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Overview
West Virginia‘ Code §11—1C¥10 provides that the Tax Commissioner is

responsible for annually appraising all industrial and natural resource property located in
West Virginia. Upon completion of each industrial and natural resource appraisal, the
Tax Commissioner is required to forward the results of such appraisal to the county
assessor of the county in which the prdp’erty is located, who multiplies the appraisal by
60% and includes the resulting assessed value in the land book or personal property book
of the county. The Tax Commissioner is responsible for supplying support data the
assessor may need to explain or defend the appraisal. The Tax Commissioner is also
responsible for defending any challenged natural resource property appraisal where the
assessed value of the property exceeds $2 million. In practice, the Tax Commissioner

defends and assumes the cost of defending all challenged industrial and natural resource

property appraisals throughout the state.
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With regard to the coal industry, the Tax Commissioner annually appraises
all coal in-place in West Virginia, as active or reserve coal property, pursuant to the
methodology set forth in Legislative Rule 110 CSR 1I-1 et seq. Assessments of in-place
coal are issued in the name of the owner of the coal, but in reality, the producer or lessee
typically pays such assessments, In a—dditio'r‘i, the Tax Commissioner annually appraises
all buildings, real property improvements, machinery and equipment, coal inventories
and other personal property used in the produ_ctio'n of coal, as industrial property pursuant
to the methodology set forth in Legislati\}e.Rule - 1U1'O 'SR 1P.

Property Taxes Assessed on Real and Personal Property used in Coal Production

Because of the significant downturn in the coal industry in West Virginia,
property taxes assessed coal reserves and on industrial property used to produce coal
have fallen in recent years, but at a much Slt)wer pace than the decrease in production and
coal prices over the same period. Accordiﬁg to inférmation provided by the Property Tax
Division of the State Tax Department, BetWeen 2013 and 2014, the appraised value of
coal reserves and industrial property used in coal production in West Virginia fell 11%,
from $12.4 billion to M$1I.1 billion. Total propertj} taxes assessed on active and reserve
coal property and industrial propefty used in coal prOduction'for tax years 2013 and 2014,

(the most recent years for which date is available), are §et forth below.

Year Active Coal  Reserve Coal M&E Total
2013 $41,949,441 $16,379,227 $111,711,209 $170,039,877
2014 $40,663,735 ‘ $8,855,775 $101,813,496 $151,333,006
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As shown by the above data,-.the total property taxes paid by coal producers
and owners and exceeded $170 million in 2013. 'Approximately, 1/3 of these taxes were
paid on active and reserve coal, whilé 2/3 was paid on industrial property used to produce
the coal. Between 2013 and 2014, total property taxes assessed on coal producers and
owners decreased by approximately 11% to $151 million, with taxes on M&E falling by
approximately 8.9%, while téxes on coal resérves fell over 14%. For 2013, taxes
imposed on coal represented over 10% of all prdp'erty tax paid in West Virginia. For
2014, this percentage had fallen to appro'xi:rﬁatély 9.4%. A copy of the Property Tax
Division’s county-by-county summary of coal industry appraisals and property tax
assessments is attached.

Becausemthe methodology used by the Tax Commissioner to appraise active
and reserve coal assigns the highest value to active miﬁing property, the tax assessed on
the coal associate with active mines fell only 2.9%. During that same period, the taxes
assessed on reserve coal propéfty fell by over 45%. Similarly, the taxes assessed on M&E
would have fallen by a greater amount; ekcept that the Tax Cdmmissioner has historically
limited the amount of relief that he has been willing to grant on personal property located
at idle mines, to 50% of the appraised value of similar equipment located at operating

mines.

Appraisal of Active and Reserve Coal Property for Ad Valorem

Property Tax Purposes.

The Tax Commissioner annually appraises all active and reserve coal

property in the state pursuant to the valuation methods set forth in Legislative Rule 110
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CSR 1I-1 et seq. (“Coal Rule™). The Coéi Rule was developed and recommended to the
Tax Commissioner and the Legislature by consultants hired by the Tax Commissioner.
The Coal Rule was developed as part of the settlement of a lawsuit challenging the coal
appraisal method used at that tim‘e‘. Thé Coaj Rule was originally approved by the
Legislature, effective May 1, 1999. It was updated and reapproved, effective May 1,
2006. |

The Tax Commissionér employs separate valuation procedures for
appraising active mining property, reserves, unmineable, mined-out and barren
properties. For assessment pulpoées, the stdtutes and regulations direct the Tax
Commissioner to appraise active and reserve coal and to attribute the value of the coal to
the owner of the coal property. The Coal Rule is e’ssenﬁally an income-based appraisal
methodology that estimates the fair market value of the coal by projecting when mining
will occur and the income that will be earned by the coal owner when the coal is mined.
The projected income stream is discbunted to present value to determine the fair market
value of the coal in-place. Under the coal rule, properties being actively mined receive
the highest values, reserves are appraised a lower values based on when production is
projected to occur and unmineable, inined out and b'ar‘reﬁ properties are appraised at
nominal values, |

Appraisal of Active Mining Property. The term Active Mining Property

means a mineable bed of coal on a property or portion of a property involved in an active
mining operation. Each bed of coal beirg mined in a permitted mining operation is

appraised as a separate active mining property. The fair market value of coal seams
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associated with an active mining property is determined based on the premise that the
value of the coal to the property owner is equal to the present value of the stream of
royalty payments that the owner will recéive when the property is mined.

