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JOHN F. LEABERRY
ASSISTANT COMMISSIONER

August 14, 1987

Honorable Ken Hechler
Secretary of State
State Capitol
Charleston, WV 25305

Dear Mr. Hechler:

In accordance with W. Va. Code § 29A-3-9, the State Tax
Department is today filing in the State Register agency approved
amendments to 110 CSR 1, §§ 11.4, 11.5 and 11.8.

These amendments are promulgated pursuant to authority
granted in W. Va. Code §§ 29A-3-15 and 11-10-5.

These amended sections were filed as emergency amendments on
July 2, 1987. A public comment period commenced on the day of
filing and continued until 5:00 p.m. on August 3, 1987. Public
comments were received. Minor modifications were made to the
amended sections subsequent to being filed as an emergency
legislative rule.

Very_truly yours,

//ﬁl hael E./Caryl
State Tax Commissioner
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11.04. Valuation of Active and Reserve Coal

Properties. Pohen

(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 absolute or as a leasehold interest,

or in conijunction with other interests, West Virginia

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

(1) Active

(2) Aefivé/tédérved  Reserves

(3}  Ihédtivé/fédédéd Unmineable

(4) Mined-out/Vhnikédhlé/Barren

{b} Definitions.

(1) Acres Mined. -- Acres mined per year 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
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actual recovery of coal per acre being experienced
at the mining operation,

Average Annual Production = Annual Acres
Thickness x 1800 x Recovery Rate Mined

(2) Active Mining Property. —-- This term refers

to a mineable AAAd/HEF¥ENARYAYIE seam of coal on a

parcel involved in a mining operation. For the
purposes of determining active mining property,
all contiguous parcels UAder/dhé/dwhértERip/ o¥

WAL/ BF / 1E4dEd/ VY / Iv¥Er LT aved /Vhdindddéd/ oy

irdividvdlé regardless of ownership, that are

under lease and/or involved in the permitted

operation shall be treated as &vé/parédl active

mining property. The maximum active mining

portion for each seam for each mining operation on
a parcel is fifteen (15) years times the acres
mined [as defined in § 11-04(b) (1)] for deep mines
or ¥én/L18Y five (5) vears times the acres mined
for surface and auger mines. If the mineable ##id
héréRAv¥A¥Ié acreage remaining in the seam(s)
being mined is less than the maximum amounts
listed above, then the remaining acreage will be
considered the active mining property. If more
than one seam 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

-2
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property," the appropriate formula calculation
will be based upon the actual market to 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 coal seam on the same parcel,
then each such mining operation has a separate
active mining property. However, under no
circumstances shall the sum of the active
acres for all mining operations on a seam
exceed the number of acres on a parcel. As
necessary, the Commissioner shall apportion
the number of acres for each mining operation,
based upon a review of relevant leases, and
the respective rates of average annual
production.

LBY 7/ Rétivé/Redddvéd [ /++/TRIE/ Lt /medns/ dnd
e IMded/ fUd/SRELYE/ P E41AUAL/ AdYéddé/Bf
HIAGAB Y&/ And /MErEHARLABLE/ AL/ EDY / Ede/ dddnh
Veind/AdtIvELy /Mindd/ I/ ékéddd/ ot/ e/ detivé
RIRIAG/proper e i/t /Ehé/ AhniBey/of [/ devéd
¢COFLEEPSRATAS /¥D/ EhéRESFLIVE/ (2BY /¥y d/ Linidd
YR/ Adcted /Middd/péd/YEar/ IS/ TTIBALBY LIYT]
WALERAYEY /14 /144 /1 IR/t / ApPLI¢ALIon/ b /Ehé
P in/ providéd /AT AALISN/ EOYHALA/ S/ T At ivé
tAEErVEE T [ EHE/ Appr vt 1dLe / EQYhAT A/ dALEUT AL LN
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WiLY/ Ve /BAded/Mpdh/ te/ d¢¥AA) /NAYKEL /LS /WHILH
LR/ EBAL/ Ex ot/ LHAL/ LA dct/dnd/ dédn/ 14/ S L ALY S
Yéing/dold/ /idthéy /1L/ 18/ It LAl TALg1¢4TY / &¢
Yétednmly

LAY (3) Average Annual Production. -- The

average annual rate of coal production, i#
LR/ péd/ Eidddl/ yedr ] /eRding/ I/ BN/ BF
¢ALN/ CALENAAY /¥dAY | 1s dénéfdllY determined
by a weighted average of three (3) years #éf

production that has occurred between July 1

and June 30 of the most current fiscal years.

The weighted average shall be determined
by multiplying the most recent year's production
by .4, the previous two (2) years production
multiplied by .3, and the resulting three (3}
figures added together to arrive at the
average annual production. However, if there
is no production during the most recent
fiscal year then the property will be wvalued
as Ind¢¥idé reserves.

When there has been no production during
the second or third most recent fiscal year,
the production for the current year will be
factored by .5 and the production for the

earlier fiscal year in which production

existed will be factored by .5 and the
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resulting two figures will be added together
to arrive at the average annual production.

If there was no production in both the
second and third most recent fiscal years
then the production for the most recent
fiscal year will be factored by 1.0 and the
resulting figure will be the average annual
production.
{3Y (4) Barren. -- THOE&/propérLidd/vwhéié
¢HAL/LIGRES/ A&/ SdpAY A¥E TS/ ENA/SY / Ind IV IANALTY

Fee properties, mineral properties and/or

those coal properties where the coal rights

are owned, and the existence of 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 § 11.04(a) (1) (C).]

(7Y 7 /1hdeEivE/RESELYEL /14 IRAELIVE/EEEdYVéd
A/ EVide/ deAd/SE/EBAL ]/ SY [ PDLE LS/ EREFEDE ]
WHIEK/ AFE/MiARABIA/ ARd AEXERARLAV I/ PhE/ dré
hot/Adtive /hIRIAG/ PLBpEr Ly [/ b2t/ AdEIvé
Yédérvésd.

[8Y (6) Life of Mining Operatjon. -- The

l1ife of a deep mining operation shall be

fifteen (15) years, or the number of years
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required 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 operation shall be ¥&A/(18Y
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/ IVEYERARLAVIE/COAY L/ ++/CAAL /RIEH /14
SrAIRAL LTS /idéd/Edr/ 4414/ dnd/ LAA/AEUAT LY/ B

dO1A/ AL/ 4/ LS ELLL

LIB8Y (7)) Metallurgical Coal. -- This term

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

A11Y (8) Mineable Coal. -- CHAL/WRIEH/EAN/ Y
Hidéd/vhdérs /préddnt/ddy /midindg/ LécindIddy /dnd
dédndniidd/ Coal which is so situate that it

may be mined using generally accepted mining

practices and suitable equipment and which is

such quality 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,

f12Y (9) Mined-Out., -- A seam of coal, or

any portion thereof, which is depleted by
prior mining operations and which is not
mineable #And/Mér¢éWdntd¥lé by modern technology.

A13Y (10) Mining Operation. —- This term

shall mean an enterprise engaged in actively
obtaining or preparing to obtain coal or its
by-productsg 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 11.04(b) (2). The desig-
nation of "Active Mining Property" areas
shall be determined as follows:
(i} If the mining operation is producing
coal from one seam under a Department of
Natural Resources or Department of Minéd
Energy permit, then that operation will
be designated as an "Active Mining
Property." However, i1f the mining
operation is producing coal from more
than one seam under a Department of

Natural Resources or Department of WMiféd

Energy permit, then each active seam




State Tax Department

Leg. Req.
Series IA

11-1A

will be designated as an "Active Mining
Property."

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

of coal involves different mining
techniques (e.g. surface, auger or deep
mining method), or if mining sites are
separate and generally independent, then
such sites will be designated as separate
"Active Mining Properties."

L14Y (11) Multiplier. -- This term shall

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

[s§ 11.04(b) (8Y (7)] employing the capitaliza-
tion rate determined in section
11.04(c) (1) f2Y (I), as determined by a

standard mid-year life Inwood table.

{(12) Recovery Rate. -- This, which is also

known as mining height, is the percentage of

the marketable coal seam thickness that is

recovered through the mining process.
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(13) Reserves -- Reserves are those seams of

coal, or portions thereof, which are mineable

and contain recoverable coals, but are not

active mining property.

L13Y (14) Royalty Rate. -- The rovalty

rates determined annually by the Tax Commis-
sioner are the current market royalty rates
for arms-length, willing-buyer, willing-
gseller, transactions for each of the four
categories of coal mining operations derived
in gection 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 payvments for property tax purposes.

L18Y (15) Steam Coal. —- This term shall

mean bituminous coal that is mineable #4#d
néréndrnfdpl¢ but that is not suitable for
making coke by industries that refine, smelt,
and work with iron and/or steel.

(16) Thickness. ——- This, which is also known

as seam height, is the measurement of all

visible coal, including any thinner coals

{splits) seen above or below the main block

of coal.
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(17} Unmineable Coal. -~ Coal which is not

mineable ZAA/NE¥¢NANLAVIE as defined above.

(18)

1800 Tons per Acre-foot, —- The specific

gravi

ty of bituminous coal ranges between

1.15

- 1.5 depending on rank, moisture and

ash ¢

ontent, and averages 1,32.

1800 Tons/Ac. Ft. =

3

62.4 1bs/Ft> of water X 43,560 Ft> Ac/Ft x 1.32

2,000 lbs/ton

{c) Valuation Methods.

(1)

Method for Determining Value of Active

Mining Property.

(A) General. -— The value of active
mining property shall be the #Avérddé
ARRVATY /DY SAUEE LN/ Eihdd / A/ ¥ SYATILY /1dLe
tindd/d/wdI#iplidy¥ value per active acre

times the amount of active acres.

