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-
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STATE TAX DEPARTMENT
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- LIMITED TO THIS PROPOSED RULE.
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ARCH A. MOORE, JR.
GOVERNOR Tharleston 25305 COMMISSIONER

State Tax Bepartment N
of Wlest Wirginia R

MICHAEL E. CARYL

July 2, 1987

Honorable Ken Hechler
Secretary of State
State of West Virginia
Charleston, Wv 25305

Dear Mr. Hechler:

Under the authority of W. Va. Code §§ 292-3-15 and 11-10-5,
the Tax Department is hereby filing in the State Register the
attached emergency amendments to 110 C.S.R. 1, §§ 11.4, 11.5, and
11.8. _ The sections in gquestion relate to the valuation of
natural resource properties for ad valorem property tax purposes.

Also attached is & Notice Of A Comment Period On A Proposed
Rule and Notlce Of An Emergency Rule. The public comment period
will end at 5:00 p.m., July 31, 1987.

Ver

Y4

truly yours,

ichael Caryl
State Tax Commissioner

jm/ss
Attachments




ERIEF SUMMARY COF PROPOSED RULE

ADPRATSAL OF PRCOPERTY FCR PERICDIC STATEWILE
REAPFRAISALS FOR AD VALOREM PROPERTY TAX PURPOSES

The attached amendments to 110 C.S.R. 1, §§ 11.4, 11.5, and 11.8 provide
revised procedures for the valuation of coal properties, oil and natural gas
properties, and other active natural resources properties. These amendments are
effective for the assessment of property which commenced on July 1, 1987.
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11.04, Valuation of Active and Reserve Coal ™" ~¥i —Z P
Properiies. S
{a) General. -- Coal is one of the several estates in

real property which may be owned either as a separate
interest or in conjunction with other interests, usually as
fee ownership or as mineral ownership. If coal is owned as

a separate estate, either absclute or as a leasehold interest,

or in conjunction with other interests, West Virginia

property tax law regquires such ownership to be listed,
valued and taxed based on its true and actual value. Coal
may be owned without being mined. Ceoal rights may exist
where no coal is actually present, or where the coal iz
unmineable or mined out. For valuation purpcses this
regulation classifies coal property ownership into the
folliowing categories:

{1} Active

(2)  Retivé/rédérvédéd  Reserves

(3)  IHAZELIYE/YéddYvéd Unmineable

(4) Mined-out/Yrninédblé/Barren

{b) Definitions.

{1) Acres Mined. -- Acres mined per vear is the

average annual production as defined in
11.04 (b} {4y (3) divided by the product of the
thickness (in feet) of the coal seam being mined

as detailed in mining permit times 1800 tons per

acre foot times the recovery rate according to the

Loalr
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actual recovery of coal per acre being experienced

at the mining operation.

Average Annual Production . = Annual Acres
Thickness x 1800 = Recoverv Rate Mined
(2} Active Mining Property. -- This term refers

to a mineable #Wd/WéréNdAntdPlé seam of coal on a
parcel inveolved in a mining cperation. For the
purposes cf determining active mining property,
all contiguous parcels UAAEY/SRE/OWRErRip/ oY
dwied/ oL/ Ledded/ By /IRLer A Eelated/ PULINEEdd S/ o
iAdIvidvdle regardless of ownership, that are

under lease or inveolved in the permitted opsration

shall be treated as ¢dé/paréél active mining

property. The maximum active mining portion for
sach seam -for each mining operation on a parcel is
fifteen (15) vears times the acres mined [as
defined in § 11-04(b) (1)] for deep mines or #¥&n
A13Y five (5) years times the acres mined for
surface and auger mines., If the mineable d#d
n2r¢HAREAY e acreage remaining in the seam{s)
being mined is less than the maximum amcounts
listed above, then the remaining acreage will be
considered the active m;ning property,., If more
than cone sszam on a parcel is being actively mined,
then each such seam represents separate active
mining property. In the application of the herein

provided valuation formula on "active mining

Y
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property," the appropriate formula calculation
will be based upon the actuazl market te which the
coal from the tract and seam is currently being
sold, whether it is "metallurgical" or "steam".

If more than one mining operation is
mining a given ccal seam on the same parcel,
then each such mining operation has a separate
active mining property. However, under nc
circumstances shall the sum cf the active
acres for 2ll mining operations on a seam
exceed the number of acres on a parcel. A2s
necessary, the Commissioner shall apporticn
the number of acres for each mining operation,
based upon a review of relevant leases, and
the respective rates of average annual
productiocn.
ABY//BELIde/RELLLVEEL / A4/ THRIE/Le¥n/dgdAnE/ dnid
indlidéd/ tne/entive/fedidvdl/dcrdddd/of
HIALABIE/ANAd/MEYCHARLAV B/ 2Dd L/ Edr / A/ g dnh
YElng/Actively/Riviédd/ 1A/ xeddd/df/thé/ adtive
RIALAG/DLSPELES S/ DY/ LRE/AARBSY /S L/ Add B4
CErTeBponding/ LE/ LhentyAELvE /A23Y /vEdLE/ Lindd
EAS /ALY EE/RINEA/ PEY /¥ ERAL/ IR/ TLIDALBY ATV
WALEHevey /1e/1eédl// IR/ L/ appLlidALidA/ DL/ L1
Vereld/provided/Yalugion/ formdld/ 7/ 7 ddtivé
YELEYYeg /) /ERe/ dppropridte/ FErdld/ ¢d Il dLivs
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WILL/ Y@/ Baged/ Mpon/ Lhé/ACEhal/ MArReL/ £6/WRALER
ERE/COEL/ EX O/ LN/ EXACE/ARA/ Ean/ LE/ AL EEnLily
Peind/ eSIAL /REEREY /IE/ 18/ VELALIALGILAL) /DY
FEEEAMLT

{AY (3) Average Annual Production. -- The

average annual rate of coal production, iIf
FORE/peY/ELEEAL/ FREY I/ EAALAG/ Thvd/ B LR/ OF
SECN/ CALBNARY /BAY ] is ¢énérdlly determined
by a weighted average of three (3) years wHéf

production that has occurred between July 1

and June 30 of the most current fiscal vears.

The weighted average shall be determined
by multiplying the most recent year's production
by .4, the previous twec (2) years production
multiplied by .3, and the resulting three (3)
figures added together to arrive at the
average annual production. However, 1f there
is no production during the most recent
fiscal yvear then the property will be valued
as Ifgétiv¥é reserves.,

When there has been no procducticn during
the second or third most recent fiscal year,
the production for the current year will be
factored by .3 and the production for the
earlier fiscal year in which production

existed will be facteored by .5 and the

o
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resulting two figures will be added together
to arrive at the average annual productiocon,.

If there was nc precduction in both the
second and third mcst recent fiscal vears
then the production for the most recent
fiscal year will be factored by 1.0 and the
resulting figure will bhe the average annual
production.

£BY (4) Barren. -- THede/properiids/wiéré
¢ORAL/LighEg/aY e/ dépaYaLely/avd/ o/ IAAIVIAUElLY

Fee properties, mineral properties and/ox

these coal properties where the coal rights

are owned, and the existence ¢f one or more
coal seams has not been established.

{8Y (5) Capitalization Rate. -- A rate used

to convert an estimate of income into an
estimate of market value. [For further
explanation see § 11l.04(a) (1) (C).]
ATY/7/2ABEEIVE/REBEFVEE [/ #F THACELVE/LEge v Ed
AYE/LtHoES/ SEANS/ L/ DAL/ EY /PO LIRS/ LHELESES
WhIdH/dYe/minddbIé/ &hd el FRARLABIE/ BAL/dréd
REL/AcLive/minidg/properiy// ot/ active
réderved.

{8Y {(8) Life ¢f Mining Cperation., -- The

life cof a deep mining operaticn shall be

fifteen (13) years, or the number of years

S
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reguired to exhaust the seam at the average
annual production [§ 11.04(b}/{4) (3)] rate,
whichever is less. The life of a surface or -
auger mining operaticn shall be ¥ér/A1pY
five (5) years, or the number of years
required to exhaust the seam at the average
annual production rate, whichever is less,
Fractional years will be rounded to nearest
whole number.

ABY /I Vg ERERLAVIE/CEALL /+#/COAL/WRILV/ 18
SYAIAALLIYY /Vided/ £SO/ 81/ dAA/ CAR/YEUAT LY/ Bé
gold/ At/ A/ pES it

L18Y (7) Metallurgical Coal. —-- This term

shall mean bituminous coal that is suitable
for making coke by industries that refine,
smelt, and work with iron and/or steel.

ALY (8) Mineable Coal. -- Zgal/WAIZLW/Edn/lé
Aingd/wrdér/ prédent/ddy/minivg/ Le¢hAdlogdy/ddd
gfonomiéél Coal which is so situate that it

may be mined using generally accepted mining

practices and suitable eguipment and which is

such guality so as to be commercially saleable

(as either mined coal or as a recoverable

reserve). Furthermore, unless there is

evidence to the contrary, coal seams which
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are of a thickness less than 30 inches will

not be considered or classified as mineable.

{AL2Y (9) Mined-Out. =-- A seam of coal, or

any portion therecf, which is depleted by
prior mining operations and which is not
mineable #rd/méréidvitdble by modern technology.

AI3Y (10) Mining Operation. =- This term

shall mean an enterprise engaged in actively
cobtaining or preparing to cbtain coal or its
by=-products from the earth's crust, including
underground, surface and augsr mines., Each
mining coperaticn may have more than one area
designated as "Active Mining Propertv" as
defined in Sectiocn 11.04(b) (2). The desig-
nation of "Active Mining Property" areas
shall be determined as follows:
(i) If +the mining operation is producing
ccal from cne seam under a Department of
Natural Rescurces or Department of Mindé
Energy permit, then that operation will
be designated as an "Active Mining
Property." However, if the mining
operation is producing ccal from more
than one seam under a Department of
Natural Rescurces or Department of Mipéé

Ernergyv permit, then each active seam

7
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will be designated as an "Active Mining
Eroperty.”

{1ii) If the mining operation is producing
coal from one seam at different portals
and/or faces under one specific Department
of Natural Rescurces or Department of
Midd# Energy permit, then that operation
will be designated as an "Active Mining
Property." However, if the production

0of ¢oal invelves different mining
technigues (e.g. surface, auger or deep
mining method), or if mining sites are
separate and generally independent, then
such sites will be designated &s separate
"Active Mining Properties."

AL&Y ({11) Multiplier. -- This term shall

mean the "present worth of one per pericd”
for the life of the mining operation

[§ 11.04(b)L8Y (7)] employing the capitaliza-
tion rate determined in section
11.04(c) (1} 4¢)Y (I), as determined by a

standard mid-year life Inwood table.

(12) Recovery Rate. =-- Thig, which is also

known as mining height, is the percentage of

the marketable coal seam thickness that is

recovered through the mining process,

g
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{l13) Reserves =-- Reserves are those seams of

coal, or porticns therecf, which are mineable

and contain recoverable coals, but are not

active mining properiy.

LIBY  (14) Royalty Rate. -- The royalty

rates determined annually by the Tax Commis-
sicner are the current market royalty rates
for arms-length, willing-buyer, willing-
seller, transacticns for each of the four
categories cof coal mining operations Jderived
in section 11.04(c){BY (1) (F). The royalty
rates are deemed to be paid to each owner of
a coal estate for all actively mined

property, and are not generally considered to

contain payments for property tax purposes.

AL8Y  (15) Steam Coal. -- This term shall

mean bituminous coal that is mineable #Ad
HErEnANEApIlé but that is not suitakle for
making coke by industries that refine, smelt,
and work with ircn and/or steel.

(16) Thickness. -- This, which is alsoc known

as _seam height, is the measurement of all

visikle coal, including any thinner coals

(splits) seen above or below the main klock

of coal.
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(17)

Unmineable Coal, -~ Ccal which is not

mineable AAd/ME¥ENArtd¥lé as defined above.

(18)

1800 Tons per Acre-foot. =-- The specifiic

gravity of bitumincus cocal ranges between

1.15 = 1.5 depending on rank, moisture and

ash content, and averages 1.32,

3

1800 Tons/Ac. Ft. = 62.4 lbs/Ft> of water X 43,560 Ft° Ac/Ft x 1.32

{c)

2,000 1lbs/ton

vValuation Methods.

(1)

Method for DRetermining Value ¢f Active

Mining Property.

(A} General, -- The value of active
mining property shall be the #A¥érddé
AAAUAL/ ProddcLioh/ Liddd/ A/ ¥oyEliy/tatd
tidé/d/tAlEipliéy value per active acre

times the amocunt of active acres.

