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H.R. 1820
A bill to authorize the Secretary of the Interior to retire coal preference
right lease applications for which the Secretary has made an affirmative
commercial quantities determination, and for other purposes

As ordered reported by the House Committee on Natural Resources
on October 8, 2015

SUMMARY

H.R. 1820 would authorize the Secretary of the Interior to provide Ark Coal Company
(Ark) with bidding credits to acquire federally-owned mineral rights if Ark agrees to
relinquish its rights to acquire noncompetitive coal leases on certain federal lands. Bidding
credits are assigned a dollar value and can be used in lieu of cash to make certain payments
to the federal government. The bill also would authorize the Secretary to make payments to
any states where the bidding credits are used. Those payments would equal 50 percent of
the total value of the credits expended.

Based on information provided by the Bureau of Land Management (BLM) and coal
industry representatives, CBO estimates that enacting H.R. 1820 would increase direct
spending by $34 million over the 2017-2021 period; therefore, pay-as-you-go procedures
apply. Enacting the bill would not affect revenues.

CBO estimates that enacting the legislation would not increase net direct spending or
on-budget deficits in any of the four consecutive 10-year periods beginning in 2027.

H.R. 1820 contains no intergovernmental or private-sector mandates as defined in the
Unfunded Mandates Reform Act (UMRA) and would impose no costs on state, local, or
tribal governments.

ESTIMATED COST TO THE FEDERAL GOVERNMENT

The estimated budgetary effect of H.R. 1820 is shown in the following table. The costs of
this legislation fall within budget function 300 (natural resources and environment).



By Fiscal Year, in Millions of Dollars

2016- 2016-
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2021 2026

CHANGES IN DIRECT SPENDING

Estimated Budget Authority 0 7 7 7 7 7 0 0 0 0 0 34 34
Estimated Outlays 0 7 7 7 7 7 0 0 0 0 0 34 34

Note: Amounts may not sum to totals because of rounding.

BASIS OF ESTIMATE

For this estimate, CBO assumes that the legislation will be enacted by the end of fiscal year
2016.

CBO estimates that enacting H.R. 1820 would increase direct spending by $34 million
over the 2017-2021 period. That estimate reflects the amount of payments CBO expects
the Secretary would make to states if Ark used bidding credits issued under the bill to make
certain payments to the federal government. That estimate also accounts for the uncertainty
associated with the range of possible outcomes under current law and under the bill.

Background

Prior to 1976, the Mineral Leasing Act authorized the Secretary to allow firms to prospect
for coal on federal lands. Under that act, any prospector who discovered commercial
quantities of coal could apply for a noncompetitive lease to mine the affected lands. In
1976, the Congress repealed the Secretary’s authority to issue leases in that manner;
however, prospectors who filed for noncompetitive leases prior to that date still have valid
claims that require adjudication by BLM.

Ark currently holds all remaining applications for those noncompetitive leases. If granted,
those leases would encompass 21,000 acres of federal land in northern New Mexico,
including lands adjacent to or overlapping with areas designated for protection by the
Department of the Interior. Because of those designations, BLM does not want to allow
mining on the lands. CBO expects that, under current law, a resolution could be reached
between BLM and Ark under which Ark’s noncompetitive lease rights would be
terminated and the firm would receive compensation, either through litigation or some
administrative action.



To that end, BLM and Ark entered into an agreement in 2012 that would allow the agency
to terminate Ark’s applications for noncompetitive leases in exchange for bidding credits.
To execute that particular agreement:

e The Congress would need to pass legislation, similar to H.R. 1820, providing BLM
with the authority to issue bidding credits,

e Ark and BLM would need to agree on the value of the bidding credits, and

e The legislation would need to include the authority to make payments to the states
where those credits would be used.

Direct Spending

Based on information in the 2012 agreement CBO estimates that, if the parties reached an
agreement, the agency would provide Ark with bidding credits valued at $134 million,
which the firm would be required to use within a 5-year period. The 2012 agreement
contains a framework for negotiating the value of bidding credits BLM would provide to
Ark that is based on the amount of the bonus bid necessary to acquire leases on the affected
lands today. That framework stipulates that the affected lands contain 267 million tons of
commercially mineable coal. The market value of that coal is between $20 and $30 per ton,
and bonus bids for coal in New Mexico typically range from 1 percent to 3 percent of the
market price of coal. Our estimate of the value of the bidding credits is derived by
multiplying 267 million by the expected bonus bid per ton.

CBO estimates that any resolution reached under current law will cost $134 million. That
is the same amount that CBO estimates Ark would receive under H.R. 1820, which would
implement the 2012 agreement. There is some probability that BLM and Ark will not be
able to agree on the value of the bidding credits or other compensation and that Ark will
resort to litigation to resolve its claims. The cost of settling that litigation would be the
same under current law as under the bill. Because the expected cost of compensating Ark
for the value of its claims under the bill would be equal to the expected cost of
compensating Ark for those claims under current law, CBO estimates that authorizing
BLM to provide bidding credits to Ark would have no budgetary effect.

Under, the bill the Secretary would be required, as part of the agreement, to make cash
payments to states equal to 50 percent of the value of any bidding credits used in those
states. Such payments are not authorized under current law. Based on our estimate of the
value of the bidding credits, CBO estimates that the full value of those payments would
total $67 million. Because BLM and Ark would still have to negotiate after the bill is
enacted, CBO expects that, under the bill, there could be two outcomes, which would be
equally likely:



e The parties could reach an agreement under which BLM would terminate Ark’s
applications for noncompetitive leases, the agency would provide Ark with bidding
credits, and the Secretary would make payments to states, or

e The parties could fail to reach an agreement, BLM would deny Ark’s applications
for noncompetitive leases on the affected lands, the firm would pursue litigation or
some other resolution, and the Secretary would not make payments to states.

After accounting for the uncertainties under the bill and under current law, CBO estimates
that enacting H.R. 1820 would cost $34 million for payments to states (50 percent of the
full value of payments to states where the credits are used). Those costs could be incurred
anytime over the 2017-2021 period, so CBO distributed the total cost evenly over that
period (about $7 million a year).

PAY-AS-YOU-GO CONSIDERATIONS

The Statutory Pay-As-You-Go Act of 2010 establishes budget-reporting and enforcement
procedures for legislation affecting direct spending or revenues. The net changes in outlays
that are subject to those pay-as-you-go procedures are shown in the following table.

CBO Estimate of Pay-As-You-Go Effects for H.R. 1820, as ordered reported by the House Committee on Natural
Resources on October 8, 2015

By Fiscal Year, in Millions of Dollars

2016- 2016-
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2021 2026

NET INCREASE IN THE DEFICIT

Statutory Pay-As-You-Go Impact 0 7 7 7 7 7 0 0 0 0 0 34 34

INCREASE IN LONG TERM DIRECT SPENDING AND DEFICITS

CBO estimates that enacting the legislation would not increase net direct spending or
on-budget deficits in any of the four consecutive 10-year periods beginning in 2027.
INTERGOVERNMENTAL AND PRIVATE-SECTOR IMPACT

H.R. 1820 contains no intergovernmental or private-sector mandates as defined in UMRA
and would impose no costs on state, local, or tribal governments.
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