MINUTES
REGULAR MEETING OF THE BOARD OF LAND COMMISSIONERS
Monday, May 21, 2012, at 9:00 a.m.
State Capitol
Helena, MT

Please note: The Land Board has adopted the audio recording of its meetings as the official record,
as allowed by 2-3-212, MCA. These minutes provide an abbreviated summary of the Land Board
discussion, public testimony, action taken, and other activities. The time designations listed are
approximate and may be used to locate the referenced discussion on the audio recording of this
meeting. Access to an electronic copy of these minutes and the audio recording is provided from
the Land Board webpage at http://dnrc.mt.gov/LandBoard. The written minutes summary, along
with the audio recordings, are listed by meeting date on the Land Board Archive webpage.

Members Present
Governor Brian Schweitzer
Attorney General Steve Bullock
Secretary of State Linda McCulloch
Superintendent of Public Instruction Denise Juneau

Members Absent
Commissioner of Securities and Insurance Monica Lindeen

Testifying Staff
Mary Sexton, DNRC Director
Lisa Axline, DNRC Real Estate Management Bureau
Sonya Germann, DNRC Forest Management Bureau Chief
John Grimm, DNRC Real Estate Management Bureau
Tommy Butler, DNRC Attorney

Attachments
Related Materials, Attachment 1 — Sign-in Sheet
Related Materials, Attachment 2 — Submission by Montana Environmental Impact Center
(MEIC)
Related Materials, Attachment 3 — Photographs of Missoula train yard from Blue Skies
Campaign

Call to Order
00:00:03 Governor Brian Schweitzer called the meeting to order.
00:00:09 Ms. McCulloch moved to approve the April 19, 2012, minutes. The motion was
seconded by Mr. Bullock and carried unanimously.

Business Considered

512-1 Corrective Deed — Non-Trust Land Transfer to the City of Poplar under 77-2-351, MCA
00:00:19 Ms Sexton gave an overview of the item.

Public Comment
00:01:34 Gary MacDonald, Roosevelt County Commissioner

00:02:29 Ms. Juneau moved to approve the corrective deed. The motion was seconded by
Ms. McCulloch and carried unanimously.
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512-2 Signal Peak Coal Lease Application
00:02:41 Ms Sexton gave an overview of the item.

Public Comment
00:05:52 Anne Hedges, MEIC (see Related Materials, Attachment 2)
00:09:40 Clayton Elliot, Northern Plains Resource Council
00:12:43 Lowell Chandler, Blue Skies Campaign
00:16:03 Bryan Nickerson, Blue Skies Campaign
00:17:30 Nick Engelfried, Blue Skies Campaign
00:20:24 Robert Ochsner, Signal Peak Energy Chief Mining Engineer
00:20:49 Mr. Bullock moved to initiate the coal lease bidding process. The motion was
seconded by Ms. Juneau.

Board Discussion/Questions
00:21:00 Mr. Bullock
00:22:34 Governor Schweitzer
00:25:48 Mr. Chandler
00:27:43 Mr. Engelfried (see Related Materials, Attachment 3)

00:28:47 The motion to initiate the coal lease bidding process was carried unanimously.

512-3 Easements
A. Rights-of-Way
00:28:55 Ms Sexton gave an overview of the item.
00:29:27 Ms. McCulloch moved to approve the rights-of-way applications. The motion was
seconded by Mr. Bullock.

Board Discussion/Questions
00:20:35 Ms. Juneau
00:30:10 Ms. Sexton
00:30:28 Ms. Axline
00:31:05 Ms. Juneau
00:31:11 Ms. Axline

00:31:26 The motion to approve the rights-of-way applications was carried unanimously.

The item was removed from the agenda prior to the meeting on May 17, 2012.

C. Youngs Creek Mining Co. LLC Railroad Spur Easement
00:31:33 Ms Sexton gave an overview of the item.
00:34:09 Ms. McCulloch moved to the railroad spur easement. The motion was seconded by
Mr. Bullock.

Board Discussion/Questions
00:34:20 Ms. Juneau
00:35:21 Mr. Bullock
00:35:35 Ms. Sexton
00:36:06 Governor Schweitzer

00:39:24 The motion to approve the railroad spur easement was carried 3-1, Ms. Juneau
dissenting.
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512-4 Communitization Agreement — Whiting Oil and Gas Corporation
00:39:31 Ms Sexton gave an overview of the item.
00:40:15 Ms. McCulloch moved to approve the communitization agreement. The motion was
seconded by Mr. Bullock and carried unanimously.