(Active Acres are described in Secticn

11.04(b){(2)).. In no case will the

active mining property be valued at less
than its value as Ifdfti¥é reserve
property,

{(B) Value per Active Acre, -- The value

per active acre is determined through

the following formula:

Thickness (£t.)
1800 Tons Per Acre Foot
Recovery Rate 7
Rovalty Rate (steam) (deep or surface)
t Steam Ccal Market
Multiplier

B B

/o
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+ {Mine Life (vrs))

(Plus) Thickness (ft.)
1800 Tons Per Acre Poot -
Recovery Rate
Rovalty Rate (metallurgical)

{deep or surfacse

X % Metallurgical Coal Market
X Multiplier
+ (Mine Life (vrs.))

bl b

{C) Thicknessg (ft.). =~ See definition

in section 11.04(k) (16),

(D} 1800 Tons Per Acre - Foot, -- See

definition in section 11.04({bk) {(18).

(E}) Recovery Rate, =-- See definition in

section 11.04(b) (12).

{BY (F) Royaltv Rate. -- For use in

the formula prescribed by this regu- o
lation, the royalty rate(s) shalli be

determined for each of the following

four (4) different types of coal mining

operations.

(1) Deep mines, steam coal:

{(2) Deep mines, metallurgical
coal;

(3) sSurface and auger mines, steam
coal; and

(4) Surface and auger mines,

metallurgical coal.

'y
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These rovalty rates shall be established
annually by the Tax Commissioner after a
review of récorded, willing seller-
willing buyer arms-length ccal property
leases that have occurred in the State

of West Virginia during at least the

last five (5) years ¥WNE/SIgNL/(B)/Yedrd

AWL/VEL/Ch28/8/1XALK+3Y prior to the
appraisal date and through inspection of
any other appropriate information. The
review will place a greater emphasis on
the information and leases transacted
during the most recent years. The Tax
Commissioner will maintain and publish
this survey (report) on royalty rates

(which will include the preliminary

rates) on or before MAr¥¢éd May 31 of each

vear; will accept written public comment
on the survey until M&y/1 June 15 of
each year; and issue the final royalty
rates on or before July 1 of each year.
This survey of rovalty rates will be
constructed (to the maximum possible
extent) %o indicate the follcwing: (1)
county in which leased property is

located, (Z2) deed book, page number, (3)

[ A
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lessor-lessee, (4) date recorded, (5)
acreage involved, (6} seams involved,

{(7) type of mining operaticn, and (8)
consideration made. THAEE/FRELE/WHELE
tRE/I2ASERDLA/ L AALALLIPR/ FELITE/ 1D
CORERLA/ A/ LDOYRILY /EERBIAELALISA/WILL/hdE
be/inelidéd/iA/ thé/ éixrvéy/ From this
gurvey, the Tax Commissioner will select
the rovalty rate({s}) that best typify
such transactions. In order to convert
percentage royalty rates into specific
dellars per ton rates, the Tax Commis-
sioner will separately conduct a review
of West Virginia coal selling prices,
and gelect specific selling price
rate(s) based on prices best typifying
activity in each appraisal year. The
selected selling price(s) per ton when
multiplied by the percentage rovalty
will result in the specific dollar per.

ton royalty rate factor,

() % Steam and Metallurgical Coal

Market. -+ See discussion in Section

11.04(b) (2).

/3
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(H) Amount of Active Acres. —-- The

maximum amount of active acres for each

active mining property will be 15 vears

times acres mined for deep mines and 5

years times acres mined for surface and

auger mines.

A¢Y (I) Capitalization Rate. -- The

capitalization rate will be developed
censidering the technigues found in
general practice in the appraisal
professicn when developing an income
approach valuaticn estimate. Belcw is a
listing of terms and definitiocns employed
in developing variocus capitalization

rate indicators,

(1) Definitions.

(i) Bands of Investment

Discount Component., -- A

discount rate derived by
assigning rates to various
debt and equity investment
findncing tiers and summing
these rates, weighted by their
respective percentages of

total financing.

14
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(ii) Discount Component, -- A

rate reflecting a provision

for returning to an investor a
sum of money equal toc the
aggregate of the anticipated
return-on~investment over the
econcmic life of an investment,

(iii) Economic Life Method of

Recapture. -- A method of
developing a recapture rate by
estimating the period of time
an investment will produce a
return and estimating an egual
periodic rate of recapture of
the investment cver this
return period.

(iv) Management Rate. —-—- A

rate refliecting a return to an
investor for the management of
similar investment portfolios.

(v Market Comparison Discount.

-— A discount rate derived by
dividing income net of the
recapture component and

property taxes by the arms-

FA)
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length selling price cf the
property.

{vi) Market Comparison Method

cof Recapture. -- A recapture

rate estimated by dividing
income net of the discount
component and property taxes
by the arms-length selling
price cof the property.

(vii) Non-liguidity Rate, -- A

rate reflecting a return to an
investor representing the loss
of interest on an investment
arising from the time reguired
to sell the investment.

{viii} Property Tax Component.

---A rate reflecting a provisicn
for returning to an investeor a
sum of money egual to property
taxes pald over the economic
life of an investment,.

(ix) Recapture Component. -- A

rate reflecting a provision
for returning to an investor a
sum of money equal to his

investment.

s
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(x} Risk Rate., -- A rate
reflecting a return to an
investor necessary to attract
capital t¢ an investment
containing a possible loss of
principal and/or interest.
{xi) Szfe Rate. ~- A rate
reflecting & return to an
investor on an investment
which has 1little, if any,
livelihood of loss of principzal
or anticipated return on
investment.

{xii) Summation Discount

Component. =-- A discount rate
expressed as the aggregate of
a safe rate, risk rate,
non-liguidity rate, and
management rate.

(2) Discussion. -- The capitaliza-

tion rate as defined in Section
11.04({b) {8 (5) will be determined
annually by the Tax Commissioner
through the use of generally

accepted methods for estimating

7

-
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such rates. The rate so developed
will consider a level~terminal
income series which is indicative
of active mining properties. The
capltalization rate used to value
active mining properties will be
developed giving consideration to

the following three (3) approaches:

{a) Discount Component

(i} Market Comparison.

~=- Sufficient sales data
permitting, the market
comparison technigue will
be employed as the
primary indicator for an
appropriate discount
component. The market
comparison discount
component will be devel-
oped by dividing aggre-
gate royalty rate income
streams adjusted for
recapture by verified
recorded arms-length
sales transactions for

active mining properties

/8
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which have occurred in
the State cf West
Virginia during the &IgW#/A8Y
five (3) vears AW//Y&/
¢Bde/ 8/ 11+1A+2) prior to
the annual appraisal
date. The market compar-
ison discount compenent
selected will be based
upon those rate indica-
tors best typifying

activity in this 2i4WE/A8Y

five (5) yvear research
period. In selecting the
discount component

greater emphasis will be
given to information from
arms-length sales occurring
during the most recent
years of the study.

(1i) Summation Technigue.

-~ In the absence of
sufficient data to
statistically support
primary consideration of

the market comparison

9



State Tax Department

Leg. Reg.
Series IA

1i-1a

technique, the summation
techniques will be given
primary consideration.
The summation discount
component will be developed
reflecting the following
four (4) majocr sub-
components:

(1) Safe Rate

(2) Risk Rate

(3) Non-liguidity

Rate

(4) Management Rate

The "Safe Rate" will
be developed through
review of guarterly
interest rates cifered on
thirteen {13) week United
States Treasury Bills for
a period of three (3)
years pricr to the
appraisal date., The
"Risk Rate" will be
developed through review
of data resulting from an

annual survey of Llending

PV
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institutions, such survey
reflecting interest rates
reguired on lcans for
acqguisition and/or
development of coal
properties., This survey
will be conducted for a
three (3) year period
prior to the appraisal
date. Results cf the
survey will be comparsad
to guarterly interest
rates coffered on thirteen
{13) week United States
Treasury Bills for the
same three (3) year
pericd. An interest
differential will then he
selected representing the
"Risk Rate." The "Non-
liguidity Rate™ will be
developed through an
annual survey to determine
a reascnable estimate of
time that coal properties

remain on the market

=2
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before being sold. The
market time thus determined
will be used to identify
United States Treasury
Bills with similar time
differentials in excess

of thirteen (13) week
Treasury Bills., The
interest differential -
between these securities
will be deemed to be
representative of the
"Non-ligquidity Rate."

The "Management Rate"

will be develgped through

a survey of investment
firms teo identify charges
for the management of
investment portfolios.

Bands-of-Investment., ~-

Data permitting the Bands-of-
Investment technigue will be
considered in conjuncticon with
the two (2) previously mentioned

discount estimate components.

& 3\
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(b) Recapture Component. --

Selection of a multiplier will be
accomplished through access of a
standard mid-vear life Inwood
takle. The Inwood table has a
factor for recapture built iﬁto the
table coefficients. Inclusion of a
recapture component in the capi-

talization rate is therefore not

appropriate.

{c) Property Tax Component. --

This component will be derived by
multiplying the assessment rate by
the statewide average of tax rates
on Class III property. At the

present time research indicates

that rovalty rates do not include

property taxes as a component,

Thueg, this component will not be

used in the capitalization rate as

defined in these regulations unless

the above described general practice

of the coal industry changes.,

(2} The survevs referenced in Section

11.04(c) (1) AeY (1)

and tentative results published by the

a3

(2 will be conducted
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Tax Commissioner on or before Méréh May
31 of each year. Public comment on such
survevs will be accepted until MAy/1
June 15 of each year, and final results
will be issued on or before July 1. of
each vear.

AZY//YEIARAEIBR/SE/BELIVE /RESELYEE]
ARY [/ BEASYETL/++/THE/FALAE/ oL/ ¢t/ deré
QE/AELIVE/ L EESYVEE/ENALT/ D@/ BHE/ LN/ BE
tHE/per/Adrd/FAIME/ L/ ddtiveé/niving
properiys
ABY//BEY/ReYe/VAIUE/ oL/ KELIFE/VIRIAY
PEPPELES L/ +F/PEYL /A /YEIUE/SE/ deLive
HIRIAL/ BLopdrLy/edidl g/ LR/ vATI v/ 81
detiveé/mididg/ prdperty/dé/déddibved/ ik
S/ILLDAAEY ALY /@IFLIAEA/ BY/ LHS/ Ay /B E
ACYSE/ IR/ ¥RE/ACEivE/ MIALAG/ PLoBELLY L
ACY// XA/ ERe/ et/ LRAL/ L/ AgLivé
YELRYVE/PALUR/ PEY/ddy e/ 14/ Lédd/LHAR/ LIS
IRacLivé/ tEdeyve/ valug/per/derél/£hé
iﬁaéﬁi#é/fégéf#é/fééiéﬁél/?élﬁé/?éf/éﬁfé
will/¥é/héddd
L2Y (2) Valuation of Ivdéf{i¥é Reserves.

(A) General. --~ IRA££I¥é/¥ Reserves
shall be valued considering a review of

sales reflecting arms-length, willing

2
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buyer-willing seller transactions of

such properties, and the market conditions

in the region within which the property

is located. The i#dfiiv¥é¢ coal reserve

value shall be the preoduct of the

iféstivé reserve acres multiplied by the regicnal
iYdétive reserve value per acre for the

region in which the property is located.

