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Dear Board of Land Commissioners:

The Monsana Envircomental Information Center belioves the appraisal performed by Noewest
Corporation cannot be relied upoa to accurately reflect the value of the Otter Creck coal tracts
The sppeaisal is decply Mlawod. Crtical information waderlying the assumptions and figsecs
the appraisal scc missing. The Land Board would be misguidod if it were o rely oo the appraisal
0 determune whether and how 10 move forward with leasing these coal tracts.

Twe supplementary {actors make leasang Oner Creek 2 this time smpeudent for a trestee thae is
required 10 equally value present and future beneficianes. First, the encenadaty over impending
federal regulations for greenhouse gases and carboa soguestration has temporandy depressed the
vadue of coal naticawide. Second, the appesisal assumes that the State will pay for the
development of the Toague River Railroad (TRR). This assumnpeion severcly deflates the value
of these tracts. The Land Board should wait for the private sector to build the railroad so the
Land Board can realize the full vabee of the resource. The appraisal recognizes that to act
prematurely deflates the value of the coal by $125.8187 million. This price tag alone represents
more revenue tham trust lands earm in a two %o throe year period

The Land Board should not proccad with leasing these tracts until am accurate, trasmspascnt and
qualifiod appraisal is completed. Morcover, these tracts showld not be Jeased until the srust can
receive the full vadoe of the resosrce and there is 3 guassatoe that schools will be appropraately
compomsaried. To Jlease these tracts at thas e would be prematsec, shortsighted, imspeudent and
contrary 10 State law,

The Apprabal s Fendamentally Flaned

The appraisal contains significant erors, omits critical information, contradicts provious findings
of the same consaltant, and does not provide adequate information by whach 10 analy2e the data
In short, the appraisal is seriously flawed. To rely upoa it would breach the Gdecisy
responssbelity of a trustee.
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The sppeaisal borves bid vabee of $0.05 1o $0.0710n appears 1o underestimate the value of the

coal:

# Ninctoen Lease by Application (LBA) tracts were considered for comparison. The throe
LBA mines analyzod in the appraisal received some of the lowest boaus bid prices. 13 of
the 19 LBA sites received higher bonus bids than the three analyzed. All other bids were
higher than 2 of the 3 that were amalyzod. In other words, the comparisons do not
necessanily accuraicly reflect the cusrent market

"

Analysis of heat content of the coal was flawed:

a

The appraisal found that, “There is no clear pastern in Chars 2.1 and 2.2, indicating
that bid price is not tied strongly te beat content or sulfur percent ™ (Appraisal, p
2-5) Emphasis added Here the appraisal clearly states that the Btu value is oot an
important factor in the bid price. However, a few pages later the appraisal lowers the
bonus bid price because Buu content, (Appraisal, p. 2-9) This decision to lower the
bid price becaase of Bt content directly comtradicts the peevious stasement that “the
bid price is not ted stroagly 10 heat content.. "

Montana coal geserally has higher heating values than Wyoeming's PRB coals.
(Appraisal, p. 2-4) The sppeaisal stases that coal & sold by the Bau and sot the 1on s
higher Buu valued coals will be more vaduable than lower B valoe coal. (Appenisal,
p. 2:3) Although the appesisal states this as fact, it does not provide a citation for the
actual Btu value of the Oner Creek coal nor does it provide a deseription of how the
appenisal adpasted for this Bru value. The reader Is lefl 10 guess how this calcalation
was derived.

According 10 carly information ssbmitted by Great Northern Properties (GNP) to the

of Natural Resowrces and Conservation (DNRC), the Btu contemt used in
thas appraisal, 8,609 Btulb, is lower than GNP's previous estimate of 8,750 BaaTh.
(“Great Northern Propertios LP, GNP Toague River (Oner Creek) Propect.” Hill &
An«bcsﬂ“hmm Ouer Croek Project, Geeat Northern Propertics

" Both documents can be found M
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owner of the imerspersed acres, & in the best position 10 have determined the encrgy
content of the coal in the erca.

The Btu value of the coal appears to differ throughout the docament. Section 2 lists
the Btu value of the Otter Crock tracts as 8,609 Buwib. (Appraisal, Tables 2.4 and 2.5)
The income approach assumed a Bou value for these tracts of 8500 Bowth,
(Appraisal, p. 3-10) Appendix B lists the Btu value of the Oner Creek coal as 9,100
Bruton. (It appoars Shat the units used in Appendix B of Bis'on, are incormect.)