512-5 Timber Sales
A. Logan Creek
B. Mystery Fish
C. Reid Divide

00:40:26 Ms. Sexton gave an overview of items 512-5A through 512-5C, which were taken as
a block.

00:40:25 Mr. Bullock moved to approve items 512-5A through 512-5C. The motion was
seconded by Ms. McCulloch.

Board Discussion/Questions
00:43:31 Mr. Bullock
00:43:50 Ms. Sexton
00:44:28 Ms. Germann
00:44:43 Mr. Bullock
00:44:52 Ms. Germann
00:45:00 Governor Schweitzer

512-6 Preliminary Approval for Land Banking Parcel
00:45:30 Ms Sexton gave an overview of the item.
00:46:22 Ms. Juneau moved to approve items 512-5A through 512-5C. The motion was
seconded by Ms. McCulloch and carried unanimously.

512-7 Final Approval for Sale of Land Banking Parcels
00:46:34 Ms Sexton gave an overview of items 512-7A through 512-7C.

A. Deer Lodge County
00:49:00 Ms. McCulloch moved for final approval of the Deer Lodge County parcels. The
motion was seconded by Ms. Juneau and carried unanimously.

B. Gallatin County
00:40:19 Mr. Bullock moved to final approval of the Gallatin County parcel. The motion was
seconded by Ms. Juneau and carried unanimously.

Board Discussion/Questions
00:49:24 Governor Schweitzer

00:50:18 The motion to approve the Gallatin County parcel was carried unanimously.

C. Hill County
Public Comment
00:50:40 George Stahl, Gilford Colony

Board Discussion/Questions
00:52:52 Governor Schweitzer
00:53:06 Ms. Sexton
00:53:21 Mr. Grimm
00:53:51 Governor Schweitzer
00:54:05 Mr. Stahl
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00:55:09

00:55:11
00:56:00
00:56:36
00:56:50
00:57:36
00:57:42
00:57:54
00:58:07
00:58:13
00:59:46
01:00:06
01:00:28
01:00:45
01:01:41
01:01:50

01:02:12

01:02:20

01:02:24
01:02:33
01:02:47
01:03:06
01:03:08

Ms. Juneau moved for final approval of the Hill County parcel. The motion was
seconded by Ms. McCulloch.

Governor Schweitzer

Ms. Sexton

Governor Schweitzer

Mr. Grimm

Governor Schweitzer

Mr. Stahl

Governor Schweitzer

Mr. Stahl

Governor Schweitzer

Mr. Stahl

Governor Schweitzer

Mr. Bullock

Mr. Butler

Governor Schweitzer

Ms. Juneau moved to modify her motion to postpone final approval for the Hill
County parcel until the next month to further explore the Land Board's options. The
motion was seconded by Ms. McCulloch.

Governor Schweitzer

The motion to postpone final approval for the Hill County parcel until next month was
carried unanimously.

Governor Schweitzer

Mr. Stahl

Governor Schweitzer

Mr. Stahl

Governor Schweitzer

512-8 2012 Agriculture and Grazing Competitive Bid Hearings

01:03:35

Ms. Sexton gave an overview of the competitive bid hearing process.

A. Lease No. 9208 — Broken Circle Three Land & Cattle (Lessee)/Jason Kelly (Bidder)

01:05:06

Ms. Sexton gave an overview of lease number 9208.

Public Comment

01:08:37
01:08:56
01:09:15
01:12:13
01:13:26

01:13:40

01:15:21

Dean Schillinger, Broken Circle Three Land & Cattle

Ms. Sexton

Mr. Schillinger

Leslie Kelly, representing high bidder Jason Kelly

Ms. McCulloch moved to award the lease to Broken Circle Three Land & Cattle as a
cash lease for $28 per acre. The motion was seconded by Ms. Juneau.

Governor Schweitzer

The motion to award the lease to Broken Circle Three Land & Cattle as a cash lease
for $28 per acre was carried unanimously.

B. Lease No. 9992 — Broken Circle Three Land & Cattle (Lessee)/Marvin Strand
(Bidder)

01:15:28
01:16:48

01:16:55

May 21, 2012

Ms Sexton gave an overview of lease number 9992.

Mr. Bullock moved to award the lease to Broken Circle Three Land & Cattle at $15
per AUM. The motion was seconded by Ms. Juneau.

