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COMPTROLLER GEMERAL OF THE UNITED STATES
WASHINGTON. D C. 20348

B-118678

The Honorabls« Patsy T. Mink, Chairperson
Subcommittee on Mines and Mining
Comimnittee on Interior and Insular Affairs
House of Representatives

Lear Madam Chairperson:

I response to your June 6, 1975, reqguest and subsequen:
agreements with your office, we are reporting on the changer
and improvements needed by the Bureau of Land Management.
Department of the Interirr, in administering acreage limita-
tions on mineral leases.

As your office directed, we did not obtain formal writ-
ten comments from the Department; however, we did discuss
mest of the ma:ters presented in the report with Interior of-
ficiais and includea th2ir views and comments as appropriate.

As egreed with yvour office, we will send coplies of the

report to the Director, Office of Management and Budget:; the
Secretary of the Interior; and the appropriate congressionol

conmittees.
L aa ’

Comptroller General
of tne United States
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REPCGRT OF TRE ACERVAGE LIMITATIONS ON

COM#¢IRCLLER GENERAL MINIRAL LLASES NOT EFFECTIVE

OF THE UNITED STATES Bureau of Land Management
Doepartment of the Interior

DIGEST

Because the Subcommitter un Mines and Mining,
House Committee on Incerinr and Insular Af-
faire, is considering revising existing mining
laws, GAO was asked to review the acreage limi-
tations on onshore oi) and gas, phosphate, pot-
ash, and sodium leases tu determine the

--appropriateness of and hasis for the
limitations,

--effectivenese of the Be,eau of Land Man-
agement's system for monitoring and in-
suring compliance with lease limitations,
and

~—-identification ol varions methods of ex-
clusion which alluyv lescees to hold more
acreace than allnwed by the specific limi-
tations set by law ond l'ederal regulations.

The Subcommittee also ooked CAL to recommend ipr-
provements in these arvcat.,

The primary purposc of the Mineral Lands Leasging
Act, as amend=d, was to encouraqe exploration,
development, and product ion ol tederal mineral
resources. The act and implementing Federal
requlations place limitet ons on the tumber of
acres of public domain land: thaot a oerson,

association, or corporat 1on ey hold or control
under a single Federal mincral lease and under
all such leases. The praowmory purpese of acre-

age limitations is to prov nt menopoly of any
parcicular mineral found —n irderal lands. The
Mineral Leasineg hct for /caniten Lands places
th> same limitations on «ovrrired I'ederal lands.

GAO wao unable to determine the hasic for the

specilic number of acre:. o ~d .= the current
acreage limitations ovn prnosphete, wotash, so-
dium, and onchore o1l and o by reviewing the
act's legislative history .nd aizcussina the
matter with Lepartment oificialr. The Bureau

Tear Sheet. Upon removal, the report )
caver date shouid be noted hereon i FEL=-76-117
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of Lend Monagement ic responsible for issuing
Federal leases ong monitoring them Lo insure
compliance with acreage limitations. The
Department's Geological Survey recommends
lease terwm:s and conditions to “he Bureau,

Bureau officizls said they had no official
position on the appropriateness of the phoc-
phate, potash, and onshore o0il and gas acreage
limitations but bLoelieved the maximum sodium
acreaqe limitation of 5,120 acres was too
small. Cee o pe D) .
Bureau and Sorvey field office officlials

told GADO Lhot acreage limitations were not

an cifective way Lo prevent monopoly of phos-
phate, potash, ond sod.um because the thick-
ness and agualily of mineral deposits varied
greatly und because the amount of recoverable
minerals {renerves) found in a specific
number of ocren at two locaetionz could vary
tremendonsly,  (See po 11

hereage limptavior excineions allow en indi-
vidual or ¢orporaticn to legally swn or con-
trol considerably more acreage than allowed
by the liwitation. The prircipal excluzions
on the mineral:s included in GAO's review were
{1y unmit plan of dovyelooment, (2) fractional
interests of ane company in other companies!
holdings, (i) family holdings, and (4) minina
more than one minceral on the same land.

ST CYTINS KIS I I

Unlaire I'ederal leanes, the oil and gas, phos-
phoate, potash, and codium leases on State-owned
land rooued by LUtah and Uyvoming and leases on
private land do not fave acreage limitations.
Therefore acreaas- liztations on Federel leoasnoesn
fray beoonly partial <terrents to monopolization.
(Svee py 16,

Jhe Burcau docs not have a system for insuring
complionce with the anchore oll and gas maximum
auteagee Timitation. bureau officisls said they
wore not enforaoing the acreage limitation be-
cauvge of the haoo workload and high costs in-
volved with gamintictering the large volume of

BEST DUCHMENT AVAM G4t

H Aem .



leases and lease assign.ente and the numerous
exclusions which made the Limitalion meaning-

less. (See p. 18.)

Moreover, the Liareau was not «ffectively con-
trolling the phosphate, potanh, and sodium
acreage limitations (See p. 20.)

The Subcommittee sent a letter to the Secretary
of the Interior on Novemboer 6, 1975, requesting
his views and comments on whether

--there was a continuing need for acreage
limitations and

~-acreage limitations were the rmost effective
way of preventing monopoly of Federal min-
eral resources cr whether another system,
such as a limitation on 2ctimated reserves,
would be more approprlate, cspecially for
solid minerals. {(8ce p. §6.)

In its April 2, 1976, roopunse, the Department
said there were problemr with the use of acreage
limitations; however, it did not consider that

a reserves limitations cvetem wan the most e¢f -
fective way of limiting ¥oderar mineral holdings.
(See pn. & and 12.)

The Department also gaid proponed diligent do-
velopment and advance rovelty reguirements, such
as those in the Department's propoensced coal regu-
lations, could obviate the need tor cither re-
gerves or acreage limitaetione., (See p. 12.)

GAO believes that the Department's diligent de-
velopment and advance royally reqguirements may
encourage production and porbaps may reduce )
speculative holdings, but they do little to
prevent extensive holding or manopoly-—the
primary purposc of acreaqe limittations,

Sce p. 12.)
GAO is recommending thot the Scecretary of the
Interior 1eguire the Diicctor, Bureau of Land
Management, to make a ctudy to help in determin-
tng whether there is a nered for limitations on
Federal mineral helding: baned an acreage or some
other measure, snch ag eatimated mineral recerves.
1f so, the Director should devermine the ap-
propriate type and <ize of the limitation for



cach mineral that the Federal Governmrsnt
leases and recommend to the Congress that
the Mineral Lands Leasing Act and the Min-
eral Leaszina Act for Acquired Lands be
amended acceriingly. (Sec p. 17.)

If iimitaticns are needed, the Secretary
should reguire the Bureau's Director to
develop and implement a system to control
the limitation for each mineral the Federal
Government leases., (See p., 23.)

iv
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INTRODUCTION

The Subcommitte= on Mines and Mining, House Committee
on Interior and Insular Affairs, in a letter dated June 6,
1975, asked us to reviews certain aspects of the acreage
limitations for phosphate, potassium (potash), sodium, anu
onshore oil and gas, including the

~—appropriateness of and basis for the limitationg,

--effectivenesg of the Bureau of Land Management's
system for monitoring and insuring compliance wtith
lease limitations, and

-~identification of various methods of exclusion which
allow lessees to hold more acrzage than allowed Iy
the specific limitations set by law and lVederc!
regulat*.ons,

The Mineral Lands Leasing Act, as amend=2d (230 U.C.C.
1€4;, and 1egulations issued pursuant Lo the act place limi-
tations on the number of acres of public domain landc that a
persot., associdtion, or corporation may take, held, own, or
control under ¢ single Feaeral mineral lease and under all
such leases. Public domain lands aenerally are those lands
which have never left Federal ownersnip or which were ab-
tiined by the Federal Government in exchanae for land«s oria-

inally owned by the Government. The Mineral Leasing fct
for Acquired Lands (30 U.5.C. 352} places th-. same acreaqge
limitatiouns on acauired Federal landes. Acauired lande are

thoese lands which the Federal Government obtained by pur-
chase or gifc or tnrough condemnation proceedinne,

The primary purpose of the acts was to encourage the
exploration, development, ord produccion of Federal minera,
resources. The purpose of acreage ..mitations wag to fre-
vent monopoly of any particuler mineral found on Foderal
lands and to afford all citizens an equal opportunity to

share in the development ¢f our mineral tesources.,

The follaowing table shows as of June 30, 19475, the nupm-
ber and acreages of Federal leaces cor public domain and ac-
quired lanus in the entire Unitec Steteg and irn the two
Statez--ttah and wyoming--where we did moct of our finld
review work.



inited States Utah_and Wyoming
Humbheaer of Number o©of
Mineral lzasnn hcres lezses Acres

Cn public domain land:

unsnore 01l

ar.i gas 102,812 8,620,625 55,203 38,527,932
Phousphate 134 91,556 19 22,819
Potash 161 237,184 25 41,722
Scdium 84 132,645 44 77,624

On acauired land:

Onshore oil

and gas 11,561 8,069,409 592 220,681
Phospiate 4 825 ¢ ' 0
Potash 0 0 0 0
Socium 0 0 0 0

In view of the limited numher of leases on acguired lands, we
raviewed primarily lecases on public domain lands. However,
our cunclusions and recommendations alsc apply to acquired
lands.