The dry hasis Bre vadees in Appendin C of the appraisal for Omer Croek LMU 5 and
LMU 6 &f¥er from the Bru vaboe listad is Norwest's previows analysis. (Noewest,
Otter Creck Property Summary Report, Volume | of 11, Tabie E.| LMU Susmaries )
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The dry basis Btu vabaes listod in the previous Norwest Sumesary Report are higher
than those wsed in the appraisal

7 The appraisal wsod inappropriase mines for comparison. The most recent Montana LBA
peoject ot Spring Croek had a bid price of $0.1533, The other two comparisons are 9 and
10 years okl The most reoent LBA bids in the PRE were for $0.7508%0n, $0.9710/00,
and $0.1833. These prices are far betier indicatoes of the per ton bonus value than figures
from a decade ago. Furthermore, Otter Creck coal compares favorahly with these other
ses in the Biu value of the coal.

# The appraisal’s ssalysis of the sodium coment in the coal is flawed:

a. The sppeaisal containg a figwre for the sodium comtent of the mb (Na a8 % of Ash) that
differs from previous documents. The appraisal uses a figure of 7.51% Na whereas the
techmical document prepared by the same conseltam reached a different conclusion:
“The sodvam content of the ash is considered Mgh and aversges betwoen 6.0 and 7.0
percent.” (Norwest Corporation, Otter Creek Property Susesary Report, 2006, p. E-
1) This difference ks significant as the appraisal adjusts the value of the conl based
wpon this facsor - the Jower the value of the sodium comsent the higher the value of the
coal,

b. The appraisal says that this coal is of lower value because of its high sodium content.
However, listed LBA projects with high sodium coments had boous bids of
$0.1833%00, $0.109770n, $0.1600:0n, $0.1131%00. All are significantly higher thas
the $0.05.0.07 boous bid price that is being put forward in the appraisal

# The analysis of stripping mitlo Is inasccweate, nontranspacont, and contradicts the
consultants” peevious analy sis:

3. The appraisal does sot msake an adjustment for stripping ratlos. The document lists
the strippung ratios at the comparable mines as 2.89 BCY/Aon, 2.08 BCY v, and 3.51
BCYwn for Speing Creck 1, Speing Crock 2, and Rosebud respectively. (Appesisal,
p. 2-33) The appraisal fails 10 give a similar strip ratio for the Otter Creek traces.
Appendix C contains some information oo various strip ratios for LMU $ (Logical
Mining Unit), but does not pronvide 3 similar comparison %o the other mines.

b The data used on comparable mines’ strip ratio is undermined by Norwest's peeviows
snalysis of the Oster Creek tracts in which it shows the comparable mines as having
much higher stripping ratios than listed in the appesisal:

“All Mormana manes have boen operating for many years and are

higher stripping ratios in the range of 3.4:1 at Spring Croek, climbing wp to %:1
and higher at Decher. These higher sing ratios put these mines at a dssadvantage
with respect 10 Oner Creek's projected operating costs, as they cach mest move
more waste 10 uncover the sume smount of coal as &t Otter Creek. ™ (Noewest,
Oteer Creek Property Susmmary Report, 2006, p. E-5)



¢ The appraisal's comparable lcase sales appeoach fails 10 make any adjustments for
stip ratio despite the fact that it claims 10 make sach an adjustment:

“The fimal per 1on value is calcalated by taking an average of the smilar lease
sales or one that is the closest in coal quality and stripping ratio to the new
property and applying any adjustmenss for &fferences in these parameters.”
(Apprassal, E-1)

d. The sppeaisal’s fuhare o adjust for strip ratios undermines its own claim that the ratio
is critiead %0 determining the value of coal:

“Table 2.2 ... Illustrates the selocted LBA sales with thele respective perssnctors
of coal quality and strip ratios which are key contributers in determining
mining cost and marketability of the conl from a particelar peoperty ”
(Appraisal, p. 2-3) Empharis added