(Active Acres are described in Section

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

active mining property be valued at less
than its value as IAd#¥ivé reserve
property.

(B} Value per Active Acre. —- The value

per active acre is determined through

the following formula:

Thickness (ft.)
®x 1800 Tons Per Acre Foot
X Recovery Rate
x Royalty Rate (steam) (deep or surface)
X
X

% Steam Coal Market
Multiplier

-10-
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+ (Mine Life (vyrs))
(Plus) Thickness (ft.)
x 1800 Tons Per Acre Foot
Recovery Rate
Royalty Rate (metallurgical)
(deep or surface
X % Metallurgical Coal Market
X Multiplier
=+ (Mine Life (yrs.))

b

w

(C) Thickness (ft.,). -— See definition

in section 11.04(b) (16).

{D) 1800 Tons Per Acre - Foot. -- See

definition in section 11.04(b) (18).

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

section 11.,04(b) (12).

{BY (F) Royalty Rate. —- For use in

the formula prescribed by this regu-
lation, the rovalty rate(s) shall 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) Surface and auger mines, steam
coal; and

{4) Surface and auger mines,

metallurgical coal.

-11~
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These royalty rates shall be established
annually by the Tax Commissioner after a
review of recorded, willing seller-
willing buyer arms-length coal property
leases that have occurred in the State
of West Virginia during at least the

last five (5) vears ¥UE/EIgWNE/ARY/Yédrd
AVI/Yal/eodé/8/11+1A+2Y 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 MA¥¢¥ May 31 of each
year; will accept written public comment
on the survey until MA¥Y/Y June 15 of
each year; and issue the final royalty
rates on or before July 1 of each year.
This survey of royalty rates will be
constructed (to the maximum possible
extent) to indicate the following: (1)

county in which leased property is

located, (2) deed book, page number, (3)
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lessor-lessee, (4) date recorded, (5)
acreage involved, (6) seams involved,
(7) type of mining operation, and (8)
consideration made. T7PHAEE/EAELE/WHEYE
tHe /1R A4ENSTA/ LY Avddd LI/ L4114/ ¢
tOREALN/ &/ PSS ALY/ donEIAdSPALISR/WILL /DL
Bé/IndIndéd/In/ ENé/ dvf¥éy! From this
survey, the Tax Commissioner will select
the royalty rate(s) that best typify
such transactions., In order to convert
percentage royalty rates into specific
dollars per ton rates, the Tax Commis-
sioner will separately conduct a review
of West Virginia coal selling prices,
and select 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 royalty
will result in the specific dollar per

ton royalty rate factor.

(G) % Steam and Metallurgical Coal

Market. -- See discussion in Section

11.04(b) (2).
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{H} Amount of Active Acres. =- The

maximum amount of active acres for each

active mining property will be 15 years

times acres mined for deep mines and 5

vears times acres mined for surface and

auger mines.

{2Y (1) Capitalization Rate. —-- The

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

rate indicators.

(1) Definitions.

(i) Bands of Investment

Discount Component. -- A

discount rate derived by
assigning rates to various
debt and equity investment
financing tiers and summing
these rates, weighted by their

respective percentages of

total financing.
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(ii) Discount Component. == A

rate reflecting a provision
for returning to an investor a
sum of money equal to the
aggregate of the anticipated
return-on-investment over the
economic 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 equal
periodic rate of recapture of
the investment over this
return period.

(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 component and

propertv taxes by the arms-
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length selling price of the
property.

(vi) Market Comparison Method

of Recapture. -~ A recapture

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

{vii) Non-liquidity 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.

{viii) Property Tax Component.

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

(ix) Recapture Component. =~ A

rate reflecting a provisicn
for returning to an investor a

sum of money equal to his

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

{xii} Summation Discount

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

(2) Discussion. -- The capitaliza-

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

accepted methods for estimating

-17-
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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
capitalization 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 technique 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
gtreams adjusted for
recapture by verified
recorded arms-length
sales transactions for

active mining properties

-18-
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which have occurred in
the State of West
Virginia during the #idWe//(8Y
five (5) years [W(/Yd!
Codé/8/11+1K+3Y prior to
the annual appraisal
date. The market compar-
ison discount component
selected will be based
upon those rate indica-
tors best typifying
activity in this éidi¥/[(8Y
five (5) year 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.

{ii) Summation Technigue.

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

the market comparison

~-19-
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technique, the summation
techniques 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 coffered on
thirteen (13) week United
States Treasury Bills for
a period of three (3)
years prior to the
appraisal date. The
"Risk Rate" will be
developed through review
of data resulting from an

annual survey of lending

~20-
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institutions, such survey
reflecting interest rates
required on loans for
acquisition and/or
development of coal
properties. This survey
will be conducted for a
three (3) year period
prior to the appraisal
date. Results of the
survey will be compared
to quarterly interest
rates offered on thirteen
(13) week United States
Treasury Bills for the
same three (3) year
pericd. An interest
differential will then be
selected representing the
"Risk Rate." The "Non-
liquidity Rate" will be
developed through an
annual survey to determine
a reasonable estimate of
time that coal properties

remain on the market

-21-
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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-liquidity Rate."
The "Management Rate”
will be developed through
a survey of investment
firms to identify charges
for the management of
investment portfolios.

(iii) Bands-of-Investment. —-

Data permitting the Bands-of-
Investment technique will be
considered in conjunction with

the two (2) previously mentioned

discount estimate components.
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(b} Recapture Component. --

Selection of a multiplier will be
accomplished through access of a
standard mid-year life Inwood
table. The Inwood table has a
factor for recapture built into 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
maltiplying the assessment rate by
the statewide average of tax rates
on Class III property. At the

present time research indicates

that royalty rates do not include

property taxes as a component.

Thus, this component will not be

used in the capitalization rate as

defined in these requlations unless

the above described general practice

of the coal industry changes.

(3) The surveys referenced in Section

11.04(c) (Y LY (1) (2) will be conducted

——a

and tentative results published by the
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Tax Commissioner on or before MAr¢éd May
31 of each year. Public comment on such
surveys will be accepted until M&y/1
June 15 of each year, and final results
will be issued on or before July 1 of
each year.

A2Y/IVAIMALIdA/SE/Réfiv e/ RESLY VL)
ARY /1 @ERELAL [/ 44/ TS/ HATUE/ S/ BASH/ Ao é
PE/AdLive/ Y dddvvéd /dNALL/é/dhd/ LEALR/ b1
the/péY/dété/vaAINd /D /ddLivé/hinivig
propéreiys
ABY //PEL/BExE/VAIAL/SE/REEIVE/MINIAS
PLOperey /44 /Péd/ddd e/ vATINE/SE/ ddLivé
RIAIAg/pYOpEr Ly /ddudld/ ERe/VETvé/ o1
A¢tive/Minind/pLoperty/dd/AdddLived/in
S/ITLDALLY ALY [ ALNIdEQ/BY /£ /Avkohibd o/ SE
Adréd/ I/ e/ AL ivé /bining /P dvér Lty /
ACY /1 IR/ ENE /et /LRAL /LRSS Ad Qv é
YéderdE/vALME /Pt /ddvd/ 18/ TEdE/ fHAR/ LI
Ihddtivé/téddydé/value/ ey /ddde ]/ LiRé
LRAEEIVE/ FeddYVé/tEdidnd) /Halved/pér /dddé
Will/Veé/ hééd/

(3Y (2) valuation of Ird¢f{iyé Reserves.

() General. -- Ihdétivdé/? Reserves
shall be valued considering a review of

gsales reflecting arms-length, willing

-28~
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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 Indétivé coal reserve
value shall be the product of the
ivd¢¥ivé reserve acres multiplied by the regional
iddé¥ivé reserve value per acre for the

region in which the property is located.

(BY Review of Iddf¥ivé Reserve Coal

Property Sales. -- The values per acre

for itdé¥ivé reserves shall be estab-
lished annually by the Tax Commissioner
after review of recorded willing seller-
willing buyer arms-length coal property
sales that have occurred in the State of
West Virginia during the &idh#/(8Y

five (5) years (W//YA/l/¢odé/8/11+1R+BY
prior to the appraisal date, and through
inspection of other appropriate informa-
tion IA¢IVAING/EUEL/ELEEEL/DE/ENE/E11é/DE
YHE /PAYELTE/ DR/ ENE /P /dévé/vdaTvé. This
review will place a greater emphasis on
the information and sales transacted
during the most recent years. The Tax
Commissioner will maintain and publish

this survey (report) of I#dé¥ivé coal

-25-
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property sales on or before MAr¢W May 31
of each year; will accept written public
comment on the survey until Wéy/I
June 15 of each year; and issue the
final regional values per acre on or
before July 1 of each year. This survey
of Ifd¢fidé reserve coal sales will be
constructed to indicate the following:
(1) county in which the property is
located, (2) deed boock, 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 Iddé¢fiv¥é¢ acre that
best typify such transactions.
(C) 1Ida¢fivé Reserve Regions. -- @f/¢né
FLf¥y+EIVE/Evntidd/Ih/ WS/ VI GIALA]
YHe/BHa¥E/CEPLSGICAL [ And /Re bl d /SR VY
WS/ 1At 1 fidd/ £ndL /hinedBLe/ dvd
BErERAREAVIE/ EOAL/ Aepdditd/ dddid /Sl /I
LAY LY+ EdMY /dbihtidd [

The férfy+fov¥ counties containing

mineable, WérEéWdvidbhld coald seams shall

be grouped into five (5) regions based
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on type of coal seams, location, owner-
ship patterns, mining activity, and sale
prices of iddéfivé reserves.
(1) Region 1 - Brooke, Harrison,
Marion, Marshall, Monongalia and
Chio Counties.
(2) Region 2 (No present mining) -
Cabell, Calhcoun, Docddridge, Hancock,

Jackson, Pocahontas, Putnam, Roane,

Tyler, Wetzel dnd Wirt, and Wood

Counties and the northwest portion
of Kanawha County (Jefferson,

Union, Poca Piéf¥i¢td , and part of

Big Sandy and Elk Districts that

lie north of Elk River}.