Most of the phesphate and potash produced in the Unitad
States in 1975 was used to make fertilizer., The demand for
these minerals is expected tn increase as the world demand
for food Incresses with populaticn gains.

scdium ic used orincipally for making glass and manufac-
turing pulp, paper, and various chemicals. The demand for
sogium 12 expected to increase at an annual rate of about 2
to 3 percent a year through 198606,

The Bureau of Iand Management, Department of the Inte-
rior, is responsible for issuing Federal leases and monitor-
ing ther to insure compliance with acreage limitations. The
Bureau's State officus are resporsible for monitoring miner-
als (oil and gas, potatgh, and sodium) which have acreage limi-
tations for Federal land in each State. The Bureauw's Idaho
State Cifice monitors phosphate which has a total acreaqge
limitation for the United Statecs.
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The Devartment's Geological Survey super "ises prospect-
ing, development, and production operations and activities.
It also recommends lease terms and conditions to the Bureau.

SCOPE OF REVIEW

We reviewed the legislation, requlations, policies, pro-
cedures, and practices pertaining to acreage limitations, We
interviewad Bureau officials and reviewed appropriate records
at Washington headguarters; C.onver Service (Center; and the
Wyoming, Utah, and Idaho Bureau State offices. We also in-
terviewed Survey officials and inGustry representatives.



CHAPTER 2

BALTS FOR AND APPROPRIATENESS OF ACKEAGE LIMITATICNS

The subcommittee asked us to detrermine the hasis for

Al spptopr tuteness of the current acicage timitations on

phovmphate, potash, sodium, and onshore oil and ges and to

bdent ity the var ioos methodzs of oxclvsron whiieh allow les-
neen 1o hold more acres than allowed by the npeegfie agre-
wile Limitations set by law and Federal requlations,

bur ing cur review, certain guestions arane reqgarding
the Lanis for and appropriatencess ol acieaye Linitetions
For whaich we were unahle to obtuin talinfactogy anfwoers.,
tor exanble, we guestioned:

=~=The appropriatenszse of the specylie acreage limi-
tations for each lease and for total leaneholdings
currently in effect for phosphate, fotach, sodium,
and wnshore 0il and gas lceane:,

c-Whether there was a need Lor acteage 1amitations
Lo prevent monopoly or to aceasmplish the aother
majov purpocses for whici acreage Pimtations
were originally establichert,

Vimitat tonr was the most

mineral
a limi-

--whether the use of acreaac
cffrctive wav of evoiding monopolioal tun ol
doposits or whether another cyotem, snch ag
tatiorn, on estimated reserves, would be mora appro-
prriate for some minerals, cupecially nmobid minerals,

Yoo rcneed these matters with thoe Subcomrmiitee staflf and
antited o an preparing @ letter which wan ont to the Sezre-
Loty of the Inter ior on Ncovemher o, 197%, jequesting his
viowe oand comments.  (See app. 1.} The bepany Under Secre~
bary b the Interior answered the letter on Apr il ¢, 1976,
{vve app, TIL) Pertinent comment: of ithe teputy Unoer Sec-
tetary, o well as GAG s analyoil ot them, are incorporated

vl the appropriate cecrtions b the peport,

In view of the lim:ted amount ot Jnformal jon availagble
about the basis for and eppropr tatene: & of adieage fimita-
tian-., we believe the Secretary «f th  Iptea o should re-
vidrt e the Bureau to study the
to el i determining whether there 1o 0 poca tol Jimita-
tion bixoed on acreage or €ome other measute, - bch ag esti-
mated mitvral reservee, If o timitat ion (o becdiad, the
urean showld determine the anpropr tate type and clze and
reber gt tinainge to the Corgron: tor conspderat fon,

BEST DOCUMENT AVAILABLE
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Throughout our review we noted that Bureau officials
and employees gave a low priority to acreage limitation
compliance efforts. An inectfective syster of controlling
acreage .imications and numeroun errors in the control re-
cords wrre the results of the low priority.

Bureau and Survey (ileld office officials said that
acreaje limitations were not an cffective way to prevent
monopoly of phosphate, potuch, and sodium because tile
thickness and quality of mineral deposits varied greatlv
from State to State and cven within A State and because
the amount of recoverable minerale (reserves} found in
specific number of acres at two lecations could vary
tremendovsly.

The act and regulations allow an individual or corpora-
tion to hold lecases on contlquous or adjoiniag lands up to
the total maximurm ecreage ollowed. Bureau cificials told
us the single-lease limitation on phosphate, potash, sodium,
and onshore oil and gas did not prevent monopolization of
any of these minerals and increased the Bureau's cost of
admiristering the leases. Also a Bureau official caiu the
Bureau's practice of allowinag lrssees to assign onshore oil
and gas lecases in parcels as small as 40 acres hindered de-
velopment, increased the Burcau's administrative work, and
served no useful purpose.

We identified the fnllowing principal exclusions which
allowed lessees to hold more acreage than allowed by the
specific limitations set by the act and Federal regulations
(1) unit plan of developino oil and gas fields, (2 frac-
tional intereste of one company in other companies' holdings,
{3) allow each family member to hel 1 land up to the limita-
tion, and (4) mining more than one mineral on the came land,

NEED TO DETEREMINE APPROPRIATINESS
OF ACLEAGE LIMITATIONS

We could not determine the hosis for the current maxi-
mum acreage limitations on phunphate, potash, sodium, and
onshore oil and gas by reviewing the act's leyislative hics-
tory and diccussing the matter with Department officials.
Bureau offlicials told us that the maximum sodium acreaae
limitation of %,1.0 acres wos too small, but they took no
position on the appronriotencss of the phosphate, potash,
and onshore oil and gas acreaae limitations,

The acrcage limitations for the minerals we reviewsd
have been increared to their precent level since enactment
of the act in 1920, primarily becausce of producer reauecsts

[}



for increosed mineral recerves to justify the larae invest-
ment:, necescary to develop mineral deposits ond pecouse of
the increaced public demand for the mineral:s, floweyoer, we
found no ctudies which showed why the speci!ic nawber of

acres had boeen relected as tie current acreaie limilotions,

In 1te April 2z, 1976, veply, the Cepartnent s#oid that,
witl the possible cerception of the 5,120-2c1¢ restrigticn
on che Sive of sodium legses, the current ocrearge limita-
tion:s tor theoe minerels did not arcear Lo oot the mingng
industiry mae,y problenc.  Howevoer, the Dopart-ent waid that
thore were problems in atterptiia to avoord wreculal ton and
monopoltzation of mineral resources with “He une of acreage
Jimitotions, Accerdine to the Pepartment, ot bageally was
not ponsible to prevent all spo-~ulative holaings of Federal
mineral Jeases by using acreay2 limitations alone, hecauco
sal ]l Tieme whose holdinas were Below thoe eretabliched 1imj-
tatiounrs could, without other restrictions, *pe-ulate within
thoeo Tinite,

The Department stated thet the Federal Government often
Wit only one of rany owners of mineraels within an area and
that . cince non-Federal lands woere POt subject 4o soregsqge
Pimitaotions, 1t miaht e possible for a company to "block
up” reserves ol private minerale, along with o eloeted
pattoern of Federal leases, to acnieve epnhanced narsot power
In rome arcac.  The Deparcrent also stated that aoreanse limi-
tat loue did not take wuantity, deality, or cont factcs2 into
vontraeratron and that the cuclity of the wineral verource

ofter won nore fmpertant than the cuant ity under lease,

Goshore ol ana _cos acreeace limituatien

Taeoact (30 N5 C, 164(a; ) nd implement jng federal
requloat tone Lrovioe thot NO peracs, autoCial fof, iy Cor-
pote ton hold, gwn, or control ot any ane tane suoge- than
SAG el cerer under Federal ol oond aas e er (e oany one
Dlote, cxcent in Alaska which nac a larger Jimitat yon,

Borean ol ficiols were unable to proviie ony iniorastion
ctootticral pecitions on the basie {or o auprop tateness
b the carrent acreaas limaitation; howover, Vb < aia that
the nntherous excluzions [rom the Timitat ton popde (ot

LR I N N R PEAN

e arrconres the aneropr tateness of the current il end

de ecTeade Limitation with leaschoraers 1nh hvomin g onped litah.

