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11 February 2000

The Honorable Arthur D. Hershey, Chairperson
Environmental Resources and Encrgy Committee

RE: Current and Proposed Bonding Requirements on CoaI Mining
Dear Chairperson Hershey:

I wodd first like to thank you and the other members of the Committee for allowing me
to express my concern regarding the proposed bonding requirements. I am a vice
president of Rockwood Casualty Insurance Company and manager of its Surety
Department. Rockwood's involvement in the mining industry extends beyond bonding.
As Pennsylvania's leading writer of Workers' Compensation for coal mining risks, we
have deeply seeded interests in the well being of the Pennsylvania Coal Industry and its
future viability. As such, my comments are reflective of our broader views.

I would first like to state that I view the basic precepts of full cost bonding as a positive
for the surety industry. The underlying premise of linking site-specific bond reclamation
costs to the mining operator who has assumed this liability allows for proper bond
valuation and exposure determination. Additionally, the separation of potential
degradated water treatment from land reclamation bonding is a positive to the surety.
Lastly, under FuII Cost Bonding (FCB), the level of planning and documentation of
mining on a site-specific basis required in acquiring a mining permit allows for a surety
to make better bond underwriting decisions. Therefore, conceptually, the surety industry
should view a full cost bonding program as beneficial.
From the preliminary information acquired, two broad questions arise regarding the
proposed bonding requirements. These are:
1. How does the industry absorb the additional costs of full cost bonding? and,
2. Does the implementation of full cost bonding via policy changes produce the
conceptual objectives of a full cost bonding system?
The Pennsylvania Coal Mining Industry is in the mature stage of its market cycle.
Pricing, in reaI terms, is at an all time low, overall capacity is high, barriers to exit and
entry are high, and the power of buyers is high. These conditions result in low expected
margins and limited excess capital. The importance of these financial conditions is that
they are the key components to underwriting surety bonds.
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The current Alternative Bonding System requires $3,000 per acre of bonding for land
reclamation. This amount is generally regarded as inadequate. Assuming a $5,200 per
acre cost, bonding requirements will increase 42%. All other things being equal, bond
premium and collateral requirements will increase at the same rate. The resulting
increase in premium expenses and the cost of capitalldebit (associated with collateral)
will be realized by the mine operators. If these requirements and costs are
disproportionate to the costs of underground mining or similar operations in surrounding
states, the Pennsylvania surface coal mining industry will face a competitive
disadvantage.

The increased bond exposure and anticipated lower average margins are perceived as
detrimental to the surety. The rational surety would respond by increasing premiums,
increasing collateral requirements, acquiring other forms of guarantee or denying
bonding. All of these responses result in a compounding of the financia1 burden to the
mine operator.
The question of implementation of FCB via policy change causes a high level of
uncertainty for the surety and leads to further questioning. To what extent does FCB
separate degradated water discharge from the land reclamation bonding in light of
requirements of the Clean Streams Act? Is FCB to be applied on a retrospective or
prospective basis? How will these policy changes be handled by each district office and
field inspector? What will be the effects of judicial review and changes in political
regimes on current policy determinations? The uncertainty brought on by these
unknowns leads to a perception of increased risk to the surety. The appropriate response
is to avoid the risk or charge more to assume it.

From the surety's perspective, the ideal would be a comprehensive FCB system
developed through legislative, regulatory and policy processes that fuIIy explores and
addresses the concerns of all stakeholders. This is not to say that I am Iooking for a resuIt
that is sIanted in favor of the surety; rather, I am stressing the need of the surety to be able
to make a reasonable determination of its exposure and to rely on the consistency of that
exposure over an extended time-frame.
In conclusion, I would like to reiterate my support of the FCB system and thank those
responsible for the work performed thus far; however, I feel it is critical that the financial
impact on the industry and the uncertainty of the current proposal be quantified to insure
the viability of the surety market in the commonwealth.
Respectfully yours,
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