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 All It Takes Is Time and Money 
(The following is extracted, in part, from a presentation made by Skelly and Loy at the North Carolina Coal 
Institute Fall 2005 Education and Engineering Seminar.) 
 

F or a number of years coal producers, coal buyers, market analysts, investment houses, and people 
generally associated with the coal industry have talked about “surplus capacity.” For that matter, 
Skelly and Loy was engaged during the 1990's to determine the excess production capacity within 

the Powder River Basin. This was just one of several similar studies completed by mining consultants 
throughout the coal producing regions of the U.S. Surplus or excess capacity is defined as the amount of 
infrastructure (men and machinery) in place to readily produce additional tonnages of coal in excess of 
current market demand. 
 
That was then, this is now. Over the past two or so years, during a period of strong coal demand and 
near-record high prices, it has been demonstrated that producers do not have significant surplus capacity 
(or the means to transport additional production). We have heard reference to the current market as 
being the first time in modern history that mine operators have been unable to out-produce market 
demand! 
 
A look at what has happened in the coal mining industry over recent years is revealed through 
comparison of 1978 and 2004 data. The information contained on the table shown on the next page is 
based on statistics assembled by the U.S. Department of Energy. 



Analysis of the 
data below can lead to 

several interesting 
observations. The comparison in 

the percent of surface mines to 
underground mines is nearly unchanged over 

the 27-year period. This same statement can 
broadly be made pertaining to the percent of 
production originating from each mining method 
(+/- 4%); although a larger percentage of 

production did come from surface mining 
operations in 2004 as compared with 1978. 
Possibly the two most astounding observations 
come when realizing the decline in the number of 
mining operations over the two years presented - 
nearly 6,000 mines in 1978 and fewer than 1,500 
mines in 2004. These numbers represent a 75% 
reduction in the number of operating mines in the 
U.S. while at the same time production rose by 
greater than 75%! On a per-mine basis, average 
production from all operating mines in 1978 was 
approximately 107,000 tons while in 2004 that 
number escalated to nearly 783,000 tons per 
mine (surface and underground). In reality we 
know that actual production from individual mines 
varies greatly based on a host of factors; however, 
it is interesting to note that production by 

individual surface mine increased between the two 
referenced years by a factor of 7.65 and from 
underground mines by a factor of 6.79. 
 
Further observations of the data also suggest that 
the overall increase in production from fewer 
operating mines can be attributed, in part, to 
evolving technologic improvements for both 
surface and underground mining operations. 
Production increases can also be attributed to the 

large surface mining operations in the Powder 
River Basin and large longwall operations located 
throughout the U.S. In 1978, the largest surface 
mining operation and underground mining 
operation produced 18.7 million tons and 4.6 
million tons, respectively. In 2004, the largest 
surface mine produced just under 82.5 millions 
tons of coal; the largest underground mine, 10.2 
million tons. This single surface mine produced 
more coal than 658 surface mines producing at 
the average tonnage per mine (125,315) in 1978. 
To more fully put the size of this mine into context, 
the mine’s production was equivalent to the 
production of 86 “typical” surface mines if 
producing at the year 2004 average rate of 
958,442 tons per mine. 
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Looking at the past and present..

1001,1051001,412Total

1978

Number of Surface Versus Underground Coal Mines

(Source: Department of Energy)

3336745642Underground
6773855770Surface

% of TotalProduction% of TotalNo. of MinesMine Type
2004

1006271005,868Total
37229462,692Underground
63398543,176Surface

% of TotalProduction
(millions tons)

% of TotalNo. of MinesMine Type



The data contained on the preceding table should 
logically indicate to the electric utility industry that 
fewer operating mines will likely correlate to less 
“surplus” capacity potential and fewer producers 
with whom to deal. Thus, fuel procurement 
strategies need to be developed for longer periods 
of time to better plan for a reliable coal supply. Of 
critical importance is the recognition that surplus 
capacity does not exist under current demands, and 
it may take considerable time and commitment of 
large capital outlays to develop new coal resources. 
There are many, many steps that must be taken to 
bring a new mine into production. Such steps will 
likely vary by resource or reserve, geographic area, 
regulatory climate, and from mine operator to mine 
operator. However, it cannot be over-emphasized 
that the process will likely be time consuming - 
maybe upwards of ten years to get a resource into 
full production. 
 
The following information is presented not as a 
checklist of items to be completed in developing a 
new coal resource but rather represents the many 
activities that may be required. Most importantly, 
this information is being presented to raise the 
awareness of the time and expenditure required to 
get a resource into production. Again, the approach 

to developing a 
coal property will 
likely vary based on 
numerous factors. Regardless, 
one needs to be mindful that 
investigating and planning of a mineral 
resource will likely identify the need for additional 
investigating and planning. Such is logical and 
appropriate in a “phased” approach to determining 
the viability of a mineral resource as a commercially 
viable mining entity. 
 
Under each of these activities, various and 
sometimes extensive tasks need to be completed. 
The findings or results from any of these activities 
may serve as a decision point and will likely lead to 
a go/no-go decision for continued project 
development. Beyond talent, executing these tasks 
is merely a factor of time and money! 
  
If you would like more information about these or 
the many other services that Skelly and Loy 
provides, please call Mark A. Williams, in the firm’s 
Harrisburg office. 
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• Identification of a coal resource area 

• Obtaining rights to explore 

• Exploration activities 

• Sample collection and analyses (including benefici-
ation) 

• Development of geologic data base 

• Development of geologic models 

• Secure surface and mineral options 

• Environmental investigations 

• Conceptual/preliminary mine planning 

• Market/coal sales assessment 

• Assessment of transportation options 

• Preliminary surface facility planning 

• Develop preliminary equipment lists 

• Determine labor and management needs 

• Preliminary economic analysis 

• Assemble mine management team 

• Negotiate with potential coal buyers 

• Enter into coal supply agreements 

• Enter into transportation agreements 

• Preliminary equipment vendor selection 

• Vendor discussions 

• Final vendor selections and contracting 

• Identification of construction activities 

• Development of master construction plan 

• Identification of qualified contractors 

• Contract negotiations 

• Enter into construction contracts 

• Component designs, plans, & specifications 

• Development of schedules and budgets 

• Refined economic analysis 

• Construction activities (earthwork and fabrication) 

• Construction monitoring 

• Budget and schedule management 

• Assemble mine labor 

• Mine start-up 

• Mine ramp-up to full production 

Mineral Property Selection, Evaluation, Planning, and Start-Up Activities 



 
 

Skelly and Loy is now exclusively publishing Portal To The Mining 
Industry in an electronic format. In order to keep you posted, we 

need your e-mail address! Please take a moment to send an e-mail 

to mcoyne@skellyloy.com with that information or mark it on this 

page and fax it to 717-232-1799. Thank you! 

 
  
 E-mail address:   
  

 □  Please remove me from your database 
 

Help us to exceed your expectations. What subjects would you like 

to read about in Portal To The Mining Industry? 

 

 

 

 

You can read all issues of Portal by visiting us at www.skellyloy.com 
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