(B) Review of IWéddfivye Reserve Ccal

Property Sales, -- The values per acre

for ipdétivé reserves shall be estab-
lished annually by the Tax Commissicner
after review of recorded willing seller-
willing buyer arms-length coal property
gales that have occurred in the State of

West Virginia during the €i4KL/A{B)

five (5) vears [(W//Y4.//CoA&/8/L1+LEFRY

prior to the appraisal date, and through
inspection of other appropriate informa-
tion IRGIAAING/ LW/ ELEEdL/dE/ERE/E12e/0F
tRE/PAYEELS/ BV /L Neé/BéY/ddre/vdlve. This
review will place a greater emphasis on
the information and sales transacted
during the most recent years., The Tax
Commissioner will maintain and pubklish

+his survey (report) of In&étivé coal

5
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property sales on or before MAX¢W May 31
of each vear; will accept written public
comment on the survey until MAY/1
June 15 of each year; and issue the
final regional values per acre on or
before July 1 of each year. This survey
of ifdéiivé reserve coal sales will be
constructed to indicate the following:
(1) county in which the property is
located, (2) deed book, page number, (3)
grantor-grantee, (4} date recorded, (5)
acreage involved, (6} coal seams involved,
(7) consideration, and (8) consideration
per coal acre sold. From this survey,
the Tax Commissioner will select the
regional values per Ifgffivé acre that
best typify such transacticns.
(C) Irdf#i¥é Reserve Regions. -- QFf/{hé
ELELYALEIVE/ FOURLIEE/ LA/ WEEL/ VIV GIALIAS
ERE/ELArE/Cedldgicdl/End/ Eddrignid/ Bhivey
Reg/1Idevififidd /L AL/ niddable/ 444
REYERANRELEY L/ CDAL/ APPEitd/ddddy/dvly/ 1
ESLEYALEOUY /EDUrELgE )]
The f@rEy+L£4YY counties containing

mineable, MErEREAL481é coald seams shall

be grouped inteo five (5) regions based

Qe
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on type of ccal seams, locatioﬁ, cwnear-
ship patterns, mining activity, and sale
prices of 1I/A¢¥iv¥g reserves,
{1} Region 1l - Brocke, Harrison,
Maricn, Marshall, Monongaiia and
Ohic Counties,
(2) Region 2 (No present mining) -
Cabell, Calhoun, Deoddridgée, EHancock,

Jackscn, Pccahontas, Putnam, Rcane,

Tyler, Wetzel d#d Wirt, and Wood

Counties and the northwest portion
of Kanawha County (Jefferéon,

Union, Poca Bigfridts , and part of

Big Sandy and Elk Districits that
lie north of Elk River).

{3) Region 3 - Barbour, Grant,
Mineral, Preston, Randolph, Taylor,
Tucker and Upshur Countieé.

(4) Region 4 - Braxton, élay,
Gilmer, Greenbrier, Lewis; Mason,
Nichclag anéd Webster Counties,.

(53) Region 5 - Boone, Fafette,
Lincoln, Logan, McDowell,:Mercer,
Mingo, Raleigh, Summers, Wayne and
Wyoming Counties and the southeast

portion of Xanawha County .

=7
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(Washington, Malden, Loudon, Cabin
Creek Districts, and part of Big
Sandy and Elk Districts which lie
south of Elk River).
QE/ERE/YemdIAInig/Eléten/ A1TY
COURLLIEE] /WD / A2Y | /EBELELEDA/dAA/ U AS
WY@/ Deen/¢laddiildd/dE/Hdn/ LAl /Ard/ L1
PEREY /RIAL/ AB) /Berheleéy |/ Motgan/
HARPENLILE ) /PEALALEESR] /NBAY DL/ / TALUELA]
Wodd{/RILEHIE/Erd/PLEASAVEE/dXd/ Lidtéd
Ag/EPALAIRIAG/LRIAL AARIALAV I A/ dddnig
If under any circumstances, the
coal in any of the &Ié¥é#A/(1lY remaining
counties not listed akove becomes mineable
AN/ REFEUARTE AN IS, that county will be clas-
sified in the appropriate region.

(D) Multiple Seam Parcels, -- For parcels

containing more than one mineable
BeréRéntdlble seam, the IAd¢ti¥d reserve
portion of the seam(s) being mined are
assigned 100% of the wvalue determined by the
methed summarized in § 11,04 (c) (3). The
remaining unmined, IMA#étivyé reserve seams
shall then he ranked accerding to their
mineable//Mét¢HdnEd¥lé acreages. The largest

reserve seam and the second largest reserve

o8
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seam are each assigned 100% of the value
determined by the method summarized in

§ 11.04(c) 42y (2). The third largest
unmined, iAd#fivé reserve seam is valued at
75% of the amount as determined by the
methods summarized .in § 11.04(c) {2)Y (2).
Subsequent reserve seams are each valued at
5¢% of the amount determined by the methocd
summarized in § 11.04(<jf3Y (2). The final

valuaticn of IAd¢éfivé reserves on a parcel is

the sum of each of the individual valuations.

ARY /) IYEIAAELIER/BE/MIASAAPUL / VYARIYIEAVIE/ BAXYEN/CRAL

(3)

PrEgErEidd | /++/PigpgLtléd/ LA/ 14/ Latdddry

SRALL/BE/HALASA/ AL/ BRI 2D/ PRY /v Ldcd/ ddred

Valuation of Unmineable Coal Properties.

Properties in this category will be

valued under cne of the following categories:

{A}) Parcels in which each and every coal

seam in unmineable or where each seam is

partially unmineable and the remaining seam

porticn is mined cut or barren, will be

valued at $5 per deed acre.

Example: 50 acre parcel -~ 3 coal seams

- Seam #1 = 50.00 Ac Unmineable

- Seam #2 20,09 Ac Unmineable,

30,09 Ac Mined Qut

7
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- Seam #3 = 40.00 Ac¢c Unmineable,

10.00 Ac Barren

Unmineable Value = 50.00 aAc{deed) x $5 = $250

(B) Parcels in which an acre or acres of

unmineable coal exists in any seam will be

valued at $5 times the amount of unmineable

acreage in the seam with the least amount of

unmineable acreage,

-

Example: 50 acre parcel -—- 3 coal seams

- Seam #1 = 40.00 Ac Mineable,

10.00 Ac Unmineable

- Seam #2 = 30.00 Ac Mineable,

20,00 Ac Unmineable

- Seam ¥3 35,00 Ac Mineable,

15.00 Ac Unmineable

Unmineable Value = 10 Ac Unmineable x $5 = $50%*

(4)

*This value will be added to the reserve

mineable acreage value to complete the

property's ccal valuation..

Valuaticn of Mined Out/Barren Coal Properties

Properties in these categories will be

valued under one of the following circum-

stances.

(A} Parcels in which each and every coal

seam is completely mined out and/or barren,

will be valued at $1.00 per deed acre,
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Example: 100 acre parcel -- 2 coal seams

- Seam #1 = 100 acres mined out

i

Seam #2 = 50 acres mined out,

50 acres barren

Value = 100 2c (deed) = $1 = $100

{(B) Parcels in which an acre or acres of

mined out/barren ccal exists in any seam will

be valued at $1 times the amount of mined

out/barren acreage in the seam with the lseast

amount of mined ocut/barren acreage.

Example: 100 acre parcel -- 2 cocal seams

90 acres mineable,

- Seam #1

10 acres mined out

Seam #2 80 acres mineable,

20 acres mined out

Value = 10 Ac Mined Out/Barren x §1 = $10*

*# This value will be added to the reserve

mineable acreage value tc complete the

property's coal valuation.

(5) Total Coal Valuation. -=- The total coal

valuation for anv coal parcel will involve the

value for all active acres, all ressrve acres and

specific dategories for unmineable and mined

cut/barren acreage. Thus, the total amount of

coal acres valued for any parcel shall not be less

Ny
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than the amount of deed acres, and total value for

any ccal parcel shall not be less than $100.00,.

{3Y (6) Summary of Valuation Methods.
(R) RAEN/ELdn/ o/ thdde/ properiiéd/ with
nifddple/dA4/ merfHdAEd¥ I Properties that

inveolve coal shall be valued as follows.

REEive/MIRIAG/PEgperiy

ARIEYAGE//// /77777 KRSFALLY /1 /1777777777777 77777777 ARELived/Cdal
JRARABL/ /77 /777K 7/ RAES/ /777 AMALELIRLIE Y/ /#///REAL/ PLOPRELY
/RPLOQAELLBRAY /7 /77 /RELITDRAY /717777777777 77777777/YaLaéY
Zctive Mining Property 7
Value per Active Acte X Active Acres = Active Coal
Real Property
Value

Aetive/ REEEYVE/ PLOPELLY

LIPPPTT 777777 T i i 7777077777777 7777770777 I AREELY e/ Rééeilvé
AREEIve///// /77 ARSL/REXS/VELAS/SLE// /77 /777177777777 /CBRL/RELT/PLSDHS
/RESLYVEEY / /K] /RELLY S/ MIAIAG/ PESPELLYY //R/LBE/ £/ / /1LY / VAT dE)

IAACLivé/RESErv e/ PEBPEYEY

JATREELLIYE/ TEAL

ALBLAL/ /777777777777 AREGLSA_L/BEx/Reéded/ [/ /1777777
[IABEELNE/ 7/ /77 /1% IRBELiveé/ Reéderdyéd/////////#///Régérvéd/REE]
[ REELYHE/RELBEY/// /T /YEIAEY /7 /777 /777777777777 7777/PEDpeety/Valvey
Reserve Property o ) _
Regional Per Acre : Reserve. Seam Reserve
Reserve Valus X Acres - X Factor = Real Property
Value
Unmineable Property ] )
$5 Per Acre . . X Desad Acres = Unmineable Ccal
Real Property
Value
Mined Qut Property . o B
31 Per Acre X Deed Acres = Mined Out Ccal
Real Property
Value

Barren Property .
§1 Per Acre X Deed Acres = Barren Cecal
Real Property
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Value
ABY/ /MIdEAAOUE ) /A IRSABLE/ ARA/ BAL LR/ EBEL
PrOpertidd/ sRALL/ Ve /vETUEA/ AL/ DHE/DALLEY
ARBLIBOY/ped /by Ldde/Adrél
{¢Y (B) The total value for coal properties
will be the sum of the.value of active mining

property, ACEIVE/Yeservéd//Lhé/InddLivé

reserves a#d/#H#¢ unmineable, mined-out/

dnmirgédplé and barren acres.

ABY {(C). If other real property interests
are owned in the coal property acreage, then
the wvalue of those additional interests shall
be added to the total value of the coal
properties tc arrive at the total real
property wvalue.

{8Y (7) Leasehold Interests. —-- These regulations

generally attribute the value of coal to the owner

of the coal property. In those circumstances,

however, where the owner of the property is

subject to a lease reguiring the owner to permit
mining at royalty rates substantially below
current market values, the owner may petition the
Assessor, and on appeal, the Tax Commissionex, to
attribute a portion of the value of the coal

determined by this formula to the leasehclder,
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Active Farm Properties =-- The coal rights,

that are part of a "fee" estate where the use of

the surface has gqualified as an active farm, will

be valued in the following manner:

(A} Where income or royaltv is ncot derived

from the coal rights (coal rights not leased

or nen-producing) the coal interest shall not

be valued.

{({B) Where income or rovalty is derived from

the ¢cal rights {(ccal rights leased or

producing) the coal interest shall be valued

as follows:

(1) Fee estates where the annual

wholesale value of farm commodities or

preducts, is fifty percent (50%) or more

of the usual annual gross income from

all uses of the property, shall be

subject to farm use valuation, Thus

coal interests shall not be valued under

this situation.

(2) Fee estates where the annual

wholesale value of farm commodities or

products is less than fifty percent

{50%) of the usual annual gross income

from all uses of the property, the

3¢
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applicable coal values shall be added to
the surface farm use value.

(9) Propertv Reports. =~ Prior to November 1 of

each year the preoducer and ceal cwner will be

reguired to file reports with the assessor of the

cocunty where the ccal property is assessed. These

reperts will be designed by the State Tax Commis-

sioner so that producing properties will be

reported by the producer (with acknowledgement to

the cecal owner) and reserve properties will bke

reported by the coal owner.
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Sectiohﬁ}l,OS{a).

11.05. Valuation of Producing and Reserve 011 and

Natural Gas Properties.

(a) General. -~ 0il and natural gas is one of the

several estates in real property which may be owned either
as a separate interest or in conjunction with other interests,
usually as fee ownership, oil and patural gas ownership or

as mineral ownership. If o0il and natural gas is owned as a

separate estate, West Virginia property tax law reguires
such ownership %o be listed, valued and taxed based on its

true and actual value. If£ the interest in oil and natural

gas 1s part of a larger interest in a tract of propertv, the

value of the o0il and natural gas interest shall be Included

in the walue of the larger interest. 0il and natural gas

may be owned without being produced. Oil and natural gas

rights may exist where neo o0il and/or natural gas is actually

present, or where the ©il and/or natural gas is unprcducible‘

or depleted.