(3) Region 3 - Barbour, Grant,
Mineral, Preston, Randolph, Taylor,
Tucker and Upshur Counties.

(4) Region 4 - Braxton, Clay,
Gilmer, Greenbrier, Lewis, Mason,
Nicholas and Webster Counties.

{5) Regicn 5 - Boone, Fayette,
Lincoln, Logan, McDowell, Mercer,
Mingo, Raleigh, Summers, Wayne and
Wyoming Counties and the southeast

portion of Kanawha County
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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/ENE/ e lAlndg/E1vén/ (1LY
¢OARLidd [/ ¥/ [2Y [/ 3ELLE b/ ARd /LAY
HaYE/Pedh/¢1ASEILIdA/Ad/AdRAEDAL/ AR/ £ 1h
SEREY /IR / LG /BEXUE LY | /NS g/
Ranpeniré [ /PendleLon/ /et de !/ ddekddn/
Wodd/ /RIVYEULE/AAA/PILALARLE/AYE/ 1141 ed
2/ ¢oRLAInIAG/ERIAL [AARIASAVTE/ Eddntid ]

If under any circumstances, the

coal in any of the éIé¥éA/[(I11Y remaining
counties not listed above beccmes mineable
Ard /e EndnEdplé, that county will be clas-
sified in the appropriate region.

(D) Multiple Seam Parcels., -- For parcels

containing more than one mineable

e rERAnEdBI¢E seam, the Ihdd¥ivé reserve
portion of the seam(s} being mined are
assigned 100% of the value determined by the
method summarized in § 11.04(c) (3). The
remaining unmined, iIAdé£1¥é reserve seams
shall then be ranked according to their

mineable//néréAn¥d¥lé acreages. The largest

reserve seam and the second largest reserve
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L&Y /]

(3)

tment

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

§ 11.04(c) A3y (2). The third largest
unmined, ivddétivé reserve seam is valued at
75% of the amount as determined by the
methods summarized in § 11.04({c) (3Y (2).
Subsequent reserve seams are each valued at
50% of the amount determined by the method

summarized in § 11.04(c)f2Y (2). The final

valuation of ihdé¥iv¥é reserves on a parcel is
the sum of each of the individual wvaluations.

VAIVALI4R/SE/MIAEd+PUY /UK TIALAVT &/ BALEER/CHAL

ProperLiddl /++/Propertidd/ 1A/ Lhid/ ddtdddty
SRATL/ Ve /HAIARA/ AL/ BT L0/ P/ did Eddd/dddé!

Valuation of Unmineable Coal Properties.

Properties in this category will be

valued under one of the following categories:

(A) Parcels in which each and every coal

seam is unmineable or where each seam is

partially unmineable and the remaining seam

portion is mined out or barren, will be

valued at $5 per deed acre.

Example: 50 acre parcel -- 3 coal seams

- Seam #1 = 50,00 Ac Unmineable

20,00 Ac Unmineable,

- Seam #2

30.00 Ac Mined Out
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- Seam #3 = 40.00 Ac Unmineable,

10.00 Ac Barren

Unmineable Value = 50,00 Ac(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 amcount 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

propertyv's coal valuation..

Valuation 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

Seam #2

Il

50 acres mined out,

50 acres barren

Value 100 Ac (deed) x $1 = $100

(B) Parcels in which an acre or acres of

mined out/barren coal exists in any seam will

be valued at $1 times the amount of mined

out/barren acreage in the seam with the least

amount of mined out/barren acreage.

Example: 100 acre parcel -- 2 coal seams

- Seam #1 = 90 acres mineable,

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 to complete the

property's coal valuation.

{5} Total Coal Valuation. -- The total coal

valuation for any coal parcel will involve the

value for all active acres, all reserve acres and

specific categories for unmineable and mined

out/barren acreage. Thus, the total amount of

coal acres valued for any parcel shall not be less
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than the amount of deed acres, and total wvalue for

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

f8Y (6) Summary of Valuation Methods.
(2) PAM/ LA/ SR/ ¥NPES /P dperEidd /Withh
niAddplé/ And /hdréndntdblé Properties that

involve coal shall be valued as follows.

RELIHE/MIBInG /PLOPELLY

ARYELAGE/ [ /1111111 ARSYALESS [ /171771700010 0T 1071777 KAetivdé/Coal
TERARRAL/ /77171 1RITIREEES 1111 1R [ AMRLELPYLELY [/ [#] ]/ [ REAL/ PLbpéL Ly
[RLBARELLERAY /[ /11 /RELITSAY /1177171011077 777 1YATRéY

Active Mining Property
Value per Active Acre X

/
/
/
Active Acres = Active Coal

Real Property
Value

Eetivéd [Redeyye /PPy y

R A A e X S 2 058 L
AREEIHE/ /71171 KREL/RELE/VYRIAL/BLS /1111117777171 71L8AL/REZL/PLBP#
IRELELFEEY [ /K] [ TRELINE /MIALIASG/ PLSPEL LYY /IR TBR/#] [ /L L4/ VATAEY

IRALEIVE /RESELLE/PESPES LY
KPSELAL/ /171717717771 AREGLOALL /Py /ReF ¢ AIRALLive/CoAL

AR
[TAAGEINE/ 11711/ 11X 11 IRACEISE/RESEIARES [ /][] ] 1#] ]/ RédddAEE/REAL
IREEELVE/REFSEY /1111 INEGIREY /1111711711110 0010117117111Rtdpétty/ VALY

Reserve Property

Regional Per Acre Reserve Seam Reserve
Reserve Value X Acres X Factor = Real Property
Value
Unmineable Property
$5 Per Acre X Deed Acres = Unmineable Coal
Real Property
Value
Mined Out Property
$1 Per Acre X Deed Acres = Mined Out Coal
Real Property
Value

Barren Property
$1 Per Acre X Deed Acres = Barren Coal
Real Property
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L6Y

Value
ABY [ /Mhinéd+ddt ] /ddtiindABLd/ dhd / VAL / EDAL
ProverLide/sHALL /e /YATAEd /4L /ONE/DSLT &Y
ABLIBQY /péy /b Eddd/ dévél
f2Y {(B) The total value for coal properties
will be the sum of the value of active mining
property, AELivé/fEédivéd]/LNe/InddEivé

reserves AAd/¥Wé unmineable, mined-out/{

vinhinéd¥)lé and barren acres.

{BY (C)} 1If other real property interests
are owned in the coal property acreage, then
the value of those additional interests shall
be added to the total value of the coal
properties to arrive at the total real
property value.

(7) Leasehold Interests. —-- These regulations

generally attribute the value of coal to the owner

of the coal property. 1In those circumstances,

however, where the owner of the property is

subject to a lease requiring the owner to permit

mining at royalty rates substantially below

current market values, the owner may petition the

Assessor, 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 coal 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:

(A) Where income or royalty is not derived

from the coal rights (coal rights not leased

or non-producing) the coal interest shall not

be wvalued.

(B} Where income or rovalty is derived from

the coal rights (coal rights leased or

producing) the coal interest shall be valued

as feollows:

(1) Fee estates where the annual

wholesale value of farm commodities or

products, 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

+his 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
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applicable coal values shall be added to

the surface farm use value.

(9) Property Reports. -- Prior to November 1 of

each year the producer and coal owner will be

required to file reports with the assessor of the

county where the coal property is assessed. These

reports will be designed by the State Tax Commis-

sioner so that producing properties will be

reported by the producer (with acknowledgement to

the coal owner) and reserve properties will be

reported by the coal owner.
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Section 11.05(a)

11.05. Valuation of Producing and Reserve 0il 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 natural gas ownership or

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

separate estate, West Virginia property tax law requires
such ownership to he listed, valued and taxed based on its

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

gas is part of a larger interest in a tract of propertv, the

value of the oil and natural gas interest shall be included

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

may be owned without being produced. 0il and natural gas

rights may exist where no oil and/or natural gas is actually

present, or where the o0il and/or natural gas is unproducible

or depleted.

{BY (See 11:05(4d) (18) (Page 30}) /RAAVAL/REPASLELS/#+/THE
Tdk/CoMMIdEIAARSY /HITL/PABILEN/ AR/ AAARATL [ F ey L/ £dE /£
VAYIdV 144/ LD/ BE /EoREIAevd/ IR/ AP IV IR/ AY /¥ RE/HATME /S L/ £ Wé
BPEEIfid/BLIAYELALEA/ PLOVELLY L/ /THEEE/ L EpBY ¥¢/WHER/ LEAMTV éd
BY/ERE/ Y ESRTALISA/WILIT /YE/PABLLENEA ] / B dd ¥ ed /¥ D/ Edrtmiénit

~
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ARA/LAKE/ELELEL/APAA/ RS/ SENAART &/ S /SUE/ TR/ ENLE/ b ¥ 1dH ]
RLL/ AR/ Lepdrid /ddd e/ BE/ DB LIEREA/SA/ SL /BELSEE/ £HA/ BP¥U /Ay
SE/ROY LT/ VY EEeAing/ tNE/ A4448tEht/AANS [/ EST L BWdd /By / &/ ¥RILEY
day/pér1dd/ £Y /Nt 1L EER/ PUVT I/ EOMAEAE L/ [ THE / T/ COUnh T4 L DAY
WLLIL/YEtidv/Yhe/¢OvmEnt e/ And/ Préddht/ LRE/ EIRAL/ VAT UAS /L / L1t
YALIABIEE /LS / Ve /Aédd/ IR/ RS/ ASELSERL ) YEAF /D) BY /B LSY &
Jdlj/I/éf/éééﬁ/ddléﬁddt/?éﬁff//Tﬂééé/fiﬁdl/#dlﬁéélﬁill/ﬁé
POELER/ LA/ LRE/ EORRL Y/ AEEELEDY S/ BELIEE/ ARA/ENE/ SEAE S
Régidtdr(

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

Properties., =-- Parcels of property thought to bear

0il and natural gas or having the o0il and natural gas

mineral interest separated from the fee of the property
will be classified as ¢1Y producing property, ##éidgnéd
pil/tédérvéd/ oY /dhdgdidridd/di1Y/¥éddrvéd! leased,

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

EroEertV.