¢ According 1o Great Northern Properties the Otier Crock strip ratio is 1.4 BCYson
{Great Northern Properties LP, GNP Tongee River (Otter Creek) Project,™ Hill &
Associagtes, sd “Progect Overview — Otter Crock Progect, Great Northern Properties
LP." hatp dare mt povierust MMBotter_croek/ Default asp)

. Norwest previously determuined the strip smtio of EMU 5, the unit analyzod in the
sppeaisal, by saying, “It covers & total 7,000 acres and contains 751 million soes of
coal o an average effoctive sing rato of 2517 (Norwest, Otter Ceeok Progerty
Semevary Report, 2006, p. 3.5.) The appraisal wrongly fails 10 adjust for strip ratio
despine Norwest's previous finding that higher strip ration incresse cost aad when
compared 10 other mines the Otter Creek tracts have an ecosomic advantage over the
3 mines that were used in the comparison analysis.

» The bomws bids for comparable lease sales for LBA projects were $0.1833, $0.1097, and
$0.1600 for Spring Croek (Spring Creck Coal), Spring Croek (Kenmecott), and Roscbud
(Western Energy ) respectively. Each of these is significantly higher than the appraised
value of this site. Given the deficicncics mentionad sbove, the appraisal should revisit the
comparadles and the dodactions 10 accuraely reflect the potestial value of these tracts,

The fallure of the appraisal 1o acourately account foe strip ratios, Biu values, sodium content, and
comparable bosus bids makes the analysis 100 flawed to be relied upon for deaslag.

It should be noted that the highest bonus bid of PRB mines was at the West Roundup mine. The
appraisal says that this high bid was attained afler the Stage first rejocted the bid and had two
companics competing in the subsoguent hid.

This case i & good indicanor for the Board. In that case the State's repoction of the initial bids
resulied in competition. The sppraisal notes that competition was a primary driver for bonus bid
prices at West Rowsdup. (Appeaisal, p. 2-8) 1f the Suate decides 50 mone forwied with leasing



these wracts, it should qualify its leasing project by saying it must recetve a sufficient sumber and
qeality of bads to indicate a competitive market oxists at this time. Without such competition, the
State could fadd 1o realize the appropriate revenue for the trust.

Tongue River Railrosd

Accordiag 1o the appraisal, the coat 1o develop the Toague River Raslroad (TRR) is the prsmary
dniver deflating the value of the Ouer Creek tracts. The appeassal cstimates that the lack of a
ruilroad will cost the State between $124.8 millson and $157 mullion.

The comparable lease sales appeoach peovides that the value of the coal, If the TRR is developed,
is $0.1766n0n. (Appraisal. p. 2<10) When the cost of building the TRR &s factored into the
appraisal. the value of the coal plummets 10 $0.05359%0n, a fraction of ies previous value. The
income approach puts the value of the bonus bid amount at $0.0652. Both are extremely low due
%0 the cost 1o develop a private railroad.

The income appeoach similarly assemes an enormous cost to the State for developing the Otter
Croek tracts peematurely. The appraisal acknowledges the significance of this adjustment:

“Valuation rules rogare the evalustor %o conssder only those improvements that are
alresly in place and not speculate on proposed addithons. As such, the cost of the entire
rail line to Miles City st be included along with a rail spur and loading loop at the
s Jocation, The umpact is significant as the estimate for the eadl line only (net
mcluding the six mile spur or loading loop) is SISTM.” (Appemisal, p. 3-5)

The State should wadt wntil the rasiroad s bullt before procecding with the leasing of these tracts.
The coal is not going anywhere. The TRR is permisted and moving forward The TRR isa
private venture and the sdea of the State assuming the $137 million wp froat cost and risk for the
project is like robbang the trust 30 pay a private business to operate. Instead of deducting the cost
of the railroad from the value of the coal, the state showdd resist moving forward with Oumer Croek
until the railroad is funded and buidt. Only then will the State receive full market value for its
coal resowrce. Until then the State will penalize itself by as much as $187 million. A decision %o
move Sorward at this e would appear 10 put a privase interest abead of the State's trust
obligation. By lcasing these tracts promaturcly the state will lose wp to $187 millioa - three times
as mach as the Trust carned for public schools in 2008 alone!