[BY (See 11:05(4d) (18) (Page 30)) /AARAAL/REPIFLEL/ 44/ THE
Tt/ ConMiddidned /WIlL/PAPILIdR/ dni/EANAAL/ fEpor L/ £d¢ /LT
VAFLAVIEE/ Lo/ VE/EonB LAy @A/ IR/ AL P IVIRAG/ AL/ ¥RE/FATRE/ S E /L1
Bpecifi¢/dll+LE1dYed/ prdpedLy/ /THEER/ YepdrLd/wWhRéR/ Leduhiréd
By /LRE/ Y EGUALALIOA/HILT /VE/PEVLLIEREA [ /b i EdLéd/ Lo/ ¢drimidRE
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AAA/FEKE/ SEESEE/UPON/FRE/ EEUSAALE/ SR L/ St/ LA/ LNLE/ dd4 1R/
RI1/E4ER/ PP rEd /Bddf/BE/ PABLLEREA/ S/ S/ YEIdYE/ e/ BPLU/ Y
GE/RPYLY/PYEEEAInG/ tRE/AdEdmdht/ AL/ EALL SN/ B/ 4/ LRIELY
QAY/DEYIBA/ FIY [HF IR/ BUBLIE/ EEUMEALL /[ /THE/TAL/ Cedelidd Loy
WILILl/Yédidv/ ¥R/ ¢onmdhtd/ dnd/ prédent/ tRé/ LIALL/valvdd/ L/ L1
YAYIADILE/ LD/ BE/UEEA/ LA/ ¥ RS/ AELEEENERE/FEAY / A/ S¥/ BeEdY e
Jﬁly/I/éf/éédﬁ/ééléﬁdéf/?ééf!//Tﬁééé/fiﬁél/#élﬂéé/%ill/bé
pEEfed/ 1N/ LhE/ EOURE Y/ AESESEdYE/BLLIEE/ dNd/ £/ BLdLS
Reégiégteér/

{(b) Categories for Valuing 0il and Natural Gas Bearing

Broperties., =—-- Parcels of property thecught to bear

oil and natural gas or having the oil and natural gas

mineral interest separated from the fee of the property
will be classified as ¢i1Y producing property, #d€ighéd
ALY/ téddyvdd/ oY/ MALEEidndd/d1Y/¥édéy¥éd] leased,

non-producing property, or non-leased, non-producing

propertv.

(¢) Definitions.

(1) "Natural gas producing propertv" means the
propertv from which natural gas 1#4/¥P2IAg has been

produced or extracted at anv time during the most

recent assessment yvear, Natural gasrproducing

propertyv includes the interest or interests
underlving an dred of 125 acres of surface per well

with active wells on the parcel. 2Also toc be
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included on natural gas producing propertv is the

parcel acreage above 125 acres per well, to be

valued at a specific rate per acre as determined by

the Tax Department.

(2) "0il producing property" means propertv from
which oil id/PéiAd has been produced or extracted at

any time during the most recent assessment year.

Cil producing property includes the interest or
interests underlying an area of up to 40 acres of .
surface _per well with one or more active well(s) on

the parcel. Also to be included on o0il producing

propertv.is the parcel .acreage akove the 40 acres

per.well, to be valued at a specific rate per acre

as determined by the Tax Department.
A2Y//PRE41GRSA/BLL/ ¥ Edd¥vye/priodperiy) /iednd/prapériidsd
Ih/3R/AYEd/BL/POELALLAL/ PLOAUGELIBA] /dd/ At SrnIAdd /Yy
EUS/TAL/ DEPALASAL] [ YAE [ EF SR/ VRIEH/ LRELE / HAE / BedA /A
PALE/ PYSAUCEIBA/BE/SLL] /bt /L RS/ BAXL/SE/ A/ DAL EEL /£ dh
VRICH/EREYd /Hdd/BEER/PAEE/ DY/ EUL Y ERL/ P OAULLIEA/ ERAL
Iiéé/dﬁﬁéidé/éﬁ/éil/?féddéiﬁé/éfé?éfﬁﬁf/éf/ﬁﬁé/ﬁ@
AELEE/ B/ ENLEALE/ PEY/HELL/SE/SLL/BESAUCIAG/BESPEL LY
LE/ERE/HELL 18/ ERAEA LA/ EQY/ERE/ EALIYE/YSEY S

(3) "0il and natural gas leased, non-producing

property" means oroperties that are leased bv a

lessor to a2 lessee on Julv 1 of the current assessment

vear, but was engaged in no production during the

Page 3
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sane assessment vear peried of July 1 through

June 30. This category shall 41£4 include anvy

acreage that has been shut-in for the entire vear.

This categorv shall also include any acreage owned

by & companv or individual whose primarv business

involves the production cor leasing of anv cil and

gas preperties.
A2Y//TURAEEIdASA /BLL/ ¥ Edey e/ prdved Ly ) /hédAhd
PropertlEed/durdidd/dL/ ¥R/ drEd/dE/ BBLERALTLAL /PFSAREETEn ]
28/ AELEEMIABA/ By RS/ T/ DEPRAY EAEAL) /IR /WHIER /£ 1
211/RIAEEAL/IvESLEdL/ RAL/ VSR /CBNVEYER/ EEpardLely
EESh/ AL/ E2L /DL ERAL/ PP SDbEr Y]/ OY/EHE/ 4D/ AL b L/ DE
EUYTACE/BEL/WELL/SE/BLL/ P SAREIAG/ PSP ELES/IE/ LW
WEll/Rdd/Bédh/plvigged/dRd/ 4ARASASA/ 4 /¥ éadited/ By
RYLIEYé/ A /CREVESY /2R /E/ERE /WL / VI GIALA/ CDA&/ WL
YEAL/ LSR8/ 224 44T/EL/ 8éqd /A1BBLY Y

(4) "0il ané natural cas non-leased, non-preoducing

proparty" means properties that are not leased on

Julv 1 of the current assessment vear and was not

gngaced in production during the same assessment

vear period of July 1 threough Juns 30; or the 125

acres of surface per well of natural gas or the 40

acres of surface per well of 0il producing properties

if the well has been plugoged and akandoned as

recquired bv Article 4, Chapter 22 of the West

Virginia Ccde [WV Ccde § 22-4-1 et. seqg. (1981)7.

Page 4
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{58) T"Working interest" means the fractional

interest in o¢il and natural gas production subject

to cperating expenses and cocwned by the leasehold or
operator. Owner operated wells are to be wvalued
using the working interest formula.

(6) "Rovalty interest"™ means the fractional

interest in c¢il and/or natural gas production not

subject to coperating expenses and retained by the
oil rights owner or lessor. @¥érrIidiA4/¥E¢AaIEyY
IALE L4 8/ AL/ IACUY Y IRG /SPér L ivig/expEriddd/drd
LredLdd/dRELidely /44 /Y EfATEY/ IRESFEL¥ ]

{7) "Overriding rovaltvy" means the fracticnal

interest reserved or purchased by a seller of a

lease to another party, thereby participating in the

gross proceeds of prcoduction from the lease while at

the same time ircurring no operating expenses. Such

overriding rovaltv interests will be appraised using

the rovaltyv interest formula, but is to be placed on

the personal property books of the countv in which

the well is located.

(8) "Flush production” means the producticn of oil

and natural gas from any well on an oil and natural

gas producing propertv whose initial production date
is two vears or less prior to the date of valuation.
(9) "Settled production"” means the production of

0il and natural gas frem all wells on a producing

Page 5
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property whose initial production date 1s more than
twe vears prior to the date of valuation.

(10} T"Personal property" used in =il and natural

gas producticon means machinery and eguipment in and
about the well and all other tangible personal

property used in producing oil and/or natural gas

from the well, I%f shall not include wvehicles or
other tangible personal property not permanently
used in production.

(11) "Producer/Operator" means anv person or

perscns, corperaticn, partnership, adventure or
other .enterprise which proposes tc or does locate,
drill, manage or abandon any well.

(12) "Storage Wells" means anv property used as a

reservoir for the storage of natural gas. These

properties shall be valued as non-lesased, non-producing

natural gas propertv,.

Page 6
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Section 11.05(4)

{4} Methods of Valuaticn.

(1) General. -- For oil producing property, its
value shall be determined by (1Y a formula which
applies a multiplier to the average daily production
of the well(s) for working interest and royal:iy
interest property//PIAE/A2Y/A/FALAE/ A¥FLIBAEABIE/ £
tRE/BEL LAY /PP BPEL LS /UEEA/ IR/ DL EAUBELAA/ PEY /%L T
Lindd /ENe/AUABEY / SL/VrSAUEIRG /WE T LS/ SR/ LRE/ Propérty
IO /B RIAG/INEELdEE/ ¥ opE4£¥{ For natural gas

producing propertv, its value shall be determined by

a formula which applies a multiplier to the cuantity

of the gross receipts minus the rovalties paid for

the working interest or a multiplier times the gross

rovaltyv receipts for the rovaltv interest,

Where ownership is split through a lease or
royalty arrangement, different multipliers will be
used for the working interest and the rovalty
interest. Fach term in this computation is discussed
below,.

(2Y  (See 11.05(d) (3) (Page 8)) Afdrddd/DAiry
BrodUcLIgAL /A4 /THRE/ dvErdde/AAILY /P odUdtidA/ S E/ A
SLY/HELL/ L8/ I¥E/PYSAAGELION/ tALE ] /HRAEALER/ L0/ L drrhd
SE/SLL/ E1E1A/ ELAARAYA/ AZ/GALIBR/ BAYFELE ]/ £D7 /¥ 1Hé
YEAL/PYELERQIAG/ NS/ dARBAL/ £AK/ A4S dthBRY / Ad# S/
ALIVIAEA/ By /ERE/AARMBEY /SE/ ALY/ SL /PEYE LT/ Qv 4/ S
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WLl /produéLionl/ /PAYLIEL/ A4/ ENAT L/ IRETIvde /£ ik
Al1owed/ 3¢ /QIL/ LS/ EBLLEc L/ betvhéén/ pumplidd// /PEIY
QY /PAYLLIAL/AEYE/SRALL/ AL/ LACTAAL/ £ Ithd /W REA/WELL
AORL oA ACELBA/ FELATEE/ EX SR/ KL USYEY | [ 4SALILLIAE ] /B¢
Well/Agivténdnde/

{2) Percentage Interest in 0il and Natural Gas. --—

Where the ownership of oil and natural gas in place

is divided through a lease or other arrangement, the

compensation to the owner of the property is derived

by designating a percentage of the production e be
the rovalty payment to the cwner, The remainder is
the working interest. The Tax Commissioner will
annually determine an assumed average working and
rovalty percentage interest through a review of oil
and gas leases from throughcut the State.

(3} Average Production Rate. -- Gas - The Tax

Commissiconer will annuallv determine and report the

production rate of natural gas wells through review

of information filed with the West Virginia Department

of Wirdé Energy, Office of 0il and Gas, and data

provided bv companies and individuals. The preduction

rate will be used in the method described in the

regqulations for the determination of the formulas to

be used to appraise natural gas producing properties.

Oil - The average daily production of an oil

well is its production rate, measured in terms of

Page 8
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oil field standard 42 gallcn barrels, for the vear
preceding the annual tax assessment date, divided by
the number of full or partial days of well preduction.
Partial days shall include time allowed for oil to
collect between pumpings. Full or partial days

shall not include time when well non-production
results from workover, redrilling, or well maintenance.

(4) Average Industry Market Price, =- 0il = The

Tax Commissioner will annually derive the average
industry market price by reviewing the price paid
per barrel by the major West Virginia crude oil
?urchasers‘ The Tax Commissioner's annual report en
the average industrv market price should reflect a
reduction for average Federal Windfall Profits

Tax and West Virginia BUSIiAdéd/AAd/DEEUPEELIEA
Severance Taxes deemed to be.paid by the working or
rovaltv interests in the production. The average
industry market price will be used in the method
described in the regulations for determination of
the-formulas to be used tc appraise oil producing
properties.

Gas - The Tax Commissioner will annually derive

and report the average industrv market price bv

reviewing the price paid per MCF bv the major West

Virginia natural gas purchasers, a survev of oil and

gas associations, and Depar+tment cf Energy statistical

Pace 9
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data. The averace industry market price will be

used in the method described in the requiations for

determination of the formulas to be used to appraise

natural gas producing properties.

(5) Average Industirv Operating ExXpense. -- The Tax

Commissioner will annually determine the average
industry operating expense per well!///#Ad/PABLIdH
ERAL/éXpengd/Iv/An/&vindd]l /¥ épdFE! The average
industry cperating expenses per well will be used in
the method dest¢cribed in the regulations for determi-
nation of the formulas to be used to appraise &il
producing properties.