{c) Definitions.

(1) "Natural gas producing propertv" means the
propertyv from which natural gas ié/¥éirg has been

produced or extracted at anv time during the most

recent assessment vear. Natural gas producing

property includes the interest or interests
underlying an area of 125 acres of surface per well

with active wells on the parcel. Also to be




State Tax Department
Leg. Reg. 11-1A
Series IA

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 property from
which oil i1é/Véihd has been produced or extracted at

any time during the most recent assessment vyear.

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

property is the parcel acreage above the 40 acres

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

as determined by the Tax Department.

L2Y /[ VPRES1EREA/BLL/ F YV E/PrSPEr LS ) /AR /PrdperLidd
IR/ AR/ AYdd/ St/ pAEERELAL /proddd£ion ] /dd/ détditindd/ by
tUE/TAR/ PEpAL FAEAL /DAL FE O/ WHICH/ LRELE/ NAS /BEEA/ o
PASE/PrIAREELISR/SE/DLIL |/ Y /ERE/pAYL/SE/ A/ DAY ELT ) Ed o
wﬁi¢ﬁfﬁﬂéfélﬁéé/Mééﬂ/ﬁdét/ét/¢ﬁfféﬂ£/¢f¢dﬁé£iéﬁ/£ﬁét
Iiéé/éﬂﬁéidé/dﬂ/éil/¢fédﬁ¢1ﬁ¢/¢f¢péfﬁj1/éf/ﬁﬁé/ﬂﬁ
ALYEd/BE/ SUNLEALS /PY WL/ S/ SLL/ pLEAUE LIRS/ PEBPEL LY
LE/ERS/HELL/ L8/ ERALAIN/ £SY /N /it idé/yeédr!

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

property" means properties that are leased by a

lessor +o a lessee on July 1 of the current assessment

vear, but was engaged in no production during the
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same assessment year period of July 1 through

June 30. This category shall 4l#¢ include any

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

This category shall also include any acreage owned

by a company or individual whose primary business

involves the production or leasing of any oil and

gas properties.

ABY 7/ TVRABE14REA/BIL /4 VS / PYDPELLY ) /Hddn
PYOPerLidd /duLEidd/BE/ ¢ RE/ AV EA/ D/ pALERELAL/ ProdUdELbn/
A8/ AELEdNIREA/ VY / ERE/ PAk/ DEPAY ¥HERAE [ / LA/ WRIEH/ £ Y
,gil/ﬁiﬁétdl/iﬁﬁéfééf/Hdé/Eééﬁ/ééﬂ#éﬁéd/ééﬁéfﬁﬁélf
ELOb/LRE/ LA/ SE/LRE/ PLEPELEA | 1 DF/tNE/ AD/ AL FEE/ BF
BUY EALE/BEY /KELL/BE/BLY /DY OAUG IS/ PrEPSY LY/ L E/ L1
WEIL/WAd/ Vb /pLhdded/ dAd/ ABAnddnad/ A4/ Fedhitdd /By
REEICYE/ A1/ CRAPLLY 22/ SE/ LR/ WEEL/VIFGIRLA/COAL/ WL
VAL/CSAL/ 8/ 22A AL/ S8/ 840/ (1981YTL

(4) "0il and natural gas non-leased, non-producing

property" means properties that are not leased on

July 1 of the current assessment year and was not

engaged in production during the same assessment

vear period of July 1 through June 30:; or the 125

acres of surface per well of natural gas or the 40

acres of surface per well of o0il producing properties

if the well has been plugged and abandoned as

required by Article 4, Chapter 22 of the West

Virginia Code [WV Code § 22-4-1 et. seq. (1981}1].
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(5) "Working interest" means the fractional

interest in o0il and natural gas production subject

to operating expenses and owned by the leasehold or
Operator. Owner operated wells are to be valued
using the working interest formula.

{(6) "Royalty interest" means the ffactional

interest in o0il and/or natural gas production not

subject to operating expenses and retained by the
o0il rights owner or lessor. DFELY LALAG/ LSY AT LY
iﬁtéfééﬁé/ﬂéﬁ/1ﬁ¢ﬁfﬁiﬁg/éﬁéfdﬁiﬁé/éiﬁéﬁééé/dfé
’ffédféd/éﬁﬁifél?/éé/féﬁdlfj/iﬁtéfééﬁl

(7) "Overriding royalty"™ means the fractional

interest reserved or purchased by a seller of a

lease to another party, thereby participating in the

Jross proceeds of production from the lease while at

the same time incurring no operating expenses. Such

overriding royalty interests will be appraised using

the rovaltv interest formula, but is to be placed on

the personal property books of the county in which

the well is located.

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

and natural gas from any well on an oil and natural

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

oil and natural gas from all wells on a producing
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property whose initial production date is more than

two years prior to the date of valuation.

(10) ™“Personal property” used in oil and natural
gas production means machinery and equipment in and
about the well and all other tangible personal

property used in producing oil and/or natural gas

from the well. It shall not include vehicles or
other tangible personal property not permanently
used in production.

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

ﬁersons, corporation, partnership, adventure or
other enterprise which preoposes to 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-leased, non-producing

natural gas propertyvy,
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(a)

Section 11.05(4)

Metheds of Valuation.

(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 rovalty
interest property//PIAE/A2Y/4/vALAE/ AL IVALAVIE/ £
tRE/PELESRAL/pLBpEr Ly /Udéd /1A / DLdAULL ISR/ péd /HEl]
tinéd /Lhé/AAtbéy /S L/ pLOAUE IRG /AL L/ dA/ LS/ pidper Ly
£OY /hdrhing/ IntéredL/ prdpéfty{ For natural gas

producing property, its value shall be determined by

a formula which applies a multiplier to the quantity

of the gross receipts minus the rovalties paid for

the working interest or a multiplier times the gross

rovaltv receipts for the royaltv interest.

Where ownership is split through a lease or
royalty arrangement, different multipliers will be

used for the working interest and the rovalty

~interest. Each term in this computation is discussed

below.

[2Y (See 11.05(d) (3) (Page 8)) Avéraddé/BAily
PESAUEE IR/ /#4/ TR/ A¥érade/da11S/ bLoddeE1bh/ b2/ A
BALIHELL/LE] L4 [ BLOAAAELOR/ LALE ] hbadvirad/ 1h/ Edtrhd
BE/BLL/E1ETA/ EEARAALA/ A2/ GAT ISR/ BALEELS [/ EOF /{1
SEAL/ PrALEATRA/ S/ ARRUAL / £dk/ dddbddridnt /ddve/
ATPIAGA/Bf ] £HE | AUt/ SE/ EATL/ OF /AL ELAT/ddpd/ bE
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Well/ProdAELion / /PALLIAL/ddYd/ dRALT/ IAEIMAL/ LI
ALLSWEA/ ESY /I £D/ BT LG L /Y Ehddn/ printpindd !/ /PALL
SY/PALLLIAL/AAYE/UALL/ASE/ IACIAAL /£ Ivhé /iR /WL ]
NEALPLOAUECLIAA/ L LEATEE /£ It/ WL UYL [ /¥ AL IATINRG] [ o
Well/MALInLEndnde /]

(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 to be
ﬁhe royalty payment to the owner. The remainder is
the working interest. The Tax Commissioner will
annually determine an assumed average working and
royalty percentage interest through a review of oil
and gas leases from throughout the State.

(3) Average Production Rate. == Gas - The Tax

Cormmissioner will annually determine and report the

production rate of natural gas wells through review

of information filed with the West Virginia Department

of MiAéd Enerqgv, Office of 0il and Gas, and data

provided bv companies and individuals. The production

rate will be used in the method described in the

reqgulations for the determination of the formulas to

be used to appraise natural gas producing properties,

0il - The average daily production of an oil

well is its production rate, meéasured in terms of
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0il field standard 42 gallon barrels, for the year
preceding the annual tax assessment date, divided bv
the number of full or partial days of well production.
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
éer barrel by the major West Virginia crude oil
purchasers. The Tax Commissioner's annual report on
the average industrv market price should reflect a
reduction for average Federal Windfall Profits

Tax and West Virginia Pudidddd/dnd/@LevpdLidn
Severance Taxes deemed to be paid by the working or
rovalty interests in the production. The average
industry market price will be used in the methoed
described in the regulations for determination of
the-formulas to be used to appraise oil producing

properties.

Gas - The Tax Commissioner will annually derive

and report the average industry market price bv

reviewing the price paid per MCF by the major West

Virginia natural gas purchasers, a survev of oil and

gas_associations, and Department of Energy statistical
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data. The average industry market price will be

used in the method described in the regulations for

determination of the formulas to be used to appraise

natural gas producing properties.