Ctbieciais of rraional cofpenten {(located pritat 'y in the

Focky Mountain reqgton) belicvea Lo Corrent oore aaee irmita-
Cron thould remarn uncharacd.  They foared tuet o Larqoe
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increas» in or elimination of the limitation would allow
the major companies (larger companie: located throughout
the United Statecg) Lo monopolize the i1ndustry and would,
in turn, force the reqgivnal compan:ies cut ot business,

On the other hand, mejor company nfficicls said the
current limitation chould be greatly increased cr be elin~
inated. However, these companies held large amounts of
land that were not producing and Pureau onficials teld un
that the acreage limitatlon ai1d not appear to be adversely
affecting the companies' operations. Mojor company otfi-
cials also said the limitation served no useful purpose
because the companien would not attempt to monopolize
Federal land 1f the limitation were oliminated.

We also discuscsed the appropriateness of the current
oil and gas limitation with representatives of the Petro-
leuin Associations in "tah and Wyoming, 'The representatives
did not have an associaticn posttion on the appropri.teness

of the o0:l and gas acreoge limitation,

The Department, in its April £, 1476, reply, stated
that sume changes in the ect relating to the onchore oil
and gas acreage limitation might be desirable. One po-sible
change would be elininating the reguirement for limiting
or controlling option toldingns on onchore oll and gas leaces
since the degree of control exercicred over a leace by an op-
tionee (o minimal. Apother possible change to limit spocu-
lative holdingc in o0il and gas leuces would be reducing
the term of noncompetitive icases from 10 to 5 years.

Phosphate, potagh, and sodium
acreage limitatione

The act «ud Federal requlations limit the number of
acres a person, association, or corporation can hotd undor
a single phosphete, potash, or coedium lease and elso limit
the total number of acres which can Lo held in each Statoe
or in the entire United States, DPertinent informatior rela-
ting to the statutory or reaulatory basis for the limitation:
and the single~lease and total-leane acreage limitations Lor
phosphete, potush. and sodiuw cie chown in the following
tahle.
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Phosphate Potunh S dium

sSource ol acreaqe
limitation:

Cumulotive 30 U.s5.C. 43 CI'k ir g,s.¢.
184 3501.,1-4 184
$ingle lease 30 U.S5.C. 43 CFR i0 v.s.C.
211 (a) 3%01.1-4 262
Area included in
aorrradqe limitation United States [Lach 5tats  Lach State
Cunuldetive acreage a/ h/
limitation 20,480 76,800 5,126
Single~leace acreage :
limitation 2,560 2,560 2,560

Aoreaqe cxemption—--~
addition to form
sCoONOmiIc unit - - 10,240

a/Total for leases and pernmits.
b/ Leranes==24,€00 acres; permits-~-51,200 acres,

Gn the nacis of escimated production data for fisca)
year 1475, mineral producticn on public domain Tand ac-
counted lor about 75 percent of total U.5, potarh produc-
tion, %9 nercent of total sodium prodoction, and H percent
ol total phosphate production.

Burcau officials teld us that they gennrally considered
thot o AU-year supply of phosphate, potach, or sodium was
hecoeunary for an economic rining unit--one thert permits the
producer to recoup its 1nvestment and make o reononable
ol it,  GRC did not evzluate the reasonablencen of the 40-
yiear biqgure; however, tre actual number of yoars needed to
fecoup an anvestient depends on many ccoonomic factors, such
ai the rate of return on capitael and the upply, demand, and
ot {er wl the mineral.

Photphiate ocreage limitatinn

Thee act and Federal reaulations provide that no lesgee
can hold, own, or contrcl at ony one Lise gore than 20,480
acrer af public domatn land under Federal phoophatoe leases
antd pepmert s in the United dtates,  Theto i no iwdividual
state limitaotion. Burecou officials told un that they dja
ot know the basis for the phusthiate acreage Limptation.

Ar o dane 30, 1375, & totul of 91,5%%0 acrer of 1,5, rubiic
domarn Yant wae uvnder nhozphate leases,  Under the current
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phosplate acreage limitation, a single lessee could control
about 22 percent of all the public domain land under phos-
phate leases. According to Bureau records, as of Naovember
20, 1975, the conmpany holding the largest number of acre:
in Wyoming or Utah under public domain phogsphate leares and
permits held 12,628 acres, or 14 percent of the total.

At June 30, 1975, Idaho nad 45,095 acres (49 percent)
of the total 91,55%¢ acres of ».%1lic domain land under Fed-
eral phosphate leases, and at the time of our review there
were pending applications for ahout 120,000 acres. At the
time of our review, 7 t.rms in Idaho had filed a total nf
14 mining plans with Survey covering their proposed mining
operationg over the next 25 yeare. The 14 minino plans chow
that a total ¢f obout 13,800 acres will be used for produc-
tion durinq the 25-year per..d, On the basis of the came
ucage rate, vo ectimate that about 26,000 acres will be uned
in 40 year,, depending on the cuality of the mineral and
tons per aare. As of November 1479, these ceven {irn: hoeld
34,337 acrez of land in southeastern Idaho under Feferal
leases and permits.,

Potash acre-ge limitation

The act does not specify a limitation on the total num-
ber of acres that can be held under tederal potash leases
arnd permilts; howoever ., the Departacnt has iscued regulat tonns
limiting the totel numoer of acres o lessee can hold in each
State—--25,000 leuse acres, 51,200 poermit acres, and 2,560
fringe area acres. Bureau ofticials cou'd net provide any
documentation ac to how the specific acreage lisitations
were establiched nor did they glve their cpinion of the ap-
propriateness of the current wucrecqge limitations.

We noted that potash had sepoarote limitaticns for leaseg
and permits while phosphate and sodinm had a combined icace
and permit acreaqe limitation, The potash permit acreaqge
limitation of 51,200 acres agpprared to be excessively larac
on the basis of the number o, ocres large potash mining op-
erations currently used. We discussed these matters with o
Bureau of{tficial, but he was unable to tell us why there wae
a separate limitation for potash cases and permits and why
the potash prrmit acreage limitat:on was so large in rela-
tion to tho=ze for phosphate and caodium.

A Bureou ofticial told us that potash-minine operationr
currentliy used op to 200 acres o year., At this rate, 25,400
acres of lond would he aobeut a 128-year suprly, dependina on
the quality of the wmineral ana the tons per acre.  Whonrve!
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a lescer leanes more acres than it needs for its mining op~
craticns, 11 c tying up land that could be leased and de-
veloped by scomeone clse.

At the time of our review, the company which held the
laraeer tnta]l acreaqe under Federal motash leases and per-
mits in Utah and Wyoming held about 24,700 acres under
lcases and none under permits.

Sodium acreage limitation

The act and impleinenting Federal requlations provide
that no lessee hold, own, or control more than 5,120 acres
{basic sodium limitation} of public domain land under Fed-
cral sodium leases and permits in any one State. However,
the act and regulations allow the Secretary of the Interior
to permit a lessee tco hold up to 15,360 acres of sodium in
any one State in order to form an economic miniag unit. To
receive the extension, the applicant must justlfy the in-
crease and provide certain information on i:s non-Federal
cadium holdtings in the area.

As of July 1, 1975, six firms in Wyoming recuested and
received increases ranging from 1,620 to 8,503 acres over
the basic codium acreage limitation. FEkeasons given by the
firms for requesting the extensions included:

--The need for more cre to meet expanded regquirements.
~-The prevention 0f compet.itors receiving key tracts,
-=The need for large-scele operations,

~--The large investment in plants and development.

turthermore, two of the s5ix firms received the exten-
sions althouygh they bad not begqun mining operations when
the extensions were arantea. They have now held leases for
14 and }7 years, respectively, without development. EBureau
leases do not reoguire diligent development or minimum roy-
alties bacod on produciion, and the leases can be held for
long periods at little cest.

Busean and Survey officials and company representatives
toid us thut, because economic mining of sodium reqguires
sizable mineral deposits, the 5,120-acre limitation was to9
small and chould Ee increasec. For example, one sodium pro-
ducer in wWyolina ures about Z00 acres a year in its mining

vperat ions.  Conceauently, this firm would use 5,120 acres
tn ite minina operations in about 25 years, and &an eccononmic
winine unit ic based on 40 vears of coperation. Burecau
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officials told us they took no action to have the basic
sodjum limitation of 5,120 acres increased because firmr i
could readily obtain additional Federal acres.

USE OF RESERVES SYSTEM TO
LIMIT MINERAL HOLDINGS

Bureau and Survey field office officials 921d us that
acreage limitations were not an effective wa: prevent
monopoly of phosphate, potash, and sodium becauce the thick~
ness and quality of mineral deposits varied qgreatly from
State to State anu even within a State and because the amount {
of recoverable minerals (reserves) found in & specific number '
of acres at two locations could vary tremendously.