(6) Average Industrv Production Decline Rate, --

The Tax Commissicner will annually derive and revort
the average industrv production decline rate by a

review of well production records located at the

West Virginia Department of Mifdg Energv, Office of
0il and Gas and data provided by companies and
individuals., 7THE/TA%/ContidEioviér/WIll/AvvvalYy
éﬁwiiéﬁ/a/fé@éff/éﬁ/ﬁﬁé/fééﬁlﬁ/éf/ﬁﬁié/fé%iéwz//Tﬁé
AtELACA/PYSALLLION/ AEE LIV / FAEE/WILL/BE/hded/in
COSATUACLLOA/WLER/ LS/ Addhdd /Averddd /ddI TS/ prodddtidn
YEEL/EQY /CALLAIAEIAA/SE/RATLIPL IS/ FSY /ERE/ VA LIdvéd
PYOAUEEISA/ CLAESIEIdALISRE! The average industry

producticn decline rate will be used in the method

cdescribed in the regulations for determination of

Page 10
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the formulas to be used to appraise producing

properties.,

(7) Capitalization Rate, -- A capitalization rate

will be developed considering the three components

set out in § 11.05(d4) (7) (B). This rate will be used
tc select the factor(s) from a standard mid-vear

life present worth ¢f one table using a compound
interest premise. (See § 11.05(4) (10) for an
example.) Below is a listing of terms and definitions

employed in developing this capitalization rate.

(&) Definitions.
(1) Bands of Investment Disccunt
Compenent. -- A discount rate derived bv

assigning rates to various debt and

equity investment financing tiers and
summing these rates, weighted by their
respective percentages of total financing.

(ii) Discount Component. -- A rate

reflecting a provision for returning to
an investor-a sum of money egual %o the
aggregate of the anticipated return-on-
investment over the economic life cf an
investment.

(iid) Management Rate, =-- A rate

reflecting a return to an investor for

the management of similar investment

portfolics.

g
v
u}
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{iv) Market Commarison Disccunt., -- 2

discount rate derived by dividing income

net of the recapture component and
property taxes by the arms-length
selling price of the propeﬁty.

(v} Non-Licuidity Rate. —-— A rate

reflecting a return to an investor
representing the loss of interest on an
investment arising from the time required
to sell the investment.

{vi) Propertv Tax Component. -- &

rate reflecting a provision for returning
to an investor a sum of money ecual to
property taxes paid over the economic
life of an investment.

{(vii) Recapture Component. —-— A rate

reflecting a provision for returning to
an investor a sum of money equal to his
investment.

- (viii) Risk Rate. =-- A rate reflecting
a return to an investor necessary to
attract capital to an investment contain-
ing a possible loss of principal and/or

interest.

(i) Safe Rate. —-- A rate reflecting

a return to a investcr on an investment

Page 12
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which has little, if any, livelihood of
loss of principal or anticipated return
on investment.

{x) Summaticon Discount Component. —-

A discount rate expressed as the aggregate
of a safe rate, risk rate, non-licuidity

rate, and management rate,

(B) Discussion. -~ The capitalization rate

will be determined annually by the Tax

- Commissioner through the use of generally

accepted methods for estimating such rates.
The rate so developed will consider a
declining-terminal income series which is

indicative of o0il and natural gas producing

properties. The capitalization rate used *o

value o0il and natural gas properties will bhe

developed considering (1) a discount component
determined primarilv by the summation
technique, (2) a recapture component, and

(2) a property tax component.

(1} Discount Component.

(i) Summation Technigue, -- The

summation technigue will be given
primary consideraticn in the valuation

cf o0il and natural gas producing

property. The summation technigue

Page 13
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will determine a discount component
which will be used to calculate the
present value of the future income

of the oil and natural gas producing

property utilizing the following
four (4) major sub-components:

(1} Safe Rate

(2) Risk Rate

(3) Nen-liguidity Rate .

(4) Management Rate

The "Safe Rate" will be developed
through review of guarterlv interest
rates offered on thirteen (13) week
United States Treasury Bills for a
period of one (1) vear prior teo the
appraisal date. The "Risk Rate”
will be developecd through review of
data resulting from an annuzl survev
of lending institutions, such survey
geflecting interest rates required
on loans for acquisition and/or
development of natural gas producing
properties. This survey will be
conducted for a £R*¥€¢/{3Y one (1) vear
period prior to the appraisal date.

Results of the survey will be

Page 14
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compared to quarterly interest rates
offered on thirteen (13) week United
States Treasury Bills for the same
inréé/ {3Y one (1) vear period. An
interest differential will then be
selected representing the "Risk
Rate." The "Non-liquidity Rate"

will be develored through an annual
survey to determine a reasonable
estimate of time that natural gas
propertles remain on the market
before being sold. The market time
thus determined will be used to
identify United States Treasurv

Bille with similar time differentials
in excess of thirteen (13) week
Treasury Bills. The interest
differential between these securities
will be deemed o be representative
cf the "Non-liquidityrRate.f_ The
"Management Rate" will ke developed
through a surveyv of investment firms
to identifv charges for the management
of investment portfoliocs.

{ii)} Bands-of-Investment/Market

Compariscn. -- Data permitting the

Page 15
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bands-cf-investment technigque and
market compariscn techniques will be
used to verifv the summation discount
component,

{2) Recapture Component -- Selection of a

multiplier will be accomplished through
access of a standard mid-vear life present
worth of one table premised on a compound
interest rate. This table has a factor for
recapture built into the table ceefficients.
Inclusion cof a recapture component in +he
capitalization rate is therefore not appropriate.

(3) Propertv Tax Component =-- This component

will be derived by multiplying the assessment
rate by the statewide average of tax rates
on Class III propertv.

(8) Multipliers -- Cil -- The multiplier serves to

combine mathematically the effects of the deemed
average daily production rate, average industrv
marﬁet price of o0il, average industry well operating
expense, working and rovalty interest, flush and
settled producticon, average production fecline rate
and a capitalizaticon rate. TSee § 11.05(4) (10}]
This multiplier will nét be constant for all oil
producing properties. Each category defined below

will have a separate multiplier and the procedure
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and results of these income analyses will be published
in an annual report by the Tax Commissicner. The
multipliers are to be used for oil preducing propertiss.
Separate multiplisrs shall be derived for each
of the following twelve (12) categories:
(A) Working interest in settled producticn for
average daily producticn between 0 and .730
barrels per day of oil,.
{(B) Working interest in settled production for
average daily producticon of between ,751 and
2.00C barrels per day.

{C} Working interest in settled. producticn for

average daily production of more than 2.000
barrels per dav.

(D) Working interest in flush production for
average daily production of between 0 and .750
barrels per dav.

(E) Working in flush production for average
daily production of between .751 and 2,000
_barrels par dav.

(F) Working interest in f£flush production for
average dailv producticn of cover 2.000 bkarrsls
per day.

(G) Royvalty interest in settled production for
avarage dally production betwsen 0 and .750

barrels per dav.

Page 17
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(H) Reovalty interest in settled production for
average daily production between .751 and 2.000
barrels per day.

(I) Rovalty interest in settled production for
average dailv production in excess of 2,000
barrels per day.

(T} Rovalty interest iIn flush production for
average daily producticon between 0 and .750
barrels per dav. B

(K) Rovalty interest in flush production of

average dally production of between .731 and

2.000 barrels per day.

(L} Rovalty interest in £lush producticen for
average daily preoduction of 2.000 bharrels per
dav.

(9) Deemed Average Dailv Prcducticn Rate., -- For

the purpose of determining multipliers for wells of
different productive carvacities, walls will be
divided into three classifications. Those classifica-
tions will be:

(a) 0 through .750 barrels of average daily

producticn.

(b) .751 through 2.000 barrels of average daily

vroduction.

(¢) Greater than 2.000 barrels of average dailw

production.

Page 18
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For.the sole purpose of calculating the multiplier -
applicable teo each classification of production, all
wells within each classification will be deemed ¢

have the same rate of production and those rates are

as follows:

Classification Deemed ADP Rate
{2) a - .750 ADP . - 750 ADP
() .751 ~ 2,000 aDP - -1.500 ADP
(c) 2.000+ 4.000 ADP

(10C) EXAMPLE:

The multipliers for each category will be
determined as shown in this example., The numbers
used in this example are not the result of anv
actual. survey, although they mayv approximate or -
duplicate the results of such surveys. This example
assumes that the necessarv annual surveys have been
performed with the results as follows: 7

Average Daily Producticon (ADP) Rate = .75 bharrel

Working Interest = 7/% of production

Rovalty Interest = 1/8 of-ﬁro&uction

Average Industry Market Price = $22.50/barrel

Average Industry Operating Expense - $3,600/vear
Capitalizatioen Rate = 15%
Zverage Industry Decline Rate = 7% Per Year for

Settled Production
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Gross Income = Percentage Interest ADP x 365 x
§22.50
Net Income = Gross Inceme - Qperating Exrenses

Page 20
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ALLY//BELEORAL /PL Oyt /UESd/ IR/ QLY /PESAUCEIGRL/ /44
THE/Ta%/Conidgloher /will/dndddlly /dexriveé/dnd

PUBLIER/ &/ PPt/ dE/ L e/ Everddd/vadlvié/dE/Lig/ péLddndl
Properiy /LEed/ LA/ LY/ BLSALELLEANL//THE/ TRA/CotnIdd LdALY.
WILL/¥EYigt/LUE/ EOnmERLE/ P/ LRE/ LEPorL/dvd/ preddns
ERE/SALAE/ EDL /RS [ PEYEORAL /DY SPEr Ly /AdEA/ IR/ E1Y
PEDAACLLAAL /[ TALE/FALAS/HITL/ Ve /RAlELIpLIEA/ Yy /£ 1
RURBEL /S / prEAAGIAL /AR ERAEALA/WELL S/ SR/ L RS/ BLIPELES
LA/ AL LEFNIAL/ ENE /S ELALL/FALEE/DE/DEY ESRAL /P OPEL EY
Udd/ 1A/ PLL/ pESAALELSH L

{11} Summary of Valuing ©il Producing Propertv, --

Fach active o0il property in West Virginia will be

valued in the following wav:

Working Interest ~~

1. (Working Interest _ (Value of 0Oil }
Average Daily X (Multiplier) = Producing )
Production) Property)

PLYE

21/ AELAS) ESL/BEAEERAL/ /7177777 P T AT AL /Y ALAE /B F

777/ PLOpELig /VESA/ LA/ [ /X AWLRBEY /BE/WSLLEY //#/ /PELESRAL/ PLop@r ey

/////@il/?f@dﬁéﬁiéﬁY///////////////[//f////////(Uééd/iﬁ/@il/?fddﬁdﬁiéﬁY

Rovalty Interest .

1. (Rovalty Interest (Value of 0il

Average Daily % (Multiplier} = PrOdUEiAg / PLEDErEYY
Production) Production)
PLUS
2. (Excess Acreage 7
T Above 40 Acres - X ({(Rate per Acre} = {Value of Excess
Per Well) o 7 ' Cil Acreaae)
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(12) Multipliers -- Gas - The multiplier combines

mathematically the effects cof average industry
market price of natural gas, average industry well
cperating expenses, working and royaltv interest,
average preoduction rate, average production decline
rate, flush and settled production and a capitalization
rate. [See § 11.05(4)(13)1 This multiplier will
not be cénstant for all natural gas producin
properties. Each category defined below will have a
separate multiplier. The multiplier will he derived
by conducting ah income analvsis of a tvpical West
Virginia well bhased cn the aforementicned variables
and published in an annual report.

Separate multipliers shall be established by the
Tax Commissioner for the following four (4) categories:

(1) Working interest in settled production.

(2) Working interest in £flush productien.

(3) Rovalty interest in settled production.

_{4) Royalty interest in flush productiocn.