(5) Average Industrv Operating Expense. -- The Tax

Commissioner will annually determine the average
industry operating expense per well(///dAd/pdpIIidH
LHAY/ dApéndd/In/dR/ARRMAL/ tépdrL/. The average
industry operating expenses per well will be used in
the method described in the regulations for determi-
Aation of the formulas to be used to appraise ¢il
producing properties.

(6) Average Industrv Production Decline Rate. --=

The Tax Commissioner will annually derive and report
the average industry production decline rate by a
review of well production records located at the
West Virginia Department of WiAéé Energy, Office of
0il and Gas and data provided by companies and
individuals. THE/PA%/Covtmiddionéds/will/AdndALITY
pﬁbiiéﬁ/é/té#éfﬁ/éﬁ/iﬂé/fééﬁlf/éf/ﬁﬁié/fé#iéwi//Tﬁé
AVerdde /production/ AedLind/ taLE/WILL/Be/idéd/in
FORTUAGLION/WIEH/ L1 /dddrtdd/ dvdrade/ddlTS/prsdvction
LAEA] ESL/EALINLALIGA/ SE/BRTEIBLIELE/ ESL /L1 /4AL LU
prodvction/ ¢144difi¢atisné/ The average industry

production decline rate will be used in the method

described in the regulations feor determination of
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the formulas to be used to appraise producing

properties.

(7) Capitalization Rate. -- A capitalization rate

will be developed considering the ihree components

set out in § 11.05(d) (7} (B). This rate will be used
to select the factor(s) from a standafd mid-year

life present worth of one table using a compound
interest premise. (See § 11.05(4)(10) for an
example.) Below is a listing of terms and definitions
emploved in developing this capitalization rate.

(3a) Definitions.

(i) Bands of Investment Discount
Component. -- A discount rate derived by

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 equal to the
aggregate of the anticipated return-on-
investment over the economic life of an
investment.

(iii) Management Rate. == A rate

reflecting a return to an investor for

the management of similar investment

portfolios.
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{iv) Market Comparison Discount. -- A

discount rate derived by dividing income
net of the rTecapture component and
property taxes by the arms-length
selling price of the propefty.

(v) Non—Licuidity Rate. —-- A rate

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

(vi) Propertv Tax Component., -- a

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 hig
investment,.

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

(ix) Safe Rate. -- A rate reflecting

a4 return to a investor 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) Summation Discount Component. --

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

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 oil and natural gas precducing

properties. The capitalization rate used to

value o0il and natural gas properties will be

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

(3) a propertv tax component.

(1) Discount Component.

(i) Summation Technique. -- The

summation technique will be given
primary consideration in the valuation

of 0il and natural gas producing

property. The summation technique
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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) Non=-liquidity Rate

(4) Management Rate

The "Safe Rate" will be developed
through review of guarterly interest
rates offered on thirteen (13) week
United States Treasury Bills for a
period of one (1} vear prior to the
appraisal date. The "Risk Rate"
will be developed through review of
data resulting from an annual survev
of lending institutions, such survey
éeflecting interest rates required
on loans for acaguisition and/or
development of natural gas producing
properties., This survey will be
conducted for a #W¥éé/[2Y one (1) vear
pericd prior to the appraisal date.

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

will be developed through an annnal
survev to determine a reasonable
estimate of time that natural aas
properties remain on the market
before being sold. The market time
thus determined will be used to
identify United States Treasurv

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-liguidity Rate." The
"Management Rate" will be developed
through a survey of investment firms
to identifv charges for the management
of investment portfolios,

(ii) Bands-of-Investment/Market

Comparison. ---Data permitting the
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bands-cf-investment technique and
market comparison techniques will be
used to verify the summation discount
component.

(2) Recapture Component -- Selection of a

multiplier will be accomplishéd 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 ccoefficients.
Inclusion of a recapture component in the
capitalization rate is therefore not appropriate.

(3) Property 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 -- 0il -- The multiplier serves to

combine mathematically the effects of the deemed
average daily production rate, average industry
market price of o0il, average industry well operating
expense, working and rovalty interest, flush and
settled production, average production decline rate
and a capitalization rate. [See § 11.05(d) (10)]
This multiplier will not 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 Commissioner. The
multipliers are to be used for o0il producing properties.
Separate multipliers shall be derived for each
of the following twelve (12) categories:
(A) Working interest in settled pfoduction for
average daily production between 0 and .750
barrels per day of oil,.
(B) Working interest in settled production for
average daily production of between .751 and
2,000 barrels per day.
(C) Working interest in settled production for
average daily production of more than 2.000
barrels per dav.
(D) Working interest in flush production for
average dailv production of betweenlﬂ and .750
barrels per day.
{E) Working in flush production for average
daily production of between .751 and 2.000
-barrels per dav.
(F) Working interest in flush produdtion for
average daily production of over 2.000 barrels
per day.
(G) Royalty interest in settled production for

average daily production between 0 and .750

barrels per dav. -
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(H) Rovalty interest in settled production for
average daily production between .751 and 2.000
barrels per day.

(I) Royvalty interest in settled preduction for
average dailyv producticn in excess of 2.000
barrels per day. |

{(J) Rovalty interest in flush production for
average daily production between 0 and .750
barrels per day.

{K) Rovalty interest in flush nproduction of
average dailv production of between .751 and
2.000 barrels per day.

(L) Rovalty interest in flush production for
average daily production of 2.000 barrels per
dav.

(8) Deemed Average Daily Production Rate. -- For

the purpose of determining multipliers for wells of
different productive capacities, wells will be
divided into three classifications. Those classifica-
tions will be:
(a) 0 through .750 barrels of average daily
production,
(b) .751 through 2.000 barrels of average dailv

production.

(c) Greater than 2.000 barrels of average dailv

-

production.
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For the sole purpose of calculating the rmultiplier
applicable to each classification of production, all
wells within each classificqtion will be deemed to
have the same rate of production and those rates are

as follows:

Classification Deemed AﬁP Rate
(a) 0 - .750 AbP 750 ADP
(b) .751 - 2,000 ADP 1.500 ADP
(c) 2.000+ 4.000 ADP

(10} EXAMPIE:

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

Average Daily Production ({ADP) Rate = .75 barrel

Working Interest = 7/R% of production

‘Royalty Interest 1/8 of production

Average Industry Market Price = $22.50/barrel
Average Industry Operating Expense - $3,600/vear
Capitalization Rate = 15%

Average 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 Income - Operating Expenses
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AL1Y//BEYESRAL /PLOBLL ¥y /PELA/ LA/ BLIY /PESAMELIBAL/ /#4
THE/Tdk/CotmidEidhéy /Will/AAAMALL Y/ AéL Ivé/ did

PUABLIEN/ A/ P EporE/ S/ LA/ dbdrdde /A Tvd/ b/ LS/ pértddnd]
PrOperiy /MEdd/ LA/ d1L/ predietidnl/ /TR /Tdk/Covmiddldnéy
WILL/Eéviev/ thed/ contddREd/dh/ LR/ HpdLL/ dnd/préddnt
Lhe/ VAT / EBY [ ERE/ per SRAL /DL Pty /Mddd/ IR/ S1)
Prodvdtion//TRIE/FATAS /WILL/ e/ DAL LIPILEA/ BY /L é
AURBEY /S E/prSARE LG/ ARA/ ENAEA LA/ WELTE/ SR/ ERE /P dpEr Ly
¢S/ ALY NIAS/ ERE/STEFALL/FALIE / S/ Pt ESAAL /P SPEX S
wééd/in/dL1/prodiéLidnd

{11) Summary of Valuing Oil Producing Propertv. =--

Each active oil property in West Virginia will be

valued in the following way:

Working Interest

1. (Working Interest (Value of 0il
Average Daily X {(Multiplier) = Producing
Production) Property)

PLVS

2177 AYALAS ) ESL/PRLESRALS /111111177177 771177717KTPSLAL/VATvie /B
[17] 1 RLOPeLEy/VESd/ Lh/ [/ X/ ANAABEL /SE/WELLEY / /#/ [ PEY ESRAL/PLOPEL LY
/////@il/?t@dﬁ¢£iéﬁ¥////////////////////////////ﬁééd/iﬁ/@il/?fédﬁéﬁidﬁY

Rovalty Interest

1. (Royalty Interest (Value of 0il
Average Daily X  (Multiplier) = PrEANAIAS /PLOBEL LYY
Production) Production)

PLUS

2. (Excess Acreage
Above 40 Acres X {(Rate per Acre) = (Value of Excess
Per Well) ] 0il Acreage)
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(12) Multipliers =- Gas - The multiplier combines

mathematically the effects of average industry
market price of natural gas, average industry well
operating expenses, working and royaltv interest,
average production rate, average production decline
rate, flush and settled production and a capitalization
rate. [See § 11.05(d)(13)1 This multiplier will
not be constant for all natural gas producing
properties. Each category defined below will have a
ﬁeparate multiplier. The multiplier will be derived
by conducting aﬁ income analysis of a tvpical West
Virginia well based on the aforementioned 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 production.

(3) Royalty interest in settled production.

(4} Royalty interest in flush production.

{13) Example:

The income analysis chart will be in the following
forms. 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 repor%s.