In explaining how the thickrness of mineral deposits
coula vary, the Department tcld a congressional committee
that prosphate deposits in Montana were from 3 to 12 feet
thick, whereas deposits in 1doho generally were from 40 to
160 feet thick. 1t added that the surface area, in itself,
was not a criterjon for the amount of minable phosphate
which ts found unwuerground,

Bureau and Svurvey ficld office officiale said that a
more eguitable and meaninaful method of limiting the total
amount of a mineral an indiviausel or corporation could lease
was to base the limitation on estimated reserves, By using
estimated reseryver as the liwmitation, each individuel or ;
corporation woula be entitled to lease up to the maximum
number of to:. of minerals thet the Lureau established o5
the limitation. lach lecse could lease as much land ar
necessgary to reach the maximum reserves tonnage limitation.

Bureau an<d Survey Jicld oftfice officiels informed us :
that it would be teacihle to ertablizh & linitat:ion syotem
based on mincral rczerves usra thet 1t would be possible to
effectively enforce such ¢ systom. :

However, in 1t April 2, 1976, letter to the Subcon-
mittee, the Lepartment stated that, olthovgh substituting
regserves limitocions for acreade timitations would be thoo-
retically desirable, it would result in artificial distinc-
ticns and would b extremely difficult to administer. The
Cepartment said that, ofter an initial reserves agssessment
and accounting of ownerchip, it would, under a reservos
limitation system, have to make freguent adjustments since
reserves asscgsments weroe cubjrct Ko major changes as ox-
ploraticn and develonment provide more accurate datae. Alco
the Department stated that the wuantity of reserves in a
given parcel of lend fluctuets:s with the price of the min-
eral ana thet roscerves would b too volatile to use in
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cectablishing limitotions. For the above reasons, the De-
partment did not concider {he recerves limitation gsystem
to be the most offective wey of controlling heldings 1n
fracraliy owned mineral resources, The Department added
that the proposed diligecrt development and advance royalty
reaquiremnants tor potash, shosphate, ard sodium, such as
thase in the Department's nreposed regulatiorns for coal,
could reduce the importance ¢. the problems and chviate
the need for ectther reserves or acreage limitations.

We belicve the Department's diligent develepment and
advance royalty reauirements may be attempts to encourage
production and perhapeg to reduce the opportunity for specu-
Jative holdinas, but they do little to prevent extensive
holdings or monopoly--the primary purpose of acreage }imi-
tations. VFurthermore, we believe that the Department she ld
have a good knowledge of the amount of reserves in a garcel
of land bhefore the Department leases the land. We believe
cuch data i¢ almo necessary if the Department is to effec-
tively carry out the diligent development and advance roy-
alty reauirerents tnat it 128 contemplating for potash, phos-
phate. und codium, Wwithout adcouvate reserves data, such
reauirements would be highly suspect.

We aaree with the Department thet market demand and
vrices have an impact on the amount of reserves. lowever,
we believe that the problem ot tluctuating prices is not
insurmountable., Conseauently, we believe the Cepartment
should not rule out the use of reserves limitations in
making the ztudy on limitations that we are recommendina,
ccpecially <ince adevuete recerves data is needed to effec-
ttvely carry out the diliaent development and advance royalty
regutremente,

ACKLAGE LLNLTATIONS ON STNGLE LEASES

The act and requlations place a 2,5%60-acre maximum }imi-
tation on ecch phosphate, potash, sodium, anid noncompetitive
oil and gas lease and @ 64U-acre maximum limitation on ecach
competitive o1l and agas lease. Bureau officials said that
the single-leace limitation on these minerals did not prevent
monocpolization ol any of these wminerale and it increased the
surceu's costs of wdminicter ing the leases.

Althcuah the act and requlations limit the maximum acre-
dge, they do not prohibit an individual or corporation from
holding leaces on contiguous or adjoinina lands up to the to-
tal maximui acreeqge allowes. For example, cne firm in Utah
held 13,606 contiquous acres under cix phosphate pera.ts
renging from 1,371 to Z,%47 acres.
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Bureau and Survey otticials saird that 2,560 acres was
generally incufficient for cconomic minina of phosphaote,
potasht, and sodium., Concequently, firms must acquire sev-
eral leases in the same location to form an economic min-
ing unit. For cxample, two of tie threce sodium producers
in Wyoming each held (ive Jeases of about 2,500 acres each
and the other Lirm held three leases ol aboutr 2,000 acres
each.

In addition, o Bureau officiel told us thet the single-
lease acreage limitation waz a problem when the Bureau wanted
to lease landg competitively [or phosphate, potash, and so-
dium mining, because 2,560 acres miaht not be large enough to
form an economic mining unit.

Assiynment of onshore oil and gas leases

The Bureau's practice of allowing lessees to assign oil
and gas leases in porcels os small as 40 acres hinders de-
velopment and increases the Burecu's administrative work.
The act allows a lessee to transfer (assiqgn) all or part of
the acreage in a lease to another person or company, subject
to the approval of the Secretory of the Interior.

The requlations provide that the minimum lease size
for noncompetitive onshore oil and gas leases issued by the
Bureau on public domain land- is 640 acres, except for small
isolated percels whers the total area available for leasing
is less than #40 acree, Howiever, the Burcau allows lessees
to assign such lecases in parcels as small as 40 acres.,

Aessigning oil and qguas leacern in tracts of lesc than 640
acres increases the Burcau'~ administrative work., For exam-
ple, one lcose was issucd (o1 2,560 acres and later was di-
vided by the lessoe into 49 leases, Instead of keeping one
set of records and cending out one rental billing, the Bur-
eau must rReep 49 cctoe of records and send out 49 billings.

Assigning oil and gas leases in less than 640-acre
tracts also hinders development, bocause & company planning
tu explore for and produce oil hes to rontact a large num-
ber vf leasenolders to a«ccumulate sufficient acreage. Bu-
reau officials sa1d thet most holders of rartial assignments
were not oil companier but were cpeculators waiting for an
oil company to buy them out ot a prefit. Company officials
tola us thet lorna periocar, renaina from 3 to 7 years, were
reguired for contacting loaieholders and consolidating an
exploratory unit.

A Burecu State olfice official stated that assiganing
oil and gas lcasens in tractos of less than 640 acres
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increased the Bureau's administrative work, nindered devel-
opment, and served no useful purpose to the Federal
Government.

EXCLUSIONS FRCM ACREAGE LIMITATIONS

The Subcommittee asked us to identify the various meth-
ods of exclusion which allowed lessees to hold more acreage
than allowed by the specific limitations set by the act and
Federal requlations, We directed our review of acreage limi-
tation exclusions orimarily to identifying the various
metnods of ohtainino or managing a lease which allow for ex-
clusion of <ll or part of the acreage (. computing an indi-
vidual's or corporation's holdings for - zage limitation
purposes.

Acreage limitation exclusions allow :n individual or
corporaticn to legally own or control corziderably more acre-
age than thaet zllowed by the limitation. &fome exclusions are
provided in the law and some in the Federal regulationg. The
principal exclusions from the acreaas limitations on the min-
erals included in our review wer= (1) unit plan of develop-
ment, (2) fracticnal interests o1 one company in other compan-—
ifes' holdings, (3} family holdings, andg {4} mining more than
one mireral on the same land. “The-e exclusions are discussed
below.

1. Unit plan cof development. This i< an eqreement out-
lininc a cowumon plan of geoveloprent and operetion by two or
more oil and gas lessees for rore cconomical overations and

"better conservation practices. The Mineral Lands Leasing

Act (30 U.S5.C. 2263} allows such aareements ond provides that
all acreeqe in a unit plan be cxciuded from the oil and gas
acreaae limitation.

In wyoming about 3.2 miilion (14 percent) of 22.6 mil-
lion acres of land leased for oil or gas operations were uni-
tized; in Utah about 0.9 million (6 percent) of 13.9 million
acres were unitized. The four companies we analyzed in de-
tail had unitized acresges rencing from 10 to 30 percent of
their holdings.

2. Fractional interes'.s ol one company 1n other compan-
ies' holdings. The act (30 U.5.C. 184 (¢3(1)) and the mineral-
leasing requlaticns provide that an individual or a corpora=
tion owning more than a l0-percent interest in ¢ corporation
be charged with its proportionate chare of the corporation's
acreage. As a result, an individual or zarporation control-
ling (51 percent or more of the ctock) anothor corporation
having leases algo controls the leases but would be charged
with only acrecage proporticnate to its stock ownership.
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For example, cone parent company owned 52.7 percent of
tre stock of company A and 100 percent of the stock of com-
pany B. For acreage limitation purposes the parent company
would be charged with only 52.7 percent (111,298 acres) of
the total 211,191 acres held by company A under oil and gas
leases and with 100 percent cf the 56,500 acre¢s held by
compahv B even though the parcnt company contreclled the tweo

"subsidiarics and, i1 effect, controlled their :»ntire lease

acreage. If the total ocreage (267,791 acres) heid by the
two subsidiaries in Utah were char,,ed against the parent
company's acreage limitation, the parent company would have
ev.eeded the ilunmitatica by 21,6]: acres.