Governor Schweitzer
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01:18:06 The motion to award the lease to Broken Circle Three Land & Cattle at $15 per AUM

C. Lease No. 1528 — J&J Livestock Inc. (Lessee)/Randy Smith (Bidder)
01:18:13 Ms Sexton gave an overview of lease number 1528.

was carried unanimously.

Public Comment

01:20:14 Norma Jardee, J&J Livestock

01:21:20 Ms. Juneau moved to award the lease to J&J Livestock at $50 per AUM. The motion

was seconded by Ms. McCulloch.

Board Discussion/Questions

01:21:29
01:21:45
01:22:40
01:22:55
01:23:41
01:23:53
01:23:57
01:24:00
01:24:05
01:24:08
01:24:31
01:24:36
01:24:46
01:24:54
01:25:05
01:25:08
01:25:52
01:26:05
01:26:10
01:26:21
01:26:25
01:26:26
01:26:28
01:26:31
01:26:37
01:26:42
01:26:52
01:26:57
01:27:08
01:27:11
01:27:19
01:27:23
01:27:53
01:27:55
01:28:06
01:28:09
01:28:16
01:28:20
01:28:39
01:28:46
01:29:01
01:29:19

May 21, 2012

Mr. Bullock

Ms. Sexton
Governor Schweitzer
Ms. Sexton

Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee

Govenor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Ms. Jardee
Governor Schweitzer
Clayton Jardee
Governor Schweitzer
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01:29:31
01:29:48

01:29:58
unanimously.

Ms. Juneau moved to modify her motion to award the lease to J&J Livestock at $30

per AUM. Motion seconded by Ms. McCulloch.

Governor Schweitzer

The motion to award the lease to J&J Livestock at $30 per AUM was carried

D. Lease No. 2425 — Joseph & Charlotte Brummer and Conrad Inc. (Lessee)/Frederick

& Sandra Miller (Bidder)
01:30:06 Ms Sexton gave an overview of lease number 1528.

Public Comment

01:32:13 Tom Sheehy, attorney for Joseph and Conrad Brummer and Conrad Inc.

01:36:09

Fred Miller

01:37:40 Ms. Juneau moved to award the lease to Frederick and Sandra Miller at $27.90 per

AUM. Motion seconded by Ms. McCulloch.

Board Discussion/Questions

01:37:47
01:38:07
01:39:08
01:39:24
01:40:17
01:40:19
01:40:21
01:40:51
01:40:58
01:41:00
01:41:01
01:43:53
01:43:54
01:44:02
01:44:07
01:44:34
01:44:54
01:45:02
01:45:13
01:45:36
01:46:00
01:46:39

01:48:08

Governor Schweitzer
Ms. Sexton
Governor Schweitzer
Mr. Chappell
Governor Schweitzer
Mr. Chappell
Governor Schweitzer
Mr. Miller

Governor Schweitzer
Mr. Miller

Governor Schweitzer
Mr. Miller

Governor Schweitzer
Mr. Miller

Governor Schweitzer
Mr. Miller

Governor Schweitzer
Ms. Sexton
Governor Schweitzer
Mr. Miller

Governor Schweitzer
Mr. Sheehy

The motion to award the lease to Frederick and Sandra Miller at $27.90 per AUM

was carried unanimously

General Public Comment

None

Adjournment
01:48:30

PRESIDENT

May 21, 2012

Adjournment
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/s/ _Brian Schweitzer /s] Mary Sexton
Brian Schweitzer, Governor Mary Sexton, DNRC Director
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Contact Lucy Richards at richards@mt.gov or indicate on this sign-in sheet if you would like to be placed on the monthly

agenda distribution list.
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DON YOUNG, AK
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LOWIE GOHMERT, TX
ROB BIGHOP, T
DOUG LAMEORN, CO
ROBERT J, WATTMARN, VA
PALIL €. BROUN, GA
JOMMN ELEMING, LA
MIKE COFFMAN, CO
TOM sALCLINTOCK, Ca
GLENN THOMPSOR, PA
JEFT DENHAM, CA
Do RENISHER, W
DAVID RIVERA, FL
JEFF DUNCAN, 5C
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RAL ML LABRADOR, 1D
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Mr. Gene Dodaro
Comptroller General

H.S5. Houge of Representatives

Tommittee on Natural Besources
Washington, BA 20515

April 24,2012

U.S. Government Accountabil ity Office

441 G Street, N.W.

Washington, D.C 20548

Dear Mr. Dodaro:

RELATED MATERIALS

COWARD L MARKEY, MA

ATTAC H[mﬁ&}a%ﬂ CRATIC MEMAER

PLETER A, UFFAZID, OR
EREF.H, EALEOMAVAEGA, AS
FEARK PALLONE, dR., WS
GRACE 1L NAPOUTANG, CA
RUSH D, HOLT, NJ

HALIL 84, GRIJALVA, AZ
WMADELEING 7. BORDALLO, GU
JHA COSTA, CA

DA HOREN, DK

BREGOHIO LILIL CAMACHO SABLAN, TN
WIARTIN HEMRICH, Mas

BEN HAY LUJAR, N64

JOHN P. SARBANES, 1D
BETTY SUTTOR, OH

WKL T SONGAS, MA

PEDRG R, PIERLUISE PR

JOHI GARAMENDI, GA
COLEEEN W, HANABUSA, HI
PALIL TONKE3, NY

SEFFREY NUMCAR
DEMOCHEATIC STAFF IRECTOR

As Ranking Member of the House Natural Resources Comm,itteé, which has jurisdiction
over coal leasing, exploration and production on federal lands, | write to request a Government

Accountability Office (GAO) report examining federal coal leasing practices.

Coal exports are rising as U.S. electricity producers move away from coal in favor of
natural gas and renewable energy. Last year, 107 million tons of coal was expor{ed the highest
export total in two decades and equal to 10 percent of domestic coal production. 'Peabody
Energy told investors last week that the country’s coal export capacity could more than double in
five years to 250 million tons.” Cloud Peak Energy, which has tripled its coal exports over the
last three years to 4.7 million tons, now considers its export business so important that the
company has added both foreign e]ectrluty markets and clean air regulations to its required
securities disclosure on business risks.” With such rapid market changes taking place, American
taxpayers must be assured they are receiving the full value for energy resources held in the
public trust, especially when mining companies are seeking to export hundreds of millions of
tons of coal for premium prices.
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GAO has not conducted a comprehensive review of the federal coal leasing program
since 1994.% Since that time, the coal industry has continued moving away from depleted coal
reserves in the east, and increased its production from federally leased coal tracts in the west.
Coal produced from federal leases has grown from less than 70 million tons in 1980 to more than
450 million tons in 2011. Federally leased coal now accounts for some 40 percent of U.S. coal
production. Nearly nine out of every 10 tons of federally leased coal is mined in the Powder
River Basin of Wyoming and Montana. ‘

Companies mining federal leases in Wyoming and Montana are increasing coal exports
not only because of declining U.S. demand but also because they can sell coal for higher prices
in foreign markets. Arch Coal told investors last year that Powder River Basin coal sold to
international customers could fetch more than $20 a ton.° By comparison, the company in 2012
contracted with mostly domestic buyers to sell coal from the basin for an average of $14.40 per
ton.” This price is already well above what Arch Coal and other companies pay in federal lease
sales. The highest price ever received by the federal government for a lease sale in the Powder
River Basin was $1.10 per ton.®

Western coal producers in Wyoming, Montana, Colorado and Utah have signed
agreements to export—or have already begun exporting—coal through existing terminals in
Vancouver, British Columbia; Prince Rupert, British Columbia; Stockton, California; Richimond,
California; Corpus Christi, Texas; New Orleans, Louisiana; and Superior, Wisconsin. U.S. o
producers increased shipments to Westshore Terminals, a Vancouver export coal facility, by
more than 300 percent between 2009 and 2011. They have agreements to continue shipping coal
to the facility through 2022. ? In addition, ‘multiple port projects are proposed along coasts and
~ waterways in Oregon, Washington, Texas, Louisiana, Canada and Mexico—all potential outlets
for coal produced from federal leases. Ambre Energy, an Australian firm that has bought coal
mines in Montana and Wyommg, says it is “on track to becoming a major supplier of US thermal
coal to international markets.”'® The company has applied to build two export facilities in
Washington. The proposed facilities arec among six in Washington and Oregon, which combined,
could handle 145 million tons of coal bound for Asian markcts—more than 15 percent of current
U.S. coal production.