R N

-

State Tax Department
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Variables
Annual Industry Production Rate = 6000 MCF
Working Interest = 7/8 of production
Royalty Interest = 1/8 of production
Average Industry Market Price = 2.60/MCF
Average Industry Operating Expeﬁses = $3000
Average Industry Production Decline Rate = 7%
Capitalization Rate = 15%
Gross Income = Working interest production x $2.60

Net Income = Gross Income - Operating Expenses
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(14) Summary of Method for Valuing Active Natural

Gas Producing Property. =-- Each active natural

gas well in West Virginia will be valued in the

following way:

Working Interest
1. (Gross Receipts {(Working Interest
Less Rovalties) X {Multiplier) = Value of Natural Gas
Producing Property)

PLYS
JAYEYAE £/ PEYLSSRAL/ /1111101110 117T1777 ATOEAL /VALRE/DE

21/ 1117
1171 I RLSpELLY /VESA/ IR/ /RS ANARBEY /L /VATLEY /#/ [/ /PELE0RAL/PLOYEL LS
J1771BLYRESARELLSRY [/ /111111110101 0017 177171771 7888d/ 1A/ QLL/PEodUdLidn]

Rovalty Interest

1. (Royalties) X (Multiplier) = (Royalty Interest
Value of Natural Gas
Production)
PLUS
2. (Excess Acreage
Above 125 Acres X (Rate per Acre} = (Value of Excess
Per Well) Gas Acreage)

(q) VAIMALIdn/SF/ReE1dned/RESELVEL L/ /+#/THE/FATYE
BEY/Adrd/Of/Add1idndd/ Fe4E ¥ FEE/ ERALL /e / AUAL / £He
ARTRAL/ T2ALE/ pAYRERL/ Pét/ Aeré/ Ll s/t R /AT LIpTIIEL ]

R/ FAIGALIGH/ SLREARTE/ For /A4S 1dAdA/BLL/ ¥ e
Propériidd /WILL/bé/Aetérnindd/AARRALTS/BY/ LHe/TdA
CORIE4IGASY /dh/ A/ FRGLORAL / BASLIEL/ /TR /TAX/CAOMIASLSALY
WILIL/ARRRALLY/ SoRANEE/ A/ LEFIdw/SE/BLL/ AL ddndRLS
EYAREARY A/ AL/ AP RE/ LERGLR/ IR/ ALL/ ELELY A EIVE/ dBUALIES
Fo/ASLAYAIAS / HA/AARUAL/ LRASE/ pAYRERL /Py /Adr e[/ 48
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WELL/ A/ ERé/TEASE/ LEFtL [ /TS / TR/ Couuhi b Ldhd s /wiT T
RIS/ ESAAULE / A/ Le L/ S L/ RBRAAF Y/ SoUPLELIdRS / Ir /ALY

55/ééﬁﬁfiéé/dé/fé?éfﬁéd/fé/ﬁﬁé/Wéﬁf/Viféiﬁid/ﬁépdftﬂéﬁﬁ

éf/Miﬂéél/@ffiéé/dflﬁil/dﬁd/@iél//TMé/éééigﬂéd
PEEEYSE/MALEIPYIAL/ 14/ ¥R/ St/ SL/ LA/ PLofddfed

AARMAL/ Ihddutd /S LY AN/ ARL A/ LR/ LA/ ot/ d1dddvintdd

iﬁ/éd¢ﬂ/1édf/b?/d/édéitdliidﬁiéﬁ/fﬁfé[//Tﬁé/fééiéﬁé/
LR/ AARAAL /X EASE/ PAYTERE / PY /At |/ TdAde/ Lern ]/ dnd
mﬁlﬁiﬁliéf/Will/ﬁé/ﬁﬁ%liéhéd/éﬁﬁﬁdllj/iﬁ/d/fé¢éff/5#
LR/ TR/ COANRIELLBAEL L/ [ TRE/ TA%/ PRI S LSREY /11T
YEVIE/LHE /PABTILE /EonudnE S/ BR/ EUE ) PEPSLE/ ARA/ PrEESHE
ERS/VALAALIOH/ ASY EPAIAAL IR/ F L/ A4 4 L4TEA/ 1T/ Feddrve
22423138 5’44

(15} Valuation of lLeased, Non-Producing Acreage. --

The value per acre of leased, non-producing acreage

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

A valuation schedule for leased, non-producing

properties will be determined annually by the Tax

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

Commissioner will annually conduct a review of oil
and natural gas agreements 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 year by a capitalization rate. The annual
lease payment per acre, lease term, and multiplier
will be published annually in a report by the Tax

Commissioner and will be used to determine the

values for leased, non-producing proverty.
XKY//leﬁﬁﬁiéﬁ/ﬁf/ﬁﬂdéélgﬁéd/@il/Réééf#éél!%*
VN2 14hEd/ RESAY VAL /WITL/VE/YATAEA/ A4/ WA/ RENLIAZL
YALL/BE/BLIBO/péy /At E ] /VRASEIgAEA/ F ALY HAE/WILL/Bé
PrOpErLicdd/dvLdidd/ DL/t hé/ AV Ed/df [ poLéntid] / producLde
a8/ deternindd /By /U / TAR/ Cobhiddidner L/ /THe /Td%
Eémwiéé1¢ﬁéf/w111/dﬂﬁﬁéll?/éﬁbliéﬁ/é/fépéfi/df/ﬁﬁé
tedidhd /WRIcH/drd /¢ 1A4E1E1EA/Ad/AnAddIgndd /AT
teddrvéd

(16) Valuation of Non-Leased, Non-Producing

Acreage. ~- Non-leased, non-producing acreage will

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

in no instance will any o0il 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.

LY (17) Valuation of Wells that Produce Both 0il

and Gas. -- The valuation of these producing wells
shall be determined by use of the methods described
iA/8/11/8% herein for oil and §/11./96/fd¢

natural gas. EAEIAAIRG/LRE/FAIUL/ £SY/peY HKAL
PrOPErEiy/Mddd/ 1A/ PO LN/ e ENAAL .- These values/
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ineIUdIng/ £RE/vAIME / S/ péLddndl /propérty/ shall then
be summed to result in the overall value of the oil
and natural gas producing acreage.

THE /Td%/COtALE S LANEL /WL L/ AARKALY Y/ AéL Ivé/ 4ntd
PUBLIEN/ A/ ¥EporE/BE/ NG/ Abdrddé/vALRé/ S L/ Lhé/péLdondl
?fé?éfﬁj/ﬂééd/iﬂ/éil/dﬁd/ddé/ptédﬁéfiéﬁ[//Tﬁié/%dlﬁé
WILL/ P& /BALEIPLIEA/ B4/ LR/ Aty /AE/prodvd Ind/ dhd
ERSEALA/WEILE/ S/ ERE/ DL EPELLY /LS Ad LI/ £
SYELALL/HALNE/ O L/ PEL ESRAL/ PrOPEr Ly /Mddd/ IR/ SLL/ &nd
RAFRLAL/ddd/ proddetidnhl

(18) Annual Reports. -- The Tax Commissioner will

publish an annual report for the variables 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 on or before J¥ly/I May 31st of each vear,

followed by a 15 day period for written public

comment. The Tax Commissioner will review the

comments and present final variables and multipliers

to be used on or before July 1.

{19) Active Farm Properties -- The cil and gas

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

use of the surface has qualified as an active farm,

will be wvalued in the following manner:

Page 30
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{(A) Where income or rovalty is not derived

from the oil 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 o0il and gas

interest shall be wvalued as follows:

(1) Fee estates where the annual wholesale

value of farm commocdities or products,

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 oil and gas

interests shall not he valued under this

situation.

(2) Fee estates where the annual wholesale

value of farm commodities or products is

less than fiftv percent (50%) of the

usual annual gross income from all uses

of the property, the applicable cil and

gas values shall be added to the surface

farm use value.

(20} Propertyv Reports -- Prior to November 1 of

each year the producer and oil and gas owner

will be required 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 valuation of such

producing propertv, leased non-producing

property, and non-leased non-producing property

will be reported by the oil and gas producer,

lessee, and owner.
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11.08. Valuation of Other Active Natural Resources

(a) General.

(1) Other active natural resource interests, such
as limestone, fireclay, dolémite, sandstone,
shale, sand and gravel, and salt are some of the
several estates in real property which may be
owned either as a separate interest, or in con-
junction with other interests, usually as fee
ownership or as minerals ownership. If the other
active natural resource interest 1is owned as a

" separate estate, either absolute or as a leasehold
interest, West Virginia property tax law requires
such ownership to be listed, valued and taxed
based on its true and actual value.
{(2) Other West Virginia natural resource inter-
ests, such as lead and zin¢, manganese, iron ore,
radiocactive minerals, and oil shale, which at
present are not being actively mined shall be
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 resource interests may be
owned without being mined. These other natural
resources rights may exist where the natural
resource is not actually present, or where the

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

(A) Active |

(B) A¢tivé Reserves

(C) TIHdétivé/Rédérv¥éd Unmineable

(D} Mined-Out/¥YhnirédBlé/Barren

(B) Definitions.

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

average annual production as defined in
" 11.08(b) {4Y (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 ocut below,
times the recovery rate according to the actual
recovery of 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

3,600 tons per acre foot

Sandstone
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 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 AAA/MéréRdrfdblé natural resource
on a parcel involved in a mining operation., For
the purposes of determining active mining property,
all contiguous parcels, UARdér/dié regardless of
ownership, Or/dwiéd/dr/IEA8EA/ by /InEerArélaLed
VASIAL S8/ oY /IAAIYIAVATE/ BRATL / Y/ ELEA¥EA/ A4/ D

pdr¢él that are under lease or involved in the

permitted operation shall be treated as an active

mining parcel. The active mining acreage of any

- natural resource or resources on 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 on that parcel, the lower figure
shall be used. This calculation shall be made of
each "other natural resource" activity being mined
on the parcel.

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

(A) Surface Limestone. -~ The active mining

property of a surface limestone mine shall be

derived by multiplying #£iu/{10)Y five (5)

years times acres mined.
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(B) Deep Limestone. -- The active mining

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

(C) Sandstone, -- The active mining property
of a surface sandstone mine shall be derived
by multiplying féh/{I8Y 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 multiplying £én/{18Y
five (5) years times acres mined.

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

mining property of a deep clay and shale mine
shall be derived by multiplying fifteen (15)
years times acres mined.