It would defy Jogic for the State 10 pay 10 build a railroad for & privale entity and attain no
ownership inlerest in the veatsee. One noed oaly look as far as BNSF rates charged 10 Moatana
grain growers %0 sndentand what cas Bappen i a captured masket. Either the State should own
the raslroad, or a portion thereof, M it pays to bulld the railroad, or it should wait until the railroad
is completed before it moves forwasd with leasing these tracts 5o it can capture the full value of
the Otter Creck tracts.



The State Should Not Sell into & Depressed Coal Market

When it comes 1o coal and global warming only one thimg s certain ~ the market for coal is in a
state of uncertainty. The uncertainty stems from the current sationwide recession, pending
fodoral rogelations, proposed Congressional action and woeldwiade concerms over climate change,

There s wide-scale agroement that Congress will segulate greenhouses gases in the near term.,
There is less cortainty over the price tag that will be placed on carbon ensisssons. Similatly, the
federal government bs movieg forward with rules 10 regualate the capture and storage of carbon
dioxide from coal plames, but there is great uncertainty about the details of such regulation sd
how mvach it will add 10 the cost of fossil fucls. These factors have caused an wnprecedentod
reversal in coal development nationwide. Put simply, the coal developmoent industry has placed
an wnprecodentod number of mew coal plasts on hold until increased cortainty is restored to the
market

Just a fow years ago the National Encrgy Technology lab peedictod that as many as 150 coal-
fired power plants were i some stage of development acroas the country. 1n the kast moath,
some estimate that as many &s 100 of thoae plants kave been stalled.

(hatp sierraciub typepad. cony'compasy 200907 - | 00th-coal-plast-midestone heend) NETL
anrabetes the decling in development of new coal-fired plasts 10 the following: “Delays and
cancellations have been attributed to regubatery uncertainty (regarding climate change) or
straised peoject ecomomics due 1o escalating costs in the industry.” (“Tracking New Coal-fired
Power Plases.” National Encrgy Techaology Labocatory, 6 30°2008) Emphasts ackded

The 2009 Montana legislature adopted an initial regulasory framework for carboa capture and
soquestration (CCS). The rules for the program, and hence its costs, are not yet developed. The
Board of Oil and Gas Conservation will develop Mootana's rules in the next fow years. At the
naticomal lovel, the fedeoral government isswod draft reles last summer and expects 10 move
forwand with finalizing its rules in the next couple of years

The impacts of amy rogulatory framework foe CCS o the stase o sational level will depend
almont entirely on the oulcomse of federal kegislation addressing global warnseg. Legisdation
currently moving theough Coagress establishes a cap-and-trade framnewaork that encourages coal
development wang CCS technology . If e currest proposal that passed the House of
Repeescntatives is eventually adoptod by the Senate and signed into law, there will be more
certainty regarding coal and the costs associated with ies wse and developenent into the future.
The coal industry is in limbo until that time. The Land Board should wait, just as the industry 15
waiting, until Congress acts. Once the industry fully understands what will be required of it in
the future, coal projects may move Sorwand.

Undivided Loyalty to Trast Means Waiting to Lease

The Land Board, as trestee, mast have an undinvidad koyalty 10 the trust, 1t must consider present
and fusure generations equally in its decowcs-making. And, it is required 10 consider the Jong-
term interest of the trust:
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required 40 Jease these tracts at this time.
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MCA. Emphasis added '

“The proceeds from the leases (of coal development resulting from the Crown Busse land
cschange) mast be used for the direet funding of education. including K+ 12 school
districts, imststutions of higher aducation, and vocational-sechmical education, unbess
otherwise provided in the transfer agroement ™ 77.3-303 (2) MCA. Empharis added
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legistature 10 increase schoot funding by a commensurate smount. Until the logaskature amends
cmhwbgma&mwtwmufmmhdmof&(mcmwm;ﬂ:



Lt Hoard should not lease these tracts, Yo do so would result in the Joss of hundeods of
mallions, if not billions, of dollars, for public education in Montana.

Conglusion

It is prematiee %0 move forward at this time. The appraisal is deeply flawed, deficiens in s data
and analysis, and meermally incomasstent. The market for coal resoneces is temporanly dopeessod
mofmmimwmsunmmmmmmm
mawmmaummmnwumwuhmwm
Sune but should rest with the privite sector. All of these issues will be resolved within the next
few years and will canse the State 10 derive far more revenue i the near future. To haaly move
forward pow instead of waiting foe the market 1o rebound would be imprudent.