In its April 7, 1976 letter, the Department stated that,
with the complexities of verticil, horizeontal, and conglem-
erate ownerships~—-which are common in the mineral industry--
establishing cwnership for the accounting of acreage wola -
ings could be a difficult task. 1In his regard, we noted
the Bureau does not consictently obtain the excct percentage
cwnership of one corporation in another and therefore usu-
ally cannot make the determinaticn of fracticnal interest
that is required by the regulations.

3. Familv holdings. The act (30 U.5.C. 184} and the
mineral-leasing regulations permit cach member of a family
to own, hold, or control up to the mexirum number of acres
allowed by the limitation. Conseguently, a £amily cf five
individuals could hold five times the nurber of acres held
by one large corporation whicl has @ single limitation,

For example, the Bureau's bhilling list indicztes that
@ huskband, wife, cson, and a corporation wholly cwned by the
husband had interest in 818 Wyoming oil and gas leases cov-
ering abcut 502,000 acrec. The Lilling licst indicates that
each family member was within the 246,080-acre limitation,
However, the billing list shows only who is billed for the
renteal on the lease. (See p. 19.) We did neot determine
the actual number of acres each family member held, becauce
we would have had to review about 40,000 individueal leases
to make such & determination.

4. Mining more than one 7ineral on the sere 1.ind.
The act (30 U.S.C. 262) permits scoium to be mined under
potash leases and potash to L» mined under sodium .cusecs.
This provision adds 25,6060 acres to the gocium lirtitation
and 5.120 acres to the potash limitation. We noted one
firm in Utah thet mined sodium vnuer 1ts potes: leases.

*
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Leases on State-owned and private iands

Unlike Federal leases, the oil and qas, phoasphate,
potask, and sodivm leases on State-owned land izsued by
Utah and Wyoming and leases on private land d. not have
acreage iimitativiis. Conscgucntly holders of Teneral
leases could be controlling considerably more acres of
State-owned ard private tands tuoun the acres held under
Federal leascs, Therefore acreage limitations on Federal

l.ases may be only partial deterrents ‘o monopolizatvion.

CONCLUSTONS \ .

We were unable to [ind any vacis {for the specific number
of scres used as the current acicage dimitarions on phouphate,
potash, sodium, and onchore oil and gas leases in the act
and regulations or to determine thels appropriafeness,

Although the TDepartment's April 2, 1976, letter stated
that there were problems in attempting to avoid spculation
and monopolization of mineral recources by using acreaqe’
limitations and tnat acreage limitations did nol consider
quantity, quality, or cost factorg, the bepartment did not
indicate it planned to take any action to change the current
acreaqde limitation system. The Lepartment also stated it
aid not censi"»r a reserves lLimitetion cystem a5 the moot
effective way .f limiting Federal mineral holdings and that
propccoed ailigent development and advance royvalty reguiro-
ments could obviate the need (nr elither reserves or aciegge
limitations., We believe that the Department's diligent de-
velopment and advance rovalty recuirements may be attempts
to encourage production and verhaps to reduce sypeculative
holdings, but they do little teo prevent egvenstive holdinags
or monoly--the primary purpose of acreage limitations,

2

In view of (L~ lTimited amount of information avatlable
on the basis for and appropriatencss of acreage limitations,
we: believe the Secretary of the Interior should require the
Bureau to study the entire concept of acreage limitations
to help in detrtermining whether there 1o e need for limita-
trons based on acreage or some other measure, such as coti-
mated minerel reserves. The conclusions should be fully
ana cpectitically supported and jentilicd. Algse if limita-
tions are needea, the Bureau should determine the appropriate
tvpre and cize.

The Bureau's practice of airlowing legsees to assign on-
shore <1l and ¢as leases In parcels an small as 40 acres hin-
ders development, and increaces the Bureagu's administrative

o
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work, and serves no useful purpose. We believe the Bureau
should determine an appropriate minimum limitation and
revise its regulations accordingly,

RECOMMENDATIONS

We recommend that the Secretary of tae Interior regqguire
the Director, Bureau ¢f Land Management, to:

--5tudy the concept of acreage limitations to he.ip in
determining whether there is a need for limitations
based on acreage or some other measare, Such as esti-
mated mineral reserves. If so, the Director should
determine the appropriate type ¢rd size ¢f the limita-
tion for each mineral that the Federal Government
leases and recommend to the Condgress that the Mineral
Lands Leasing Act and the Mineral Lecsing Act for
Acguired Lande be amended accordingly.

--Determine an cppropriate Limitation on the minimum
size of an oil and gas lease assigrnment ond revise
the Bureau's regulations accordingly.



SULUCR I

MONITORING CCMPLIANCE WI'TH ACREAGE LIMITATIONS

Iae Conearnittere arked un to determine the effec-
Loveneoz ¢f the Lureau's cystema tor mopitorinag and in-
sur ing compliance with acreaae limitations on phosphate,
potoch, soaium, and onchore oil ond gas leases.

The Bureau does not have a system for insuring com=
pliance with the unshore oil and yus acreage limitattion
and conseauently s unable to determine whether i{ndividu-
els ana corporutions have leascholdings in excess of the
Taximur o acreeae et by law.  Dureau officials said they
were not entorcing the acrceaqe limitation because of the
huge workloaa and high costs involved with administering
the larae volume ot leases {about 15,000 in Utah and

4,000 in wyemina) and Jease ansignments (about 3,600 in
Lranoand 15,000 10 Wwyominag) and because of the numerous
:xclesions which make the limitation meaningless.

Gt ureau's tdahe Utate o {fice, which is responsi-
Sle tor o rentrolling the nationwide acreage limitation on
chostrnate beases, was not effectively controlling the
Licornhate SATrtation because 1t was not receis tho verti-
nent o data on ueate status, such a8 relingquishm_onts and
s ianment o, from other hureau Htate offices.

The Bureaou's state oftices in Utah and wWyoming weve
vernag listings o! andividual leases--no total shown for

1
2aCh QS

sec--to contrel the acreage limitatiens on pot-
Q2an sra codrar logres,  The 'tah tate Cfflce listing
it ot Show the pame of the lesrees; the only identifi-

Cutlon war the loace pumber o,

CrsiivkL GIT ANL GAY ACKEAGE

CIRTTATIEN HOT o wCiL

The Mincral [ondg Leasing Act and implementing Fedoral
regalaticons Lurat putaice landholdings. However, the Burcau
te not enforcing the ctatutory and regulatory provisions,
Althoush thne Lurcau's ol and vas lease files contain the
Ledre Anfor®ation neocestary to control acrecge limitations,
tre Bureagu doos not have a sy:rtem which shows the total
acreaae held by cach legcee and conseqguently is unable to
getermnine whether the Jessees have leascholdings in exce: s
of the maximum perritted by the wot and regulations.

In 1968 the Burcau establ iched an avtonated billinag

evetem for all recurrina Lilly, including leace rental
payrents, In the hureau's wWyoring State Office and later

1y
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extended the syntem to the other State officec. This sys-
tem resulted in eliminating the preparation and mainten-
ance of il and gas acrirge control cards and was to be
uged to control oil and gas acresqge .simitations, even
though Bureau ofticlals recognized at the time the system
was oestablichert that it was not adequate becouse it would
not accurately thow thee total acreage held by cach leceee,
However, they believed tnat the system gave a close ap-
proximat ion of the acreage held snd that it was the beot
system available, considering the workload and cost in-
volved in contrelling the acreage limitation.