(F}) Sand and Gravel. =-- The active mining

property of a sand and gravel mine shall be
derived by multiplying #¥&#n/{18)Y five (5)
years times acres mined.

{G} S8Salt. -- The active mining property
around each salt well shall be a maximum of
35 acres. After a well's first year of
production, active mining property shall be
derived by subtracting acres mined from the

35 acres.
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ABY//BLELIVE | REBEYVIELL [ A4/ THIE/ ¥t/ md A/ Ard
IACINASE/ERE/RELL S/ LEEIANAL/ ALY Ldde/ B/ LN
WIASABIE/ AAA/REF CHANFAB LR/ RAY UL AL/ LS ADUY E/ Bd TR
WIRER/ IR/ EALEEE/BE/ ENE/ AL LIV e/ RIRING / PESBELEY ] /DY
EUS/AARBEY / DL/ AL LEE/ DL L EEPIRAING/ £D/ 2B/ $ddrd
tiﬁéé/ﬁﬁé/aﬁféS/Miﬁéﬁ/Péf/Yéat/1§/111ﬁ81ﬁ¥£1¥!l
WRICHevdy/ 14/ 1444/

L&Y (3) Average Annual Production. =- The

average annual rate of natural resource produc-

tion, IA/ELSRE/pEL/ELIELAL/YEAY )/ ERAIRG/ TAAE/ BRLY/ GF
-~ GAEN/ LAl EAAAY /¥E4F/ is determined by a weighted

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

that has occurred between July 1 and June 30 of

the most current fiscal years.

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, if there is no production
during the most recent fiscal year then the
property will not be valued as active mining
property for that vyear.

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 and the production for the earlier fisecal
year in which production existed will be factored
by .5 and the resulting two figures will be added
together to arrive at the aVerage annual produc-
tion.

If there was no production in both the second
and third most recent fiscal years then the
production for the most recent fiscal year will be
factored by 1.0 and the resulting figure will be

the average annual production.

~ £BY (4) Barren. —-— This term means and includes

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

A8Y (5) 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)}]

A7Y /1 IRdELive /RESEYVELL/ 4/ IRAELIVE/ P dE¥VE4/Are
ENPEE/ RAL MY AL/ FE SNV EE/ AEY L8/ OL /P LIONE/ EHEY EDF
WHICW/ ddé/MInEdBle/ dAA/ e FERARLAVIE/ PUL/ AY L/ AdE
ALLIVE/RIALAG/ PLOPEL LY/ BY [ AELivE/ tEddyvéd/

LBY (6) Life of Mining Operation, -- The life of

the mining operation (in years) shall be equal to

the active mining property acreage divided by
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acres mined. The maximum mine life shall be #é#
A18Y five (5) years for surface mines involving
limestone, sandstone, clay and shale, and sand and

gravel, #Wd ten (10) vears for wells used in the

production of salt, and fifteen (15) years for
deep mined involving limestone, and clay and
shale. 1In calculating the years involved in the
life of active mining property, all fractional
figures will be rounded to the nearest whole
number.

- ABY//MELERAAL AV I/ NALAL AL/ RELANLEEL /A4 /R
WELERANLABLE /AREAL AL/ FEEPURYEE/ L4/ bvié/ dY ALRALITY
BRLLACHEA/ ESY /EAT S/ ANQ/ CAR/UERAT LY / B/ 61 A/ AE/ 4
PYOLit] /L /RIER/ 18/ EhELALLEA/ ESY T/ I/ LHE
WARUEAC LAY €/ B/ SENEY [ PLORAEE S/ (LG I/ SALL/ £bY /i dd
LA/ maKidd/ pAdint/ARd/ driewicdT4Y /

L18Y (7) Mineable Natural Resource. -~ A Widdaplé

natural resource 1d/PRé/WRIEH/ESAIA/ BE/PYdLLLABLY
nineéd/Vy/judicionéd/ néthddéd which is so situate

that it may be mined using generally accepted

mining practices and suitable equipment and which

is such guality so as to be commercially saleable

{as either a mined natural resource or as a

reccoverable reserve).

AI1Y (8) Mined-Out. -- A natural resource, or any

portion thereof, determined to be depleted by
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prior mining operaticns, and which is not mineable

Afd/mér¢eRdnL4dBl€ by modern technology.

AIZ2Y (9) Mining Operation. -~ This term shall

mean an enterprise engaged in actively obtaining.
or preparing to obtain a natural resource or its
by=-products freom 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 Minég Energy
permit, then that operation will be designated
an "Active Mining Property." However, if the
mining operation is producing from more than
one natural resource under a Department of
Natural Resources or Department of Midgg
Energy permit, then each active natural
resource will be designated as an "Active
Mining Property."

(ii) If the mining operation is producing a
natural resource at different locations,

portals and/or faces under one specific

Department of Natural Resources or Department
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of MiAd# Energy permit, then that operation
will be designated as one "Active Mining
Property." However, if the production of the
natural resource involves different mining
techniques (e.g., surface, auger or deep
mining method), or if mining sites are
separate and generally independent, then such
sites will be designated as separate "Active
Mining Properties."”

A12Y (10) Multiplier. -- This term shall mean the

"present worth of one per period" for the life of
the mining operation employing the capitalization
rate determined in section 11.08(c) (1) ¢y {H), as
determined by a standard mid-year life Inwood
table.

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

as mining height, is the percentage of the natural

resource thickness that is economically recovered

through the mining process.

(12) Reserves. -—- Reserves are those natural

Iesource acres or portions thereof, which are

mineable and contain recoverable natural resources

but are not active mining property.

AI4Y (13) Royalty Rate. -- The royalty 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 operations derived in section
11.08(c) (1) fBY (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 also known as

the natural resource or seam height, is the

measurement of all 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 into a quantity

measurement,

A13Y (16) Unmineable Natural Resource. -- A

natural resource which is not mineable ##rd
nEreRANLAYIé as defined above.

(c) Valuation Methods.

(1) Method for Determining Value of Active Mining

ProEertz.

(A) General. -- The value of active mining
property shall be the Avérddé/AAnvdl/predvidition
Ltivtdd/d/toydlty/*dté value per active acre

times A/MUlfiplidy 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
indétivé reserve property.

(B) Value Per Active Acre. -- The value per

active acre is determined through the following

formula:
Thickness
X Tons per foot acre
X Recovery Rate
X Multiplier
- [Mine Life (yrs.)] = Value per Active Acre
(C) Thickness (ft.}). -- See definition in

Section 11.08(b) (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) Royalty 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 miﬁing operations. These will
include specific royalty rates for (1)
limestone (dolomite) surface mine; (2}
limestone (dolomite) deep mine; (3) sandstone
{(industrial) surface mine; (4) sandstone

(aggregate) surface mine; (5) clay and shale

surface mine; (6) c¢lay and shale deep mine;




State Tax Department

Leg. Reg.
Series IA

11-1Aa

(7) sand and gravel surface mine; and (8)
salt wells. These royalty rates shall be
established annually by the Tax Commissioner
after review of recordéd,-willing seller-~
willing buyer arms—length natural resource
property leases that have occurred in the
State of West Virginia during at least the
eight/[B8)Y five (5) years [W(/Vdl/¢ddé
§/11+1R+2)Y prior to appraisal date, and
through inspection of other 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 MiAé¢g Energy, West Virginia Department of
Highways, and other appropriate information
from the specific natural resource companies
involved. The Tax Commissioner will maintain

and publish this survey (report) of rovalty



State Tax Department

Leg. Regq.
Series IA

11-1A

rates) on or before MAFéH May 31 of each

rates (which will include the preliminary

year; will accept written public comment on
the survey until Mdﬁ/l.June 15 of each year;
and issue final royalty rates on or before
July 1 of each year. This survey of rovalty
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 order to convert percentage royalty rates
into specific value per ton rates, the Tax
Commissioner will conduct a review of the
specific natural resource selling prices in
West Virginia by requesting such information
from private purchasers, State Department of
Highways, and West Virginia Geological and
Economic Survey, as well as other informative
sources available and select specific selling

price rate(s) based on prices best typifying
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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).

A2Y (H) Capitalization Rate, -- This capi-

talization rate will be dewveloped considering
the techniques found in general practice in
the appraisal profession when developing an
income approach valuation estimate. Below is
a listing of terms and definitions employved
in developing various capitalization rate
indicators.

(1) Definitions.

(i) Bands of Investment Discount

Component. —-- A discount rate
derived by 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 return-

ing to an investcr a sum of money
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equal to the aggregate of the
anticipated return-on-investment
over the economic life of an
investment.

(iii) Economic Life Method 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 equal periodic rate of

- recapture of the investment over
this return periocd.

(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 Method of

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

the discount component and property



State Tax Department
Leg. Reg. 11-1A
Series IA

taxes by the arms-length selling
price of 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 required to sell the
investment.