(13} Exanmple:

The income anazlvsis chart will be in the following
fofms. The figures used in these charts are hvpothet-
ical values of what mav be derived from the annual
reports and are not to be considered actual figures,
although +thev may approximate or duplicate the

results of actual annual reports.
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Variables

Annual Industry Production Rate = 6000 MCF

Working
Royalty
Average
Average

Average

Interest
Interest
Industrvy
Industry

Industry

= 7/8 of productiocn

= 1/8 of producticn
Market Price = 2,60/MCF
Operating Expenses = 33000

Production Decline Rate = 7%

Capitalization Rate = 15%

Gross Income =

Working interest production x $2.60

Net Income = Gross Income - COpearating Expenses

Page 24
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{14) Summary of Methcecd for Valuing Active Natural

Gas Producing Property. -- Each active natural -

gas well in West Virginia will be wvalued in the

following way:

Working Interest

1. (Gross Receipts ' ' ' (Working Interest
Less Rovalties) X {(Multiplier) = Valus of Natural Gas
Producing Property)
PLYS
Zi//AYRALAS EQY [ RELESAAL/ /7 /1777777777717 777777 ATOLaL/YaIdé/ ¢k
f777/PEEper ety /VERA/ IR/ /[ X/ AVAREEY /SE/WELXLEY /#/// /PEYEPRd L/ PLopériy
P17 7QLLBEERAELLBAY S/ /177777777777 7777777777/VeEd/in/BLL/PredidLion)
Reyalty Interest
1. (Royalties) X (Multiplier) = (Rovalty Interest
Value of Natural Gas
Production)
PLUS )
2. [(Excess Acreage . o T
Above 125 Acres X (Rate per Acre) = {(Value of Excess
Per Well) Gas Acreage)

(q) VEIJEEIAR/BE/AdEigned/Rederyedl//++/THe/ v 1vé
PEY/AEYR/BE/BLEIEALA/ Y EESY TS/ ERELL/BE/Eid] /£
ARAVAL /I e/ pAYHent/pér/ddvé/Limeéd/LHe/mdlEiplids!
R/YAIGALISHR/ S UEAUT e/ EpE/ ddSighAdd/SIL /L dérvé
PrAPErEIdE /Will/ e/ Adterd Inéd/dnrdd I/ by /LHE/ Ta%
CONHT L iBRBY /SR A/ FEGISNAL /BASIEL [ /THE/ T4/ Cothiddldngy
WITY/ARAAdlYy /¢ondudE/d/ ¥eview/dE/¢11/dgédmgnitd
tYEASACEEd/ AL/ Ardg/ IEAGER/ IR/ LT/ ELEEY AT IV / eddnLied
té/Aeterding / LN/ ARAAUAL/ 1AL/ pivmiént/par/deré/ /44
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VELL/A8/tHe/Tdddd/ Lédml [/ /THE/TEk/ TR IgEdLoREd /HITY
AYED/EORAAEL/ A/ LAY IEW/ DL/ ABAFRLY / EShPpLELLISAS/ IR/ AT T

BR/ESURLIEE/ RS /LEPOrEEd/ E£E/ L NE/WEEE/VILGIALL/ PEpArEniédry

SE/MIASE ] /QELIEE/DE/QLL/ AR/ CAS]// TS/ dEE14viéd
Yeddrve /MAILIPIIEL/ 1/ LU/ i/ S/ LN/ pediédLéd

AAAAAT/ IFdSmé/ dE¥ S/ AU LRG /£ / IdAdE/ L /AT d£ v Edd

iA/Eddn/ YEay /¥y /& /AP IELALLIZALIGA/ LdtE L/ /ThE/ Lédidng/
tRE/AARUAL/ I EAEE/ PAYTAEAL/ PEL /At /144 E¢/ £yt /4Ad
PALELIPLIdy /111 /BE/pABIIENEA/ ARAMRLLIY /LA A/ ¥ DL L/ YS
tRE/ T/ CottidSIdnéd L/ /TRE/TE4/CONIEEISAdY /WIL)
YEvidw/ LNé/ PpuBLLIE/ Eomentd /on/ Lhe/ LEpdrL/ dnd/ prédéis
LRE/YALUAL IR/ QS SLRIARL DA/ EDY /AL IgASd/BIT /Lo
PLOPELES L

(13) vValuation of Leased, Non-Producing Acreage. --

The value per acre of leased, non-producing acreage

shall egual the annual lease payment per acre times
the multiplier.

2 valuation schedule for leased, non-producing

properties will be determined annually by the Tax

Commissioner on a county-bv-county basis. The Tax

Commissioner will annually conduct a review of oil
and natural gas adgreements transacted at arms length
in all fifty-five counties to determine the annual
lease payment per acre, as well as the lease term.
The multiplier is +the sum of the projected annual

income stream during the lease term discounted in
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each vear by a capitalization rate. The annual
lease payment per acre, lease term, and multiplier
will be published annually in a report by the Tax
Commissicner and will be used to determine the
values for leased, non-producing property.

LAY/ /H81I4EL 18R/ AL/ UALSEIdAEA/BIT /RELLAFELL /#4
VAZEELEARA/ RELELYVES/WILL /B /YATUEd / dE/ ¢t/ AERIALL
YELE/BE/BTI00/ bt /ALY E L/ /URALELINEA/ FASYVE/HITL/Bé
PEPPELLIEE/ DULELAR/ DL/ LNE/ AF LA/ BE/PAYSNELAL/ ProdddEidn
24/ dSLEYRinEA/ By /RS / TR/ CORALEELSAEY L/ /THE/ T
CoRAIEE LAY /WL /AARAATLT Y /PUBTLER/ A/ L EPDE L/ SE /LU
rEGidAd /WRAICH/ AL/ ETdEElfidd /A8 /AndddIdALd/ S
réggrvéd/

(1€) Valuaticn of Non-Leased, Non-Producing

Acreage. —-—- Non-leased, non-prodicing acreage will

be valued at the nominal rate of $1.00 per acre, but

in ne instance will any oil and/or natural gas

property be valued under $100, This category also

includes any plugged and abandoned acreage - 125

acres per gas well, 40 acres per oil well,

L1IY (17) +Valuation of Wells that Produce Both 0il

and Gas, -- The valuation of these preducing wells
shall be determined by use of the methods dascribed
i#/§/11/9% Therein for oil and §/11/98/fd¥

natural gas. éXCIAAING/ELRE/YAIAE/ £4Y /Deredndl
PEORELEY /Médd/ LA/ BOLN/héLiddé. These values/

Page 29




State Tax Department -~
Leg. Reg. 11-12& ) ) N L. CZ )
Series IA

IACIRALAL/ EVd/ VA AR/ L/ P edndl/prddd#4yY/ shall then
be summed to result in the overall value of the oil
and natural gas producing acreage.

THE/ T/ CONNISEIGASY /WIT T/ ERAAALL S/ At ivd/ dnd
PUBLIBA/ A/ LEport L/ dE/LRE/ AFEYAGE/ VAL RE/BE/ ¥ NS/ P EDRETY
PrOPErty /vided/ IR/ SLil/ AR/ EAS/DLEAALEISAL/ /TRIE/ FATME
WLLL/ %@ /BAXELIPLIEA/ B/ LA/ AARBEY /B L/ v dddEing/dnd
SHVEALIA/VELLE/ U/ LS/ PLOBELEY /£B/ Ad 4L hivid/ £ 1
OYErdll/vAldE/ L/ P BRAAL/ P bty /Addd/IA/ 11/ 4ahd
REEUYAL/gad/produdLion/

(18) Annual Reports. =- The Tax Commissicner will

publish an annuwal report Zfor. the varliables to be
considered in arriving at the value of the specific

oil and natural gas related property. This report

will be filed with the office of the Secretary of
State con or before JYUI¥/I May 2ilst of each vear,

folleowed by a 15 day period for written public

comment, The Tax Commissicner will review the

comments and present final wvariables and multipliers

to be used on or kefore July 1,

(18) PRctive Farm Properties -- The oil and gas

rights, that are part of a "fee" estate where the

use of the surface has qualified as an active farm,

will be valued in the following manner:
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{A) Where income or rovality is not derived

from the 0il and gas rights the o0il and gas

interest shall not be wvalued.

{(B) Where income or rovalty is derived from

the 0il and gas rights the cil and gas

interest shall be valued as follows:

(1) Fee estates where the annual wheolesale

value of farm commodities or products,

is fifty percent (50%) or more of the

usual annual gross income from all uses

of the preoperty, shall be subject to

farm use valuation. Thus coil and gas

interests shall not be valued under this

situation.

{2) Fee estates where the annual wholesale

value of farm commodities cr products is

less than fiftv percent {50%} of the

usual annuzal gross income from all uses

of the proverty, the applicable oil and

gas values shall be added to the surface

farm use value.

{20) ©Propertyv Repcrts -- Prior to November 1 of

ecach vear the producer and oil and gas owner

will be recuired to file a report with the

assessor of the county where the oil and gas

propertv is assessed. These reports will be
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designed by the State Tax Commissioner so that

information pertinent to the wvaluation of such

producing property, leased non-preoducin

property, and non-leased non-producing preoperty

will be reported by the o0il and gas producer,

lessee, and owner.
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11.08. Valuation ¢f Other Active Natural Resources
(a) General. o iéiff¥;1uF3TSE‘
(1) Other active natural resource interests, such

as limestone, fireclay, dolomite, sandstone,
shale, sand and gravel, and salt are some of the
several estates in real property which mayv be
owned either as a separate interest, or in con-
Junction with other interests, usually as fee
cwnership or as minerals cwnership. If the other
active natural resource interest is owned as a
separate estate, either absolute or as a leasehold
interest, West Virginia property tax law reguires
such ownership to be listed, valued and taxed
based on 1ts true and actual value.

(2) Other West Virginia natural resource inter-
ests, such as lead and zinc, manganese, iron ore,
radicactive minerals, and eill shale, which at
present are not being actively mined shall bke
valued in accordance with this regulation, when
such interests are separated from the fee interest
or begin being leased or actively mined.

(3) These other natural rescurce interests may be
owned without being mined., These cther natural
resourceg richts may exist where the natural
regource is not actually present, or where the

natural resource is unmineable or mined out,
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{(4) For valuation purposes, this regulation
classifies other natural rescurce property owner-
ship into the following Zategories:

(A) Active

(B) RAéilvé¢ Reserves

(C)  IAdctive/Rédéryéd Unmineable

(D) Mined-Out/YrmirAddblé/Barren

{B)} Definitions,

(1) Acres Mined. -- Acres mined per year is the

average annual production as defined in
11.08(b) {AY (3) divided by the product of the
thickness in feet of the natural resource seam
being mined as detailed in mining permit reports
times the tons per acre foot, as set out below,
times the recovery rate according to the actual
recovery ©I the natural resource per acre being
experienced at the mining operation.

For use in these regulations the following

in-place tons per acre-foot figures will be used:

Limestone = 3,600 tons per acre foot
Sandstone = 3,600 tons per acre foot

Clay and Shale = 3,050 tons per acre foot
Sand and Gravel = 2,400 tons per acre foot
Salt = 2,950 tons per acre foot

Average Annual Production ) o Annual
Thickness x Tons Per Acre Foot X Recovery Rate =.Acres Mined
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(2) Active Mining Property., =-- This term refers

to the mineable #vd/Mér¢ldr£d¥lé natural resource
on a parcel invelved in a mining Gperatich. For
the purposes of determining active mining property,
all contiguous parcels, UAd&Y/dné regardliess of
ownership, éY/SWrAdd/ o7/ 1E44A/By/Inter/related
VUSivigdded/ oL /IAQIVIAVAY E/ERAT L/ Ve / LidALEd/AE/ P

par¢eél that are under lease or involved in the

pernitted operation shall be treated as an active

mining parcel. The active mining acreage of any

natural resource or. rescurces gon a parcel shall be
calculated by multiplying acres mined times the
determined life of the mine. If this calculation,
however, results in an acreage figure that is
higher than the total mineable acreage of that
natural resource con that parcel, the lower figure
shall be used. This calculation shall be made of
each "other natural resource" activity keing mined
on the parcel.

For use in these regulations, the maximum
active mining property for each natural resource
will be as follows:

(3) B8urface Limestcne. == The active mining

property of a surface limestone mine shall be
derived by multiplying #¥&#/A{18Y five (3)

vears times acres mined.
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(B} Deep Limestone. -- The active mining

property of a deep limestone mine shall bhe
derived by multiplying fifteen (15) years
times acres mined,.

(C) Sandstone. -- The active mining property
of a surface sandstone mine shall be derived
by multiplying ££#/{18Y five (5) years times
acres mined.

(D) Surface Clay and Shale. —-- The active

mining property of a surface clay and shale

mine shall be derived by multiplving ¥&#/(10Y

five (5) vears times acres mined.

(E) Deep Clay and Shale. —- The active

mining property of a deep clav and shale mine
shall be derived by multiplying fifteen (15)
vears times acres mined,

(F} Sand and CGravel., -- The active mining

property of a sand and gravel mine shalil be
derived by multiplying #¥&#/{1¢)Y five (5)
years times acres mined.

(G) Salt., ~- The actilive mining property
around each salt well shall be a maximum of
35 acres. After a well's first vear of
production, active mining property shall be
derived by subtracting acres mined from the

35 acres.
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ABY//BELISE/RELLEVEEL /AA/TRIE/ £t/ e dhd/ dnd
INCIAAGE/ ER@/EALIAE/LEEIAUAL/ AL EALE/ DE/ W
WivigdBle/dvd/ M fERAnLdble/ AdLddd ]/ P ddrdd/ Béing
RIABA/ 17/ EACEEE/BE/ERG/ACLIYE/MIALIAG/ PYSDEYEY /DY
LHE/AVMPEY /BL/dd ¥/ EOLLEEpdnAinig/ £/ 28/ ¥edrg
Linge/rhe/AEved/NINER/ pey /YEax/ I8/ XTLIDBABY ALY T}
WALEREVEr/id/ 1ééd!