Wo bhelleve the bill ng system is inadequate for con-
trolling Lhe avreage limitation because it lists only the
company or pernon Who i billed for the lease rental pay-
ment and ¢oen not show other companies or persons who havo
partial interent in the lease. For example, our analysis
discloned that two companies each had 25 perecent intererctn
in o 1,%48=0¢ro leane for which @ third company wes billed,
The entire 1,581 agres were charqged to the billed company
with no dgivcloryo of the other interests. The cystem also
does not (1) thow rthe total amount of acreaqge owhed or ocon-
trolled by cach company or individual, (2) identify compan-
les which v wholly owned or partially owned by other
compatiten, ur [(4) Qdent ify the acreage that 15 not subject
to acreage Limitatjona,

The July 3, 147%, billing list showed that at leact

10 companis® in Wyoming and 7 conpanies in Utah were being
billed o1 rental on more than the maximum avreaqge limita-
tion. However, the Lareau offlcials in the Utah and Wyo-
ming Staive ot fees did not verify whether these companien
woere, in fact, exeeoding the acreage limitat ion because
the Burean aid not have procedures for identilying potrn-
tial acreane imitotton violations., The otficials tolu us
that they had not checked for compliance with oil and qgal
gereade Limitat ions anes 1968 in Wyoming and 1965 in Utah
Bocaute they thoadht that no lessee was over the limitat jon,

One reacon Bureaud officiale gave for not controlling
the oil and aus avreage limitation was the buge workload
and high conts fnvolveo with agninisterinag the large veol-
ame ol begreo and leare assignments. We noted that the
numbenr af Jeanes and leate assianmeents aba roelated admin-
IStrat ive workload coald be reduced by inctsansing the
minimum ciye ol g Jea o assignment. {See ¢ch, v.)

Thes Buroau i not controlling overriding r1oyaltien
relating to onnhore o) und ges leases cven though the



mineral-leasing requletaon, (4, ok 31101.1-5(d) and 3106.4)
nrovide that royalty ar olhser anterest payable out of pro-
uct onoare charcoable intereto tor acreage licitation
Y An coorritine 1oyl roan interest in a lease,
stated g a percentadge b prontectjen vaelue, that s retained
when a leac

The requlation: oroviae that parties owning a royalty
or other interczt d-otermined by or pavable out of a per-
centdyge ol Produttion tron o feare nhould be charged with
¢ simtlar percentaae of the tor gl leane acreage for acreage
imitation purposres. Bureau otticials told us they were
not entorcina theco reanlation heeanse very few companies
fileu the inforimat ton o the requlations did not require it,
For companies submitting the jnfarmation, the Bureau offices
tn Utah and wyomina did not wreep the data sc that acreage
chargeanle to wach party fer aereane limitation purposes
could pe reaugily determined,

he revicewed g o ol .Y deane files in Wyoming and
Utah and found that o4 Jearo yroviaed 1or overriding roy-
alties. The averace overy pbing 1 syalty tor ecach lease wae
4 percent in Utah ang 9.5 (e nt o0 Wyominag. Buresu of-—
ticiales told un that overrtding royalt s were standard in
the otl and aas husines: and 11l mont leases include them.
If overriding v goltic: were (laraea to a firm's noldings,
ite total acreaqge to he applicag aaainst the limitation
woula Increacse,

LIMTTATIONS KOT LEMECTIVILY [t

PHCSFHATL , FOTALH, AN

The Purcan war not offcctively monitoring the acreage

limitetions far pnosphote, (ot v, ang codium. The Bu-
recu’ s Inceno State Off poe, whitol g recponstible for con-
t
]

'y
o
o]
-
-
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the nationwiae acrean [lnitation for phosghate
Catel, war not recegyving att the date on changes in lease
Trtaetues, such of relibvaaioheents and arsignments from other
ureaun Lrote oftticer, and concognontly was not effectively
controlling the rhocpboate et gt o, Lach Bureau State
Ghtlsce 1o recponstide for monitor et the acreage limita-
tions for rota T ang permits. The Bu-
reau’s State oftices in Ptal ang hWyemina were usinag listings
of inaivicial leases--no tat,l «lown for each lessee-—to
control votach anc codipom Lo f'though it is possible
G uetermine the total aoreare Lo le Ly a lessee by adding
the aoereaace of cach loearoe (v Lold, we helieve this is not
on cffective ovetenr to copteol ot 1o oand ccolum acreaqge
strrtetions, copecially 0t the nuamter of leaces increasec
ireatly

—

{ ot o

oo ansitghesd to gy acher fpdividual or corporatio:n.,




Phosphate acreage conirocl syrten

The Burcau's Idaho State Oil-ce wes not effectively
monitoring the acreage limitations on phosphate applica-
ticns, pernite, and leases hecaune the acreade control
system did not correctly identity the current status of
pnosphate leaseholdinas. Other Bureau State cffices
were nov sending the Idoho State Gffice current informa-
tion on applications, permitc, and leaces because they
thought that the billing system was controlling the limi-
tations and that they no longer needecd to file changes
with the Idaho State Officc. The Idahs State oftice em-
clovee responsible for the contrnl records said she
thought there were no changeu ince nobody had notified
her of any. Therefore thoere were many differences he-
tween the total acreage holdings shown for lessees on the
Idaho State Gffice records end their actval holdings.

In September 1975% we revicewed the Idaho State Cffice's
phosphate acreage control records which identified 83 firms
with phosphate applications, Jeases, or permits on public
domain land. Cn the hasis ot our review at the Bureau's
Utah ang Wyeming State offices, we knew that the total acre-
age holdings shown for certain lirme were incorrect. Ve
advised the Idaho State Office officiels and they contacted
the other Bureau State officnn in September 1975 and requested
information on the current status of phosphate heldinge and
on future changes in the status of chesphate applicaticnes,
permits, and leases. In November 1479 we returned to the
Idaho State Otiice to review the upuated phosphate control
records and relatea lease {1les,. We found that

-~22 lirms had heen dropped from the control records
because they no longer had active holdings,

--24 tirmeg had been added to the control records
that had not previously Leen repoerted,

--26 firms had had chanace in the acreages they held,
and

-=35 firms had had no chanues,

Afrer the Bureau employecs wadated the recorde, they
aiscovered that one { irm had apriied for phosphate permits
which, if approvea, would have placed it over the 20,480~
acre limitation. The Burcou initiated action to correct
the situation py informing the applicant that it haa ap-
plied tor more permits than permitted by law. The appli-
cent then rescinded all of it phorphate permit applications
in Montano and thuc (ell within the acreoce limitation.

Ol
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botash and sodium acreaqe_control tyrtem

Officials at the Burweau's Utah and Wyomlng State of-
fices said they were using 1 tings ol imndividual leases
any permits--no total shown lor cuech lesnee--to monitor
the State-wide acreage limitotions for potash and sodium.
Furthermore, the control listing the ttabh State Office
used did not show the name of the lesoeen: the only iden-
tiiicatinn was the lease number:,

To determine the accur 'y ot the Information on the
potash and sodium lease licting., we traced all the infor-
mation chown on the listings to.the origlnal lease files.

The Utah State Cffice control licting anreed with tne infor-
mation shown eon the individual leanen, However, there were
many discrepancies between the data nhown on the Wyoming

State Office control licting and the individoal leases.

For example, data on 9 of the 44 odium lvancs or permits
shown on the control listing «ud not correctly identify

the current status of the leane beecaae Goveral lcase as--
sianments had not beon recorded on the control listing.

The Bureau emploves rercponsibls tor keeping the records salid
the recorde were not kepl up ta datse hecause they were given
low priortty and opecause che thought the ofllcial acreage con-
trol records were being kept Ly the Penver Gervice Center.
After we brought these discropancier to the attention of the
Burcau employee, she correctoed 1he contral 1igsting to show the
current status of the leasen.,

Alter the Wyoming and Utab State otiices' control list-
ings were corrected, woe roviewed thep to detoermine whether
any leszees held potash end :odian halddnas in excess of the
auvreage limitations and faund that none dd,

Althongkh cuch liztings can boe used to control acreage
limitations whenever there [ o wmall number of lcases, we
told Burcau officials, and vhey aarecd, that a system which
readily shows the total acreo e held by each lessce would
be aevaed (f thore were o larde incroesse jn the number of
leases.  Such a system would eliminate the need to total the
acres held by o lessee cach Vame i applicd for o lease and,
for the Utah Scate OFf iee, 1t woaald obiminate the need to go
to the (ndividual lease file to determine the owner of each

lease.

Beceuse of tne enrergy oristn, the Bureasuy devoted 1ts at-
tention to energy mine ailc, canrandg a larae bockloqg of phos-
hate, sotash, and godium leane and pepmit oapplications in
tne pact tew years.,  For o cxamg o, in tar and Ldaho there are
penaing leace or pernit cpplrotconns ITor o about 300,000 acres.,

Burcau offrciale stated Lhat Yhens wonld e acted upon this



year. Bureau officials also told un that any large increase
in activity for these minerals in the future would make the
present control cystem inadecquate and that they would have
to revise the system so that the total acreage held by each
lessee would be readily available.

CONCLUSIONS

The Bureau does not have a system for insuring compli-
ance with the onshore oil and gas acreage l.mitacion and
consequently does not know whother individuals or corpora-
tions have leaseholdings in excess of the maximum acreage
limitation set by law. Bureav officials said they did not
control the onghore 0il and gas acreage limitaticn because
of the huge worklocad and high costs of administering a
large volume of leases and lease assignments.