The actual . appraisal of in-place coal associated with an active mine is
computed using complicated formulas set out in the Coal Rule, which rely on variables
such as the weighted .average annﬁal prlod‘uction of the mine, the size and seam
characteristics of the property, av‘erﬁge industry steam and metallurgical coal royalty rates
and average coal prices. Using these foﬁnulas, the Tax Commissioner determines an
estimated mine life and royalty stream for each active mining property. The fair market
value of the coal associated with the active mine is then determined by discounting the
future stream of income to the property owher to present value.

The capitalization rate used by the Tax Commissioner to determine the
present value of future coal production plays a critical role in the ultimate appraised value
assigned not only to active ‘mine ptoperty but also to reserve property. That Tax
Commissioner annué,lly computes the capitalization rate based on the methodology set
forth in the Coal Rule.- For Tax Year 2015, the capi{aiizatién rate was set at 12%. There
is wide spread agreement within the industry that this rate is too low; that it does not
accurately reflect the risk on 'efiga‘ging in the coal b-usinéss;’ and that the use of the 12%
rate results in the significant ovcruabpraisai of active and reserve coal throughout the
State.

In summary, the value of in-place coal associated with an active mining

property is determined using formulas, which equate the value of the coal with the
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present value of the stream of royalty payments that would be received by the property
owner upon mining of the pi"operty. Using the formulas set forth in the Coal Rule, the
total appraised value of active mine properties for 2013 and 2014 was approximately $3

billion.

Appraisal of Reserve Coal Propetty. Reserve coal property is property
containing one or more mineable coal seams, Which arc not being actively mined.
Reserve coal property is valued based on the Reserve Coal Valuation Model (RCVM), set
forth in the Coal Rule. Under the RCVM, the Tax Department has developed a
Geographical Informaﬁon System (GIS) Qdatabase, which confains coal bed maps, mine
maps, reserve coal bed locatiéns, seam thicknesses, BTU data, sulfur content and other
information relevant to determining the location and quality of coal beds in this State.
The RCVM database identifies over 80 separate coal beds in West Virginia and includes
the coal characteristics, property locations, mine loéé.tions, sales prices, transportation
availability, etc. for coal over the entire State. The database tracks approximately 200,000
coal parcels for appraisal. 'Uéing tﬁé GIS database, the Tax Commissionér is able to
estimate the location, size and quality of mineéble- coal beds at locations throughout the
state and calculate in-place tonnage, expected time of mining and present value for all
mineable coal seams on each separate parcel.

The methodology used to ﬁpp'raise reserve coal is similar to the appraisal

method used to value active coal. Like the method used to appraise active mining

property, the fair market value of reserve coal beds in the State is determined using an
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income-based approach. The key factor in preparing an income-based valuation of
reserve coal is in the determination of when the coal is expected to be mined.

The RCVM evaluates six factors, to project when a reserve bed will be
mined. These factors include: 1) market interest in the coal bed; 2) current and historical
mining activity in the area; 3) determination of prime éo‘al bed status; 4) envirénmental
problems associated with the property or area;.5) conflicts with other mining; and 6)
volatility content of the boal itself. Basegl on this analysis, each coal parcel is assigned a
“coal bed index factor” that predicts, for appraisal purposes, that coal bed will be mined
in 20, 40 or 80 years. HistoriCally, properties that are assigned a coal bed index factor of
20 have been tentati%ely appraised at approximately $1,000 per seam acre. Propertics
assigned a coal bed index factor of 40 have been tentatively appraised at $100 per seam
acre and properties assigned a coail bed index factor of 80 have been tentatively appraised
at $5 per seam acre. |

Adjustment of Tentative Reserve %’ADDraiséls using Agpgrepate Value

Formula. In today’s coal ma’rl%et the actual appraisals of reserve coal are much lower that
the tentative values predicted by the RCVM model. The Coal Rule contains a formula
(Aggregate Value) that annﬁally estimatés the total value of all coal in place in West
Virginia. In summary, the Aggregate Vélue formula assumes that coal will continue to
be produced in the future at the current production rate aﬁd will be sold at the current
market price. The resulting income Streaml is muitiplied- by the average royalty rate and
discounted to present value to determine the total value of all coal in place in West

Virginia.
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The Coal Rule requires that the total annual appraised value of all active
and reserve coal properties in the State équal the Aggregate Value, This requirement is
met by making an adjustment increasing or decreasing the tentative appraisals of reserve
properties until the total appraised value of active and reserve property equals the
Aggregate Value. The following procedure is used to equalize and adjust the tentative
reserve values, The term Aggregate Reserve Value is defined as the Aggregate Value of
all unmined coal in West Virginia, less the total appraised value of all active mining
properties as determined by the TaX'.Commi-ssioner, The final RCVM value of reserve
coal in West Virginia is determined as follows:

1. The tentative values of each individual reserve coal property located
throughout the state are summed to produce the “Resetve Coal Index”.

