e  l o a d i n g  f a c i l i t y ,  a n d  in t h e  
s u p p o r t  i n d u s t r y  a n d  it m e a n s  t h e  p o t e n t i a l  for 
a d d i t i o n a l  e m p l o y m e n t  in the co a l  m i n i n g  a n d  r e l a t e d  
i n d u s t r i e s .



p a g e  t w o
Mr. J e r r y  G a l l a g h e r  
F e b r u a r y  17, 1988

P l e a s e  m a k e  o u r  c o m m e n t s  p a r t  of the h e a r i n g  
r e c o r d s .  T h a n k  y o u  for the o p p o r t u n i t y  to p a r t i c i p a t e  in 
t h i s  i m p o r t a n t  d e c i s i o n .



NilS 3 1988UNIFIED FAIRBANKS

UN IFIED  FA IRBANKS 
RESOLUTION URGING RESTRA IN T IN LEVY ING  

INCREASED ROYALT IES  ON COAL
WHEREAS, the State of Alaska is proposing to collect royalties

on coal produced b y the Usibelli Coal Mine which represents an increase
from approximately .08 per ton (current average) to 0.98 per ton (an 
increase of approximately 12%); and,

WHEREAS, such an increase could be passed along to the Alaska
Railbelt consumer in the form of h igher e lectric ity and heating rates; and,

WHEREAS, an increase of this magnitude could price Usibelli coal 
out of the expo rt markets which have earned for Alaska a total of $78 milion 
dollars since exports to South Korea commenced in 1985; and which are 
critica l to the financial well being of the ARR ; and

WHEREAS, the ro ya lty  increases are in addition to rental on 
acreage, mining license taxes and corporate taxes are paid b y Usibelli Coal 
Mine to the State of Alaska.

NOW THEREFORE BE IT  RESOLVED, that UN IF IED  FA IRBANKS 
urges restra in t in le vy in g  royalties on coal produced by Usibelli Coal Mine 
at Healy. Roya lty rates should be maintained at present levels, especially 
in view of the d if f ic u lt international market conditions.
Th is resolution was passed at the meeting of Unified Fairbanks on Tuesday, 
Februa ry 23, 1988.
Sincerely,
UN IFIED FA IRBANKS

Charles PT Rees, President 
CPR: s lg : resolution 2-25-88: UFMN2

P.O. Box 60389 Fairbanks, Alaska 99706 • (907) 456-7986