Although the regulations provide that »verriding royal-
ties are chargeable against acreage limitations, the Bureau
does not regulre companies to (ile overriding-rovalty data
and does not systematically recore data that is tiled.

The Bureau's Idaho State Office was not effectively
controlling the phosphate acrcage limitation because it
was not receiving pertinent data on lease statue from other
Bureau State offices., However, 1t recontly reguested the
cther State offices to submit the necessary data.

The Bureau's Utah and Wycming Stote offices were using
listings of individual leases to con.rol acreage limitations
on potash and czodium leascs. Although cuch listings can be
used to control acreage limitatlens when there is a small
number of leases, we believe that & system which shows total
acreage held by each individual or company will be needed if
there is a large increase in the number of applications,
permits, and leases.

RECOMMENDATIONS

We recommend that, if limitations based on acreage or
some other measure, such as rescrves, are needed and appro-
priate limitations are establishned, the Secretary of the In-
terior require the Director, Bureau of Land Management, to:

~-Develor and implement o system “o control the limi-
tation for each mineral the Federal Government leases.

--Determine whether it |s anpronriate to charge overriding
royalties against the oil and gas limitation and, :if so

take the necessary action to control the overriding
royalties,
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COPY
COMMITTEE O INTERICK AND INSULAR AFFAIRS
U.S. HCUSEL UF REPRESENTATIVES

WASHINGTON, D.C. 20515 -

Novemb.. 6, 1975

Honorable Thomas S. Kleppe
Seeretary

Lepartment ol the Interior
Intcerior Building
washinaton, C.C. 20240

Dear Mr. Secretary:

This Subcomrittee is presently prepering to make a broad-
ranging oxarinat.on of the entire system of mineral leasing.,
Cne of the specific areas we will be examining is that of
acregae limitations on lease holdings, To assist us in our
cxamination, we would like your views and comments on the
mattere presented below,

Under the existing mineral leasing system, acrcage limitations
are cestab'ished restricting the amount of Federal land which
may b held F any person, association, or corporation. There
are pecifs c acreage limitatiens for individual leases and for
total leare holdinas allowed 'n a State or the entire United
Statec,  Une or the principal purpeces of acrcage linitations
was to prevent coeculation in or monopolization of any parti-
culer nineral found in publicly-owneda lands of the United

St l]t’.S\

Some have suggested that surface area, in itgelf, mey not be
an adequate criterien for gauging the amount of mineble min-
eralt which may be found underaround. The amount of mineral
aeponits can vary gregtly [(ror state to state or within a par-
ticalar ctate; totol mineral recerves in a snecific number of
acres ab twao locations can vory tremendously. Therefore, the
acteede bimitation mey have relatively little etfect in limit-
iyt emount of Tinerals corntrolled by the lessee.

i
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Hlonorable Thomas S. Kleppe
November 6, 1975
Page 2

we, therefore, would like your views and comments as to:

- the appropriateness and adequacy of the specific
acreage limitations for each lease and for tetal
lease holdings currently in ecffect for phosphate,
potassium, sodium, and onshore 0il and gas leases,.

- whether there is a continuing need for acreage
limitations to prevent monopoly or to accomplish
the other significant purpcses for which acreage
limitations were originally established.

- whether the use cf acreage limitations is the most
effective way of aveiding spcculation in or mono-
polization of mineral deposits or whether another
system, such as a limitation on estimated reserves
would be more appropriate for some minerals,
especially solid minerals.

In order that we can fully evaluate ycur comments before
upcoming rearings, we would appreciate your views and
comments as soon as possible.

Very truly vnurs,
{sgd) Patsy T. Mink
PATSY T. MINK

Chairperson, House Subcommittee
on Mines and Minina
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cory

UNITED STATES DEPARTMENT OF THE INTERICR

OFFICE OF THE SECRETARY
WASHINGTON, D.C. 20240

April 2, 1976

Dear Madam Chairman:

This will reply to your letter of November € cincerning
max imum acre¢age limitationt set by the Mineral Leasing
Act of 1620,

Present Limitations

Max imum acreaqe limitations were originally proposed in
the Mineral lLeasing Act of 1920 to prevent speculation
In and to toster competition for Federal leases, Since
their initial enactment Congress has regularly chanaed
these limitations Lo meet new and increasing demands for
cnergy and rensources and Lo Lake into account advances
and improvements in technology.

teaeral phosphate holdings arce currently limited to a
maxtmum of 20,480 acres within the United States estab-
liched pursuant to lY64 amendments to the lineral Leas-
ing Act of 1920, These limitations have changoed five
times since 1920, Under the original Act, phosphate
holdings were limitea to one lease per State; revised
subseqguently, by amenament Lo the 1920 Act, in 1946 to
a maximum of 2,560 acre:s per State; in 1948 to a maxi-
mum of 5,120 acres per Stoete and a maximum of 10,240
acres within the United Staven: in 1960 to a maximumn of
10,240 ocres within the United States, and changeo in
1964 tu the current {igure.

vo statutory maximum acreaqe limitation has ever boen
impesed on Federal potansiam holdinags. However, Depart-
mental requlations in 43 Cli 301, 1-4, prescribe a
51,200 maximum acre Jimitation within the United Stateg,
with he addaitional requirement that no more than 25,600
acrns can be agqqreqated inte one or more minina units,

Federal sodium holdings are currently limited to a maxi-
mum ot 5,120 acres per Stole, with additional grants of
up to 15,360 acres available f needed for the economic
rining of the mireral, Thense figqures were re-~establ ished
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APPENDIX II APPENDIX 11

in the Mineral Leasing Act Revision of September 2, 1960.
Since 1920 the acreage limitations for sodium holdings
have changed three times., Under the original 1920 Act,
sodium holdings were limited to one lease por State; re-
vised subsequently, by amendments to the 1Y«0 Act, in
1946 to a maximum of 2,560 acres per State; and changed
in 1948 to the current figures.

Federal oil and oas holdings are currently limited to a
max imum of 246,080 acres per State excopt in Alaska where
a maximum of 300,000 acres for cach of the two leasing
districts; i permitted, Of this acreage nct more than
200,000 in any State, except Alaska where the maximum is
200,000 in cach leasing district, may be held under op-
tion. The acreane limitation for oil and gas 1 ases has
becn increased on several occacions, 'The original limi-
tation 1n 1940 was three leases in a State and not more
than one lease within the known geologic structure of a
producing oil or gas field. In L4426 this was changed to
7,680 acres in a State and not moroe than 2,360 acres in
the Same known geologic structure . In 1946 the limita-
tion was set at 15,360 acres under lease and 100,000 acres
under option in sach State.  In 1954 the limitation was
again chanaged, and was ret atr 46,080 acres under lease

in any State {or 300,000 acres in the Territory of Alaska)
ani 200,000 acres under option in any State. The present
figures were ccet in 1960,

wWith the possible exception of the 5,120 acre restriction
on the size of soedium leaces, the present acreage limita-
tions for these mincerale do not appear %0 cause the mining
industry many problems.  Scverel companies heve found 1o
necessary Lo request increases in their sodium reserve
holdinqgs beyond 5,120 acres, but all tirme are apparently
éble to operate within the 15,300-acre limit on additional
fringe reverve holdings,

of the Present Limitatjions

The specitic eifeect which the goreaae limitacions for the
minerals you mention have had in proventirg specutation
by limiting itudividuel reserve holdinge Ls ditlicult to

aAas5e 58,

Mueximum acreaqre limitat jona nas Lave same ofsect 1n placing
vonstraints on the size ot indiviivzt firme and in come
cases on the size of tadividaeo ! tanes.  Conrtraining the
rescerve holdingn of the vegor *irme may be bartially re=
sponsible for the enatry of come cmwaller mining firms into
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the market since the reserves rnocozsary to suppert such min-
ing operations have generally been available, This is diffi-
cult to verily, however, and may ultimately have more to do
with specific iarket conditions (e,g., demand, risk,
financing).

Reqardless of this relative merit, however, there are prob-
lems in attempting to avoid speculation and monopolization

of mineral resources using this approach, especially where

sheer size of the leased area or quantity of minerals mined
ig irrele."nt or where, because of the nature of the enter-
prise, these limitations are inecffective.