(viii) Propertv Tax Component. -- A

rate reflecting a provision for

- returning tco an investor a sum of
money equal to property taxes paid
over the economic life of an
investment,

(ix) Recapture Component. -- A rate

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

(x) Risk Rate., =-- A rate reflect-
ing a return to an investor neces-
sary to attract capital to an
investment containing a possible
loss of principal and/or interest.
(xi) Safe Rate. -- A rate reflect-

ing a return to an investor cn an

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

(xii) Summation Discount Compo-

nent. -- A discount rate expressed
as the aggregate of a safe rate,
risk rate, non-liquidity 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 developed 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 Component

{i}) Market Comparison. --

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

the primary indicator for an
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appropriate discount component.
The market comparison discount
component will be developed by
dividiﬁg aggregate royalty
rate income streams adjusted
for recapture by verified
recorded arms-length sales
transacticns for active mining
properties which have occurred
in the State of West Virginia
during the éigh{/[(8Y five (5)
vears AW(/Ydi/CoAé/ 8/ II+IR+BY
prior to the annual appraisal
date. The market comparison
discount component selected
will be based upon those rate
indicators best typifying
activity in this &ight/{RY
five (5) year research pericd.
In selecting the discount
component greater emphasis
will be given to information
from arms-length sales occur-

ring during the most recent

years of the study.
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(ii) Summation Technigue. --

In the absence of sufficient
data to statistically support
primary.consideration of the
market comparison technique,
the summation techniques 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-Ligquidity 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 period of three (3)
yéars prior to the appraisal
date. The "Risk Rate" Will be
developed through review of
data resulting from an annual

survey of lending institutions,
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such survey reflecting interest
rates required on loans for
acquisition and/or development
of natural resource properties.
This survey will be conducted
for a three (3) year period
prior to the appraisal date.
Results of the survey will be
compared to quarterly interest
rates offered on thirteen (13)
week United States Treasury
Bills for the same three (3)
year period. An interest
differential will then be
selected representing the
"Risk Rate." The "Non-
Liquidity Rate" will be
develcped through an annual
survey to determine a reason-
able estimate of time that
natural resource properties
remain on the market before
being scld. The market time
thus determined will be used

to identify United States

Treasury Bills with similar
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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-Liquidity
Rate." The "Management Rate"
will be developed through a
survey of investment firms to
identify charges for the

- management of investment
portfolios,

{iii) PRands-cf-Investment. =--

Data permitting the Bands-of-
Investment technique will be
considered in conjunction with
the two {2) previously men-
tioned discount estimate
components.

(b) Recapture Component. --

Selection of a multiplier will be
accomplished through access of a
standard mid-year life Inwood
table. The Inwood table has a

factor for recapture built into the

table coefficients. Inclusion of a

-
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recapture component in the capi-
talization rate is therefore not
appropriate.

{c} Property Tax Component. =-- The

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

property. At the present time,

regearch indicates that the natural

resource property tax is paid by

the property owner with no addi-

tional compensation from producer.

Thus, since property taxes are part

of Rovalty Rates, this component

will be used in the capitalization

rate. However, if this described

general practice changes, (property

taxes paid by producer) then the

use of this component will be

deleted.
(3) The surveys referenced in Section
11.08(c) (1) {¢Y (H) (2) will be conducted

and tentative results published by the

Tax Commissioner on or before MAr<EHR

May 31 of each year. Public comment on
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such surveys will_be accepted until
Méy/1 June 15 of each year, and final
results will be issued on or before
July 1 of each year.
AZY//YEIAALIBN/ BE/ REL 1V / RESSY Ve E L
ARY /I GEASLALL ) 44/ THE/ VALLE/BE/ @AW/ &bt/ B
ACLIVE/LERELVEE/ ENALL/ B/ SRLLLERER/ BE/ ERS/ Py
ACYE/VAINE/ SE/ AL LAV A/ NIRTIAG/ DEPBEL LS L
ABY//REY/RELE/VAIRE/ BE/ BELIVR/ MIK LIRS/ PEOBELEY L
FEIREY [RELE/VRIAE/ S E/ A Ivd/RIRING/ PropérEy
SARALE/ LR/ VAT NS/ BF/ he ¥ ivé /MIAING/ BroBErLy/ &
ALSEL IPEA/ IR/ /LT LBBAEY ALY /ALHLAERA/ By / £ 1
AURBLY /S L/ AE LSS/ IR/ ENG/ AL Ivé /MIRIvid/ proverLy/
ACY 77T/ LHRE/ BYERE/ L UAL /L YE /AL LIV E [ VELE Ve
YALAE /LY /A¢ES/ 14/ 14/ tHAR/ LS/ Lndt Ivd
YEEELTE/ VAL /PBY/ dddé |/ L0/ IRALFIVE/ L dA e
YALAE /Py /v e/ will/Bé/vddd/
L2Y (2) Valuation of Ihd#fI¥é Reserves. --

Indéfivé 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 conducted by the Tax Commis-
sioner after review of recorded willing seller-
willing buyer arms-length natural resource property
sales that have occurred in the State of West

Virginia during at least the éigh#/[(8Y five (5) vears
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AVL/YEL/CoAE/ 8/ 11+1ALBY prior to the appraisal
date, and through inspection ¢f 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 also derive the valuations through #drvéyg
reviews 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 Mipféd Energy and the West
Virginia Department of Highways, and other appro-
priate information as requested from the natural
resource owners or producers. The Tax Commissioner
will maintain and publish this survey (report) of
indétiv¢ natural resource property sales on or before
MA¥¢éh May 31 of each year; will accept written

public comment on the survey until May 1 of each
yvear; and issue the final values per acre on or before
July/1 June 15 of each year. This survey of

ivdérivé reserve natural resource 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 involved:
(7) consideration;:; (8) consideration per natural
resource acre sold and (9) a narrative on values
derived for those natural resources not involved
in sales. From this survey, the Tax Commissioner
will select the values per acre for each natural
resource that best typify such transactions.

RLES/ A8/ PALL/BE/ RIS/ Y EVLeWw] /NS / ThR/ Pl b+
BLSALY /WILY /¢ORELIALY /ERE/LEFSEH/BE/ InAdEIve /IR TN
ProperLicd/ Belndg/AdJAcEnt/to/ Adsivé /Minlng/ prods
EYLILE/ AN/ AdLIVE/ Y ELEP e/ I/ QLS MIAINSG/ VAT N S
NAABY /ERIE/ €10 L

{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/VhniAddplé/Barren

Other Natural Resource Properties. -- Properties

in this category shall be valued at $1.00 per
gUrfdééd acre,

(5) Total Natural Resource Valuation. —-- The

total natural resource valuation for any natural

resource parcel will involve the value for all

active acres, all reserve acres, all unmineable,

and all mined out/barren acreage. However,  the

total value for any natural resource parcel shall

not be less than $%$100.00.




State Tax Department
Leg. Reg. 1ll1l-1A
Series IA

LBY (6) Summary of Valuation of Methods.

Table 5 = Valuation of Other Natural Resources

(A} Properties WItW/MIiAZAPI/ el cRANLABLS

that involve natural resources shall be

values as follows:
Retivé /Mining/Adréd

ARSELAGE/RARRALS /[ /11171 T ARSYAXLS/ /17717717771 77777777 ARéEivbe/NAEUL AL
IWALAL AL/ REEDALLE/ [/ /IR /RELE 1177 /R) 1T AMATEIPLIEYY /#/ /REEOAY &/ REAT
[PESARLLLIGRS LA/ TEREY /111 IRELITBRY [ /711771177777 71777777RLodperty/VAINEY

AELive/RELEYVE/RLLBE/ APAYE/DE/ RELIVE/ PPEYAELORY

KPBLAL/ /[ 1177/77111177717APEL/REXE/VAIARES /1717117177177 KREELVE/ REBSF S
TRELIVE/REBELAIE/ [/ /11 1R] /1 SEIRELIAL/MIRE/ [ /K/TIIBE] [#] 1/ DEREL /WALUL AT
TBELEEY /1111111111177 7717LAd/RESBEYLSY/ /1111117171711 ]/RSédhre¢d/RéAL
TIETTLTIET NI LTI 7T P07 0000000777 77770770100070771117BESpéttsy

INAELive/RESEIVE /ALY EE/ (TLEALEA/ BY /PEYRIELEA/ ALV EE/ A/ NS/ NIRIRAG)

ATOELAL/ IRAELINE/ [/ /11777 AARBLLINE/ RESELASS /11111177711 AIRALYIVE/ RS F&
IREBELYE/RELEEY [/ [/ /K] 1/ IYALALS PEY/RELEY [/ /11111777 #] 1/ OFREF/MALUFAL
PIEELLTILI T AT 777000 L7717 171 IREEBRYE&/ REAL
PHEEIITELTITT LD 7T AT P70 0007700000710 71777777717 1PEoperey/VATASY

Active Mining Property

Value per Active Acre X Active Acres = Active Natural
Resource Real
Property Value

Reserve Property

Per Acre Reserve Reserve Real
Reserve Value X Acres = Property Value

Unmineable Property

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

Mined Out/Barrxen Property

$1 per acre X Mined Out/Barren = Mined Out/Barren
Acres Real Property Value
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ABY/ INIAGA+ UL /ARBIAEABLIA/ AR/ BAL e/ hAFUrAL
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A¢Y (B} The total value for the natural
resource properties will be the sum of the
value of the active mining property[(éY,
d¢tivé reserves, tNE/IAACLivE/Fédérvéd and
the mined-out/unmineable/barren acres.

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

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

lations generally attribute the value of the
natural resource to the owner of the value of the
natural resource to the owner of the natural
resource property. In those circumstances,
however, where the owner of the property is
subject to a lease requiring the owner to permit
mining at royalty rates substantially below
current market values, the owner may petition the
assessor, and on appeal, the Tax Commissioner, to

attribute a portion of the value of the ceoal

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

resource 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:

(A) Where income or rovalty is not derived

from the natural resource rights (natural

resource rights not leased or non-producing)

the natural resource interest shall not be

valued.

- (B} Where income or rovalty is derived from

the natural resource rights (natural resource

rights leased or producing) the natural

resource interest shall be valued as follows:

{l) Fee estates where the annual

wholesale value of farm commodities or

products, 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,

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 of the property, the

applicable natural resource values shall

be added to the surface farm use value.

(9) Property Reports. -- Prior to November 1 of

each year the producer and natural resource owner

will be required 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 Commissicner so that producing

properties will be reported by the producer (with

= authorization from natural resource owner).