The rush to export coal comes shortly after a 2008 U.S. Geological Survey (U.S.G.S.)
report reduced estimates of coal available for future mining."' The report found that technically

* “Federal Coal-Leasing Program Needs Strengthening,” U.S. General Aceountmg OfMice: Septeniber, 1994:
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* Gartrell, Peter T, “Arch CEOQ sees $20 range for PRB coal to Asia,” Plans Coal Trader, Janvary, 31, 2011,

7 Arch Coal, Form 10-K. February 29, 2012: (hupi/sec.goviArchivesfedgaridaia/1037676/000104 74691 2001909/2220753621 0-k.hum )
* Bureau of Land M.magemcnl Waest Caballo LBA:
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* Westshore Terminals Investment (‘orpmatmn Annual Report 201 i(hup fivwwawestshore.comepddfinance: 201 oy, ()

 Ambre Energy, “US thetmal coal strategy.” accessed April 19, 2012: s/ ambreenerey.comeprojeetsus-thermal-conl-praduction

" Luppens. L AL Seott, D C., Haacke. ). E., Osmonson, L. M.. Rohrhacher. T. 1. and Ellis, M. S., 2008, Assessment of Coal Geology,
Resources, and /(‘c’.x(a'ww in t/u' Gillerie Coalficld. Powder River Basin, Weaming: ULS. Geological Susvey Open-File Report 2008-1202 127 p.:
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recoverable reserves'? make up 47 percent of the remaining coal in the Powder River Basin,
while economically recoverable reserves'® account for just 6 percent or 10.1 billion tons. That
means there is less than 25 years of supply in the area based on current production and
consumption levels. The study’s results led Peabody Energy to review its economic assumptions
about mining in the basin, while one of the study’s authors said “we really can’t say we’re the -
Saudi Arabia of coal anymore.”"*

Such sweeping changes to the marketplace underscore the need for more information
about the Bureau of Land Management’s (BLM) leasing program. The BLM is responsible for
coal leasing on approximately 570 million acres of land, as set out by the Federal Coal Leasing
Amendments Act of 1976, A coal lease is awarded to the highest bidder provided that the
applicant’ s offel meets or exceeds BLM’s estimate of the “fair market value” for the tract being
auctioned."” The agency’s regulations allow two ways for selecting tracts of land to auction: (1)
regional leasing in which BLM selects tracts within a region, and (2) leasing by application in
which coal companies nominate tracts, subject to BLM approval. In 1990, the BLM disbanded
the last of six federally designated “coal Production regions” due to declining interest in coal
leasing and poor coal market conditions.” Since that time, coal production from federal leases
has increased 78 percent, peaking at over 511 million tons in 2004, according to BLM data. :
More than 8.4 billion tons of coal has béen mined from federal coal tracts during the same pcnod
and the number of actxve coal Ieases managcd by BLM has tripled to more than 300.

We lack information about how the rapid gro'wth of coal mining on federal land
combined with shrinking reserves and increasing exports produced from federal leases affect the
value of U.S. coal. The House Natural Resources Committee has an interest.in ensuring that
BLM’s leasing process promotes competition for coal tracts and that the “fair market value”
established by BLM is accurate. 1 ther efme ask GAO to examine the following:

1. National trends in coal production since the disbanding of the federal coal regions,.
including the number of “lease by application” requests, the number of bidders on each of
those requests, and the amount of coal and royalties generated from those leases,

2. Processes followed by BLM to estimate and get the fair market value for leases of coal
produced from federal lands, including what factors it considers in its calculation:

3. Whether BLM’s fair-market-value estimates adequately accounts for revised reserve
estimates and increased coal exports to foreign markets where prices are higher; and

'* Technically recoverable reserves are energy resources that can be extracted using currently available technology with no regard (o cost

" Economically recoverable reserves are energy resources that ave technically feasible to extract at a reasonabie rate of rcturn

" Smith, Rebecea; “U.S. Foresees a Thinner Cushion of Coal,” Wall Street Jowrnal, June 8, 2009:

htiponimeawvsi.com aticle SBI244 147702203804 57 . hunl

'* 43 CFR 3400 0-5(n) defines fair market value as the price “for which in all probability the coal deposit would be sold or leased by a

knm\ ledgeablc owner w1|lmg bul not ohhgau,d to ‘;ell or |(,d8£ to a knowledgcablc pur(,hdser wlm desncs but is not obligated to buy or lease.”
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4. BLM’s system for tracking and making publicly available information pertaining to sales,
payments and other data related to coal production from federal leases.

Please contact Morgan Gray (morgan. graydmail.house.gov or 202-225-6065) of the Committee
on Natural Resources Democratic Staff to discuss in detail the specific scope of work and
establish a timeline for completion. Thank you for your consideration and attention to this
request.

Sincerel y,

Edward J. Marlg !2 ,

Ranking Member
Committee on Natura Resources
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