Preventing all speculative holdirae:. of Federal mineral
lcaces by use of acreage limitations alone is basically not
possible. The smaller firms whose holdings are below the
cstapliched limitations could, without other restrictions,
cspeculate within those limits., With acreage limitations
Jarge enough to allow large scale efficient mining, which
15 o characteristic of the mining methods used for many of
the minetals under tre Mineral Leasing Act, the ability,
again without other reastrictions, to hold reserves for
reasons other than production incrrases. Maay mining com-
panies try to hold leases on the rescrves necessary to sup-
pert potential expansion of their operations. Prudent
fweorness practice often dictates holding these reserves
“inee market conditions for many minerals are sufficiently
volutile and firms who have such reserves can bring them
into production auickly. As a result, many Federal leases
Huve in the past hieen held for a substantial number of
years belore they were produced and some leases even reached
thedr 20-year roenewal Adates before their production began,

Limitations may also distort the pattern of mineials devel-
apment, ITf acreage limitations are too low, they needlessly
constrain the activities of the larger and more efficient
mining operaticnns.  To the eoxtent that these larger firms
couald produce the noceancary supply of minerals at a lower
coct than the cmaller firms, (which duoe to the acrraqge
limitations actually do the prodeoction) the totel costs of
sdpplying these minerals are increased,

hAcroage limitations, also, do not take quantity, quality
or ¢cost factors into consideration. The qguality of the
dinvral resource 19 often more important than the gquentity
under lease.  Alco, the nature of the operation and the
coust o of production will often determine how much of the
mineral venources can be held and developed 1riespective
of guantaty or size limitations.
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Likewise a company need not control an entire mineral de-
posit in order to influence 1ts development. HModern scale
mining activities generally reauire large and contiguous
reserves. It may be possible, therefore, for a compeny to
acquire relatively small tracts of land strateqgically lo-
cated so as to preclude the mining of surrounding larger
areas. In this regard, the Federal Government is often
only one of many owners of minerals within an area; and,
minerals in ron-Federal lands are not subject to the sta-
tutory limitations. Thus, it may be possible for & com-
pany to "block up" reserves of private minerals, along
with a selected pattern of Federal leasec, to achieve en-
hanced market power in some areas.

We would also point out that administration of the Mineral
Leasing Act's restrictions on the acreage any individual

may hold has been difficult. fThe restrictions on J8S0Cia=-
tion or stockholder interests (30 U.S.C. § 184) make it
clear that the Congress intended that the acreage limita-
tions should not be circumvented by formation of subsidi=-
eries to hold and deelop a large coxpany's Federol rineral
leases. Thus, it is necessary to examine the corporate
"blood lines" of all lease applicents and all parties in-
volved in assignments of Federel minerals leases to dis-
cover the actual ownership. Partial owners having more

than a 10 per centum beneficial intrrest are charged for
their proporticnate share of the acreage. With the com=
plexities of vertical, horizontal and conglomerate ownership
which are common in the minerals industry, establishing cor-
porate ownership for the accocunting cof acreage holdings can
be a difficult task. Additionaily, some lesszees negotiate
with mining companies to operate their leases rather than
assigning their leaces. HMany of these contracts for opera-
tion of leases, egpecially o1l ana gas leases, are operating
interests only and the size of thece operating interests

can be very small. It has not been possible to keep track
¢of thecse transactions becauge of the frequency with which

such transactionc are made. Thus, through operating agree-
ments with Federal lessees it (s possible for large [irms
to have at least partial contrci over Federal minerals

leases in excess of the acreage limitaticns,

Reserve Limitations

While substituting reserve limitations [or acreage Jimita-
tions, as suggested in your letter, would he theoretically
desirable, it would, as a practicai matter, result in arti-
ficial distinctit1s and be extremely difficult to administer.

<Y
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After an iniivial r1eserve assescsmnent and accounting of own-
ership, the Lepsrtment would, undcr o reserve limitations
svetenm, have to make freauent adjustments since recerve
assessTents are cubject to melor changers as exploration
and developmer  provide more accuraete intormation, Gen-
crally the initia) level of detarled geologic information
ic insufficient to adequately asreca the recoverable re-
roryes iroany arven tract; oand. oo omore agetailed acoloaic
information becomes available such information still would
be ubject to varying interpretatinns by qecloaists and
Ccng neers. .

Also, the recerve ectinates s a dynomic concept, closely
tiog to market economice.  For oxoample, ao all core hedier
arc pot ot unifoure auality and a< wa.ning costs vary accord-
inrg o the cuality of the o1e body, market demand and price
often determine what is or s not r o nerve (i.,e., waste at
one price miaht be reserves at ano..er).  Thus, the auan-
tity of recerver ie affected by »ariet conditions, espe-
claily tinctuat tong of commodity prooces, ana would be too
volatile to uee an ecteblishing Timtotions,

For these roarons, woe do not, al thor point, concicer the
reserve lanitotion: oyeten as the mont effective wey of
controiling Loldings in feas. 1liv ownea mineral rerources.

flrernctiver to acrcege or tonneac Limitations

The diligence and oavance royalt o seaulrerents, such os
thooe in the Levoartment ' s proposed roeaulations for coal,
could reduce the apportence ol taeone probplers and obviate
the need for either recerver or ocreoqge limitations.  The
Lepartrent of the Intertor rec--ntiy pasliched Lor comment
reanlationes whioh crovidae explic.r criteria for jurinina
whe tper coal denooea hhave met the ot tutory recuirementes
(30 L.S.C. 5 AUuYy Loy ailiaent deve,opment and continobous
operetion. 1f thece regulations are finglized 1n the form
they wore pebdl.cohea for comment, they would reouire holders
of Peacral cocl learer, as ovidence ot diligent develop~
ment, ta hove prodared gt oot 2 L/ rer centur of bhe
recerves Coatagprd on therr loaree!l minit 3y unit before

the tentlh onniversory ot thneir logse or the date of the
regulaetions whaooheser vs later, e criterton for continu-
Lus operatrions 1r osaually ag exsiieit, i.e,, proauction

ot at least one 5or centum of the togical mining unit
tecverves cacth, v, fTo provide on o alternate incentive for
proret oond oracpd g develepment of teddercel coe? leaners.

the Leportaent will olace an al! now enel ioares ena all
teneweo loase: , gn lieu of the roousrenent for cont thuovs
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operatiors, provisions for the payment of advance roval-
ties according to 2 production schedule which would exhaust
the Federal coal recerves in a logicel wining unit ~ithin
40 years. With the: advence royalties, the costs of hold-
ing ron-producing coal leases will increase substantially.

Section 30 of the Mineral Leasing Act (37 U.S.C § 187)
provides that all Federal minerals leases shall "contair
provisions for the purpose of insuring the exercise of
reasonable diligence, skill, and cere in the operaticn of
said property . . .". BAdditioneliy, the Mineral Leuasing
Act (30 U.S.C. § 212 and § 283) requires that leares for
phosphate and potash be conditioned upon a minimum annual
preduction or ith: payment of & minimum royalty .n lieu
thereof. By regulation (43 CFR 3502.3-2(b)(2') the Depart-
ment has applied this concept of minimum annual production
or payment of a minimum roy~lty in Jieu thereo® to leases
for sodium and suviphur. Thus, even though the statutory
language is slightly different from that used for coal,

it should be possible to develop diligence and "advance
royalty" provisions for tiu other Mineral Loacing Act
minerals. The Department, through tne Geological Survey,
is now conducting & study of the nued f»r diligence and
advance royalty rrovisions for minerals other than c»al.
This study, which will I ikely be completed befose the end
of 1976, should enable the Department to evaluate the ef-
ficiency of applying definite diligence and minimum roy-
alty provisions to these mierals., Regulations to reguire
diligent development and peyment of minimum rova.ties in
lieu of mininum productinn, if warranted, would provide

a means of censtraining sperulative holding of leacses

for these other minerals by increasing the cost of holding
unieveloped Fedoral leanes ©n that companies will not tie
up Federal lands feor speculative purposes.

Useful Changes

However, Zome changes in the law prescribinag what acreage
is churgeable against the current acreage limitations pre-
scribed for onshore oil and 9gas leases may be decirable,
For example, section 27(d)(1) of the 1920 Act (30 U.S.C,
184) presently includes oution holdings in the aqgreqgate
limitetion for onshore o} and gas. One poscible change
would Le¢ the elimination of the reaguirement for limiting
or controlling option heldinars since the dearec of control
exercised over a lease by an optionee is minimsl. Another
possible change to limit tpeculetive holdings in otl and
gas leaces would be to redacs the term of the noa-competi-
tive leases from 13 years ta *ive. These leases have no
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mandotory requirements for Aevelopment anid may be held for
thetr full term mereliy by payment of annual rentals. Such
leasmes may be extended only by drilling on the last day of
the lecase term, by producticn in paying guantities trom the
leaschold, or by commitment to a unit plan of operation,

We hope this information is helpful.
Sincerely yours,

(sgd) William W. Lyons

Deputy Under
Secretary of the Interior

Honorable Patsy T. Mink
Chairmun, Subcommittee on

Mines and Mining
Interior and Insular Affairs Committee
Heuse of Representatives
Wachington, 0.C. 20%10
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