2. The‘AAg‘gregate Reserve Value is then divided by the Reserve Coal
Index to produce a fraction - the Aggregate ReserV; Ratio.

3. The tentative value of each separate reserve property is then
multiplied by the Aggregate RéserVe Ratio to determiné the actual appraised value of that
coal bed or a particular parcel of property ‘for the tax year.'

In times of high coal prices and expanding production, the application of
the above rules is expected to produce an Aggregate Reserve Ratio that increases
tentative appraisals of reserve properties. In time of falling coal prices and contracting
production as we have seen in recent years, appliéation of the above formula results in a

reduction in tentative reserve values. An example of how this rule works can be seen in

information presented earlier with regard to property taxes assessed on active and reserve
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coal properties for tax years 2013 and 2014. Between 2013 and 2014, both production
and coal prices fell in West Virginia. While the reduction in the total taxes assessed on
active mining property was modest (-3%), the decrease in the Aggregate Value formula
significantly reduced the Aggregate Reserve Ratio, which caused property taxes assessed
on reserve property to fall by almost 50%. Under the Coal Rule, changes in the coal
market will disproportionately impact the owners of reserve coal who do not have a
current royalty-based income stream to fund the annual inﬁreases and decreases in their
property tax liability.

Apprafsal of Machinery & Equipment and Improvements to Real

Property Used in the Production of Coal as Indistrial Property.

In addition to the annual apprai.sal of active mining property and reserve
coal property, the Tax Commissioner appraises all buildings, real property improvements,
machinery and equipment, r’epllacement'parts and supplies inventories and other personal
property used in the peruction of coal, as industtial p'roperty. Legislative Rule — 110
CSR 1P (“Industrial Property Rule”) governing the valuation of commercial and
industrial real and personal property was enacted effective Iuly 26, 1991. Pursuant to the
Industrial Property Rule, the Tax Commissioner annﬁally appraises all preparation plants,
coaléloadillg facilities, machinery and equipment, parts-and supplies inventories and other
classes of real and personal property used in produsz{ion of coal.

Rolling stock, rbgk tfu‘ci—ks, loaders, é—ontinuous miners, roof boltefs, shuttle

cars, scoops, and similar surface and underground mining equipment are appraised by the

Tax Commissioner using the Green Guide, a nationally recognized source of information
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regarding the valuation of used machinery and'_ equipfnent. Typically, the Tax
Commissioner appraizes such machinery and equipment at operating mines at the “Good”
value in the Green Guide. Many mining companics contend that in the mining industry,
equipment is subjected to harder and more continuous use, in more difficult conditions
than similar property used inh the construction ir;;dustry. Accordingly, such taxpayers
submit that the appropriate value of such prc'aperty'-sLhould be the “Fair” value as set forth
in the Green Guide. | |

Industrial facilities such as coal préparation plants, load-outs and storage
facilities are annually‘appraised as industriél property. The Tax Commissioner prima;'ily
relies on the cost approach to value such assets. Acc’ordingly, the current fair market
value of industrial assets are determiined by trending up thé historic cost to purchase or
construct such facilities, and depreéiaﬁng that value to artive at fair market value. Trend-
up and Depreciation data for such appraisals are provided to the Tax Commissioner by
the Marshall Valuation Service.

Pursuant to the Industr'ial Property Rile, the Tax Commissioner is required
to consider economic and functional obsolescence in his industrial appraisals. The
Industrial Property Rule was amended effective July 1, 2013 to incorporate a special
obsolescence rule appiicab'le to industrial faciliﬁes thatl‘ are shut down as of the
assessment date. The revised rule provides that Wh‘eﬁ i faciiity is temporarily shut down,
the Tax Commissioner will consider an.income appr‘oach to valuation and discount the
assessment based on the anticipated restart date. The revised rule further provides that

when facility is shut down indefinitely, personal property should be appraised
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considering an orderly sale of the broperty‘, cither-at market value or at salvage or scrap
’ . o

value. Prior to the revision of the regulations, the Tax Commissioner was only willing to
reduce his appraised values by 50%, to account for the reduction in value due to the
shutdown of the facility.

Industrial property used in the production of coal is appraised by the Tax
Commissioner separately from and in addition to his appraisal of in-place active and
reserve coal. As set forth above, the total appraised'Valué of mining equipment valued as

industrial property for Tax Year 2013 was $8.1 billion. For Tax Year 2014, this value

fell by 11% to $7.4 billion.
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