ALY (3) Average Annual Production. -- The

average annual rate of natural resource produc-

tion, IA/LQRE/Per/L144a)/yedr ]/ envding/ Thad/ ZLR/dE
2ACN/ AT SAAAY/¥Edr/ 1s determined by a weighted

average of the three (3) years #Aé¥ production,

that has occurred hetween July 1 and June 30 of

£he most current fiscal vears.

The weighted average shall be determined by
multiplying the most recent year's production by
.4, the previous two (2) years production multi-
plied by .3, and the resulting three (3) figures
added together to arrive at the average annual
production. However, 1If there is no productien
during the most recent fiscal year then the
property will not be valued as active mining
property for that year. -

Where there has been no production during the
second or third most recent fiscal year, +the

production for the current year will be factored
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by .5 arnd the producticn for the esarlier fiscal
year in which preduction existed will be factored
by .5 and the resulting twe figures will be added
tcgether to arrive at the average annual produc-
tion,

If there was no producticon in both the second
and third most recent fiscal years then the
production for the most recent fiscal vear will be
factored by 1.0 and the resulting figure will be
the average annual productiocn.

AB3Y (4) Barren., —-- This term means and includes

these properties where other natural resource
rights are separately and/or individually owned,
and the existence of any natural resource has not
been established.

A8y (3) Capitalization Rate. -- A rate used to

convert an estimate of income into an estimate of
market value. [For further explanation see

§ 11.08(c) (1) (H)]
ATY//IABLLIVE/REEESIVEL] / A4/ TRACEIVE/ LEEdyvEd/ave
thode/AALAY AL/ Y EEQULEE/ ALLEE/ DL /PO Lidng /LR et
WRIEH/ 47 e/ miAgdble/ And/ mercRantdble/ biAr/dve /et
ACLIVE/BIAIAG/ PLOperLy/dr /A¢Live/ Yedervesd!

{B8Y (8) Life of Mining Operation. -- The life o©of

the mining cperation (in years) shall be eagual to

the active mining property acreage divided by
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acres mined., The maximum mine life shall be #¥&#
Ar@Yy five (5) years for surface mines invelving
limestone, sandstone, clay and shale, and sand and

gravel, #id ten (1l0) vears for wells used in the

production of salt, and fifteen (15) years for
deep mined involving limestone, and clay and
shale. In calculating the yvears involved in the
life of active mining property, all fractional
figures will be rounded to the nearest whole
number.

ABY/ /M LEVdrvdR S/ WAL VY AT / RELPULEL L/ #4/A
AEYCHARLABIE/ RALAY AL /P ddvirde/ 18/ oné/ dLdidrily
SALLACEEA/ LY/ EETE/BNA/ CEA/AEALL LY/ B/ SBLA/ AL/ &
PEGELL]/ QL /WHIEH/ 18/ kL ALHEA/ FSF /idd/ Ih/ ENg
RARUEALLLL S/ B/ DLV EY /PLDRUCEE/ AE G L]/ SLE/ LBY /e
IR/ RBRIAG/pALAE/ AR/ EUSMICATEY /

A18Y (7) Mineable Natural Resource. -- A HiA#ABL&
natural resource 1g/¢He/WAILA/ESUIA/ e/ pLoLiLtdbIy
RiAEA/ by /Fvdiciddd /et iddd which is so situate

that it may be mined using generally accepted

mining practices and suitable eguipment and which

is such guality so as tc ke commercially saleable

{as either a mined natural resource or as a

recoverabkle regerve).

A11Y (8) Mined-Out. -- & natural resource, or any

portion thereof, determined to be depleted by
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pricr mining operations, and which is not mineable

ARd/ e réNgntdblé by modern technology.

ALZY (8) Mining Operation. -- Thig term shall

mean an enterprise engaged in actively obtaining
or preparing to obtain a natural resource or its
by-products from the earth's crust, including
underground, surface and auger mines. Each mining
operation may have more than one area designated
as "Active Mining Property” as defined in Section
11.08(b) (2) . This designation of "Active Mining
Property" areas shall be determined as follows:
(i) If the mining operation is producing a
natural resource from a Department of Natural
Resources or Department of Mi¥gg Energy
permit, then that operation will be designated
an "Active Mining Propertv." However, if the
mining operation is producing from more than
one natural rescurce under a Department of
Natural Resources or Depariment of Mirdéé
Energy permit, then each active natural
resource will be designated as an "Active
Mining Property."
(ii) If the mining operation is producing a
natural rescurce at different locations,
portals and/or faceés under one specific

Department of Natural Resources or Department
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of Midéé¢ Energy permit, then that operation
will be designated as one "Active Mining
Property." However, 1if the production of the
natural rescurce involves different mining
technigues f{(e.g., surface, auger or deep
mining methecd), c¢r if mining sites are
separate and generally independent, then such
sites will be designated as separate "Active
Mining Propertieg."

AX2Y (10) Multiplier. -- This term shall mean the

"present worth of cne per pericd" for the life of
the mining cperation employing the capitalization
rate determined in section 11.08(c) (1) ¢y (H), as
determined by a standard mid-vear life,Inwood
table. .

(11) Recovervy Rate. —-- This, which is also known

as mining height, is the percentage of the natural

\
resource thickness that is econcmically recovered

through the mining process.

{l12) Reserves. ~- Reserves are those natural

resource acres or portions thereof, which are

mineable and contain recoverable natural resources

but are not active mining property.

ALY (13) Royalty Rate. -- The rovalty rates

determined annually by the Tax Commissioner are

the current market royalty rates for arms-length,
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willing-buyer, willing-seller, transactions for
each of the different types of natural resources
and types of mining coperaticns derived in section
11.08{c) (1) ABY (F}. The royalty rates are deemed
to be paid to each owner of a natural resource -

estate for all actively mined property.

{14) Thickness. =- This, which is alsc known as

the natural resource or seam height, is the

measurement of a2ll the visible natural resource,

including any thinner resource strands (splits)

seen above or below the main block.

(15) Tons Per Acre Foot. -~ This is the outcome of

the calculation used in converting a natural

resource's specific gravity intc a guantity

measurement.

AIBY (l16) Unmineable Natural Resource. =-- A

natural resource which is not mineable d#d
HeYEHAnE4dBIé as defined above.

(c) Valuation Methods.

{1) Method for Determining Value of Active Mining

Froperty.

(A) General. —-- The value of active mining
property shall be the AYEridé/dnnidl/prodveLion
Ltingd/ A/ toyETlEy/Yéfd value per active.acre

times #A/fUI£iplidY the amount of active

acres. In no case will the active mining
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property be valued at less than its value as

Ihddtivé reserve property.

{B) Value Per Active AcTe. —-- The value per

active acre is determined through the following

formula: -
Thickness
b Tons per foot acre
X Recovery Rate
X Multiplier S
- [Mine Life (vrs.)! = Value per Active Acre
(C) Thickness (ft.). == See definition in

Section 11.08 (k) (14}.

(D) Tons Per Foot Acre, -- See definition in

Section 11.08(b) (15), and actual tons per

natural resource in Section 11.08 (b} {1).

({E) Recovery Rate. -— See definition in

Section 11.08(b) (11).

ABY (F) Royaltv Rate. == For use. in the

formula prescribed by this regulation, the
royalty rate(s) will be determined for each

of the different types of natural resources

and types of mining operations. These will
include sgpecific royalty rates for (1)
limestone (dolomite) surface mine; (2)
limestone (dolomite) deep mine; (3) sandstone
(industrial) surface mine; (4) sandstone
(aggregate) surface mine; (35) clay and shale

surface mine; (6) clay and shale deep mine;
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(7) sand and gravel surface mine; and (8)
salt wells. These royaity rates shall be
established annually by the Tax Commissioner
after review of recorded, willing seller-
willing buyer arms-length natural resocurce
property leases that have cccurred in the
State ¢f West Virginia during at least the
dight/ [BY five (5) vears [W//YE{/Cdde
&/X1LIE£EY prior to appraisal date, and
through inspection of cother appropriate
information. This review will place a
greater emphasis on the information and
leases transacted during the most recent
years, For those natural resources that are
not involved in any recorded lease agreements,
the Tax Commissioner will derive a royalty
rate through surveys conducted with private
appraisal and/or engineering companies, data
provided by the West Virginia Geological and
Economic Survey, West Virginia Department of
Natural Resources, West Virginia Department
of Mifd¢ Energy, West Virginia Department of
Highways, and other appropriate information
from the spegific natural resource companies
involved. The Tax Commissioner will maintain

and publish this survey (repcrt) of royvalty
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rates (which will include the preliminary

rates) on or before MArgW May 31 of each
yvear; will accept written public comment on
the survey until ME¢Y/1 June 15 of each year:;
and issue final reyalty rates on or before
July 1 of . each year. This survey of royaliy
rates will be constructed to indicate the
following: {1} county in which leased
property is located; (2) deed book, page
number; (3) lessor-lessee; (4) date recorded;
(5) acreage involved; (6} type of mining
operation; (7) consideration; and (8) a
narrative on rates derived for. those non-
leased natural resources. From this survey,
the Tax Commissioner will select the royalty
rate({s) that best typify such transactions.
In crdexr. to convert percentage rovalty rates
into specific value per ton rates, the Tax
Commissioner will conduct a review of the
specific natural resource selling prices in
Wesgt Virginia by reguesting such information
from private purchasers, State Deparfment of
Highways, and West Virginia Geological and
Econcmic Survey, as well as other informative
sources avallable and select specific selling

price rate(s) based on prices best typifyving
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activity in each appraisal year. . The selected
selling prices per ton when multiplied by the
percentage royalty rate will result in a

price per ton royalty rate factor.

({G) Amount of Active Acres. =- The maximum

amount of active acres are described in

Section 11.08(b) (2). ) L

ACY (H) Capitalization Rate. == This capi-

talizaticon rate will be developed considering
the technigues found in general practice in
the appraisal profession when developing an
income approach valuation estimate. Below 1is
a listing of terms and definitions employed
in developing wvarious capitalization rate

indicators.

(1) Definitions.
(i} Bands of Investment Discount
Component. -- A discount rate

derived by assigning rates to
various debt and eguity investment
financing tiers and summing these
rates, weighted by their respective
percentages of total financing.

(ii) Discount Component. =-- A rate

reflecting a provision for return-

ing tg an investor a sum of money
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equal to the aggregate of the
anticipated return-on-investment
cver the economic life of an
investment.

(iii) Econcmic Life Metheod of

Recapture. -- A method of develop-
ing a recapture rate by estimating
the period of time an investment
will produce a return and estimat-
ing an egqual periodic rate of

recapture of the investment over -

this return pericd.

{(iv) Management Rate., -~ A rate

reflecting a return to an investor
for the management of similar
investment portfolios.

{v) Market Comparison Discount. —--

A discount rate derived by dividing
income net of the recapture compo-
nent and property taxes by the
arms~length selling price of the
property.

{vi) Market Comparison Methed of

Recapture. -- A recapture rate
estimated by dividing income net of

the discount component and property
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taxes by the arms-length selling
price cof the property.

{vii) ©Non-Ligquidity Rate. -- A

rate reflecting & return to an
investor representing the loss of
interest on an investment arising
from the time required to sell the
investment,

{(viii) Property Tax Compconent., —-- A

rate reflecting a provision for
returning to an investcr a sum of
money equal to property taxes paid
over the eccnomic life of an
investment,

(ix) Recapture Component. -- A rate

reflecting a provision for return- -
ing to an investor a sum of money
egual teo his investment.

(¥} Risk Rate. -- A rate reflect-
ing a return to an investor neces-
sary to attract capital to an
investment ceontaining a possible
loss of principal and/or interest,.
(x1) Safe Rate. =-- A rate reflect-
ing a return to an investor on an

investment which has little, if
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any, livelihood cf loss of princi-
pal or anticipated return on
investment,

{xii) Summation Disccunt Ccmpo-

nent. —-- A discount rate expressed

as the aggregate cof a safe rate,
risk rate, non-liguidity rate, and
management rate.

(2) Discussion. —-- The capitalization

rate as defined in section 11.08(b) {8
(5) will be determined annually by the
Tax Commissioner through the use of
generally accepted methods for estimating
such rates. The rate so deveioped will
consider a level-terminal income series
which is indicative of active mining
properties. The capitalization rate
used to value active mining properties
will be developed giving consideration
to the following three (3) approaches:

{a) Discount Compconent

(i) Market Comparison. =--

Sufficient sales data permit-
ting, the market comparison
technicue will be emploved as

the primary indicator for an
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appropriate discount component,
The market comparisen discount
component will be developed by
dividing aggregate royalty
rate inccome streams adjusted
for recapture by verified
recorded arms-length sales
transactions for active mining
properties which have occurred
in the State of West Virginia
during the gigH¥/A8Y five (5)
vears AWL/VEL/COAE/ S/ LTALIRAEY

prior to the annual appraisal

date. The market comparison

discount component selected L
will be based upon those rate

indicators best typifving

activity in this &1gWE/A2)

five (5) vyear research period.

In selecting the discount

component. greater emphasis -
will be given to infcrmation

from arms-length sales occur-

ring during the mcst recent

years of the study.
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(ii) Summation Technigque, --

In the absence cof sufficient
data to statistically support
primary considerstion ¢f the
market comparison technigue,
the summation technigques will
be given primary consideration.
The summation discount component
will be developed reflecting
the following four. (4) major
sub-components:

{1} Safe Rate

(2) Risk Rate

{3) Non-Liquidity Rate

(4} Management Rate

The "Safe Rate™ will be
developed through review of
quarterly interest rates
offered on thirteen (13) week
United States Treasury Bills
for a pericd of three (3)
vears prior to the appraisal
date. The "Risk Rate" Will be
developed through review of
data resulting from an annual

survey ©f lending institutions,
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such survey reflecting interest
rates required on loans for
acqguisition and/or development
of natural resource properties,
This survey will ke conducted
for a three (3} year period
prior to the appraisal date.
Results of the survey will be
compared to guarterly Iinterest
rates offered on thirteer {13}
weeX United States Treasury
Bills for the same three (3)
vear period. An interest
differential will then be
selected representing the
"Risk Rate." The "Non-
Ligquidity Rate" will be
developred through an annual
survey to determine a reason-
able estimate of time that
natural resource properties
remain on the market before
being sold. The market time
thus determined will be used
to identify United States

Treasury Bills with similar
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(b)

time differentials in excess
of thirteen (13) week Treasury
Bills, The interest differen-
tial between these securities
will be deemed to be represen-
tative of the "Non-Liguidity
Rate.” The "Management Rate"
will ke developed through a
survey of investment firms to
identify charges for the
managenment of investment
portfolios.

(iii) Bands-cf-Investment. —--

Data permitting the Bapds-of-

Investment technigue will bhe
considered in conjunctioan with
the two (2) previously men-
tioned discount estimate
components.

Recapture Component. =--

Selection cf a multiplier will be

accomplished through access of a

standard mid-year life Inwood

table., The Inwocd table has a

factor for recapture built into the

table coefficients. Inclusion of a
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recaptire component in the capi-
talization rate ig therefore not
appropriate.

(c} Property Tax Component. -- The

effective property tax rate will be
estimated by multiplying the
assessment ratic by the average
statewide levy rate for Class TIIT

property. At the present time,

research indicates that the natural

resource preoperty tax is paid by

the property owner with no addi-

tional compensation from producer.

Thus, since property taxes are part

of Rovalty Rates, this componhent

will be used in the capitalization

rate. However, if this described

general practice changes, (property

taxes paid by prcducser) then the

use of thig component will be

deleted.
(3) The surveys referenced in Section
11.08(c) (1) 42y (H){(2) will be conducted
and tentative results published by the

Tax .Commissioner on or before MALEHK

May 31 of each year. Public comment on
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such surveys will be accepted until

Mé¢/1 June 15 of each year, and final

results will be issued on or before

July 1 of each year.

AZY//YETARELIBR/ L/ RELivve/ RELLYVEL )

ARY//EERELALL /A4 /THE/ VAL RS /S E/ LA g/ ddre/ bk
AELive/Yederved/ eRall/ e/ drér LAt/ L/ L/ BéY
Agre/YAINg/ S/ ACLIVE/RINIRG /P OBEF LS L
ABY//BeL/Redd /YA I/ BL /[ Aetive/ MIRIAG/Property)
FE/PEL/ALLE/YAIUG/ SE/RELIVE/RIALING / PYLDELLY
egquAlg/LNe/YALvd/SL/ AdLIvE/MINIAG/ PLEopEL Ly /48
ASEEL IV / IR/ G/ LLLIBBLEY ALY /ALIViAgd/ B/ L1
WhnBer/pL/ddréd/ id/the/ALLiVE/RINIAG/ Properiys
ACY [/ X/ ENE /Y ERL/ L RAL/ERE/ AL LIV S/ b LB e
YEIVE /pe¥/ddveé/ 18/ 188/ Lhar/LRE/ IAddEivé
YEEELVE/YAIAL/PEL/ad ] /ERE/ IAACLLVE/ Y ddeddve
YALUE/pey/déré/will/be /véed/

L3Y (2) Valuation of Ingféfivé Reserves, --—

Iddtivéd Reserve values for limestone, sandstone,
clay and shale, sand and gravel, and salt shall be
determined annually by the Tax Commissioner. This
determination will be ceonducted by the Tax Commis-
sicner after réview of recorded willing seller-
willing buyer arms-~length natural resource property
saleg that have occurred in the State of West

Virginia during at least the @igW¥/(8Y five (5} years
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AL/ YR/ Codeé/ 8/ T1I+TA+2Y prior to the appraisal
date, and through inspection of other appropriate
information. This review will place a greater
emphasis on the information and sales transacted
during the most recent years. For those natural
resource properties which are not involved in any
recorded sale agreements, the Tax Commissioner will
may alsc derive the valuations through #Uyvy€y#
reviews conducted with private appraisal and/or
engineering companies, data provided by the West
Virginia Geclogical and Econonmic Survey, West
Virginia Department of Natural Resources, West
Virginia Department of Minéd Energy and the West
Virginia Department of Highways, and cther appro-
priate information as requested from the natural
resource owners or producers. The Tax Commissioner
will maintain and publish this survey (report) of
ivddétiv¥éd natural resocurce property sales on or before
Mér¢h May 31 of each year; will accept written
public comment on the survey until May 1 of each
vear; and issue the final values per acre cn or kefore
JUXy¢/1 June 15 of each year. This survey of
iddé¥i¥e reserve natural resocurce sales will be
constructed to indicate.the following: (1) county
in which the property is located; (2) deed book,

page number; (3) grantor-grantee; (4) date recorded;
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(5) acreage involved; (6) natural resource invclived;
(7) consideration; (8) consideration per natural
regource acre sold and (9) a narrative on values
derived for those natural rescources not invclved
in sales. From this survey, the Tax Commissionér
will select the values per acre for each natural
resource that best typify such transactions,

ALép/E6/pay /o /LRLE/feview ]/ Lhe/Tdx/ Coruiié+
BiohA@y /wil)/donigldéd/ LRe/ L L@t/ S/ Ivdc i/ ining
Propettidd/Pelnd/AdF et/ Lo/ Adtive/Aining /Lo
griigd/dvid/dctive/fegeivés/ In/deLdiiding/Yalvgs
ARAEy/EALE/ ESLE Lo )

{3) Valuation of Unmineable Other Natural

Resource Properties. -- Properties in this category

shall be valued at $1.00 per acre.

{4) Valuation of Mined-Out/Vrninddllé/Barren

Other Natural Resource Properties. -- Properties

in this category shall be valued at $1.00 per

EVi¥féddé acre,

{5) Total Natural Resource Valuation. -~ The

total natural resource valuation for any natural

resource parcel will invelve the value for all

active acres, all reserve acres, all unmineable,

and all mined out/barren acreage. However, the

total value for any natural rescurce parcel shall .

not be less than $100.00,
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£BY (6) Summary of Valuation of Methods.

Table 5 - Valuation of Other Natural Resources.

(A} Properties WItW/WMIAddPBId/AdrERdnsadnle

that involve natural resources shall be

values as follows:

Aetiveé/Niving/Aévéd . o B
ARSEYAGE/KARBAL/ [/ 7/ /7711 ARSIBLES/ [/ /777771777777 777777 ABGELYE/ NAEAFAL
IRBLAYEL/RESDALCE/ [/ / /R [/ RBES/ /77 /T R) 17 AMATHIPLIRYY [ #/ [ RESDUYEE/ R4
IPESAUCELGN/ LR/ TEREY [/ /11 /BELITBRY 77/ /7771777777777 777]7BEdpetty/VAIE4Y

ACEive/REESYVE/REVEE/ APALE/BL/KELIVE/ DOELALLERY

ATOLALS /7777777777777 77AREETRELE/YRIAE/ /7777777777777 ARSEIvé/ Réggrivé
[RELIVE/RELEYVE/ /1 /7774 /DE/BELINE/MIRL] /%777 18E//#7 7/ DLREY /NE¥yFal
[RELEEY /7777777717777 777iAG/ BEBBEELLEY/ /7177777777777 7/Réddiree/Redl
////////////////////////////////////////////////////////Pfé?éfiyY
Iﬁﬁéﬁiﬁé/Réééf%é/iéféé[(Eééééd/éﬁ/?%ﬁmiﬁﬁéd/ﬁéiéé/ﬁ/Né/MiﬁiﬁéY
ATPLAL/TAALELIVE/ /7 /777711 ALRBLLLGS/RELEEFE/ /77777777777 AIRALEIve/ Reddrvéd
[REERLVE/RECLEEY /7 /7RI IFRLAS/BEETEEHSY /777777777477 BEREY /WAL Y AAL
FITLTTT T 77 i 7777777777777 777777777777777777) 7 Rédddhved/ Real
FI77777 777777770070 00707077777777777777777777777777777777Broperiy/vEIneY
Active Mining Preoperty

Value per Active Acre X Active Acresg = Active Natural

Regource Real
Property Value

Reserve Property

Per Acgre . : - Reserve ) Regerve Real
Regerve Value X " Acxes = Property Value

Unmineable Property

1l per acre X Unmineable Acres = Unmineable Real
Property Value

Mined Out/Barren Property

$1 per acre X Mined Out/Barren = Mined QOut/Barren
Acres Real Property Value
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ABY/ IMIAGAA UL /ARRINSEBIE/ dRA/ BALEER/AALAF AL
YEEOUXER/PYOPRrLied/ dRALL/ be/YALIUSA/ AL/ drid
CELTAL/ASTLDBY /pdY/ ShL Lhde/ddrél

L2Y (B) The total value for the natural
resource properties will be the sum of the
value ¢I the active mining propertyv gy,
d¢tive reserves, {Hé/IAALLIVE/ Edd4véd and
the mined-ocut/unmineable/barren acres.

ABY (C) If other real property interest are
owned in the natural resocurce acreage, then
the value of those additional interests shall
be added to the total value of the natural
resource preperties to arrive at the total
real property value.

A8Y (7) Leasehold Interests, -- These regu-

lations generally attribute the value cf the
natural resource to the owner of the value of the
natural rescurce to the owner of the natural
reasource property. In those circumstances,
however, where the owner of the property is
subject to a lease reguiring the owner to permit
mining at royalty rates substantially below
current market values, the owner mav petition the
agsessor, and on appeal, the Tax Commissioner, to
attribute a portion of the value of the coal

determined by this formula to the leaseholder.
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(8) Active Farm Properties. —-- The natural

regource yights, that are part of a "fee" estate

where the use of the surface has gualified as an

active farm, will be valued in the following

mannexr:

{A) Where income or rovalty is not derived

from the natural resource rights (natural

resource rights not leased or non-producing)

the natural resource Iinterest shall not he

valued.

{B) Where income or royalty isg ‘derived from

the natural resource rights (natural resource

rights leased or prcducing) the natural

rescurce interest shall be valued as follows:

(1) Fee estates where the annual

wholesale value of farm commodities or

products, is fifty percent (50%) cr more

of the usual annual gross income from

all uses c¢f the property, shall be

subject to farm use valuation. Thus,

natural resource interests shall not be

valued under this situation.

{2) Fee estates where the annual

wholesale value of farm commodities or

products is less than fifty percent

(50%) of the usual annual gross income
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from all uses cf the property, the -

applicabkle natural resouxce values shall

be added to the surface farm use value.

{2} Property Reports, —— Prior to Nevember 1 of

each year the producer and naturagl resourcse owner

will be reguired to file a report with the assessor

of the county where the natural resource property

is assessed., These reports will be designed by

the State Tax Commisgioner sc that producing

properties will be reported by the producer (with

authorization from natural resource owner).




