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EXECUTIVE_SUMMARY

Summafy of Findings

.Thié study revieWé certainbaspecté of national energy poliéy
as it affects the economies of -primarily ehergy—producing aﬁd
energy-consuming regioné within the United States. It focuses on
the impact of state severance taxe&'imposed on domestic energj
_production by'producing states, and the effect df current federal
policies providing ‘éertain,’enérgy-related subsidies to producing
states on the eéonoﬁies \ofx‘ehergy—producing and energy-consuming

regions.1

1. Energy-producing states which impose severance taxes tied
to the increéSed‘§a1ue Qf énergy-reéourcesvhaQe received substantial
increases in severance tax revenues sihée the 1973 OPEC o0il embargo.
Federal mineral‘leasing révenues which'energy—producing states
currently receive ﬁndet a 50% revenue-sharing pfogram (37.5% pfior
to enéctment of the Federal Land Poiicy and Managemént Act of 1976),
have also increaéed sighificantly sincé 1973, although the maghitudé
of these revenues is much less than the mégnitdde‘of the sévérance

tax’reVenues.“ The recent federal energy policies accelerating

1 this report specifically examines the energy-producing Gulf Coast

and Rocky Mountain regions, and the energy-consuming Northeast

region. The following regional definitions are employed in this

report: (1) Gulf Coast region - Texas, Louisiana, and Oklahoma;

(2) Rocky Mountain region - Colorado, Montana, New Mexico, North

Dakota, Utah and Wyoming; (3) Northeast region - Connecticut,

Maine, Massachusetts, New Hampshire, New Jersey, New York, Pennsyl-
vania, Rhode Island, and Vermont. It is based on assumptions

relating to international and domestic energy prices as of August

1979.



decontrol of oil and gas prlces and promotlng the use of coal will
further 1ncrease the severance tax and federal mlneral lea51ng

revenues recelved by energy—produclng states.

2. . Totalnannual<severance'tax-and_federal mineral leasing
revenues.received by energy-producing states rose from apprdximately
$905‘nillionvin 1973 to- approximately $2.7 billion in 1978, which
represents an increase of approximately 200%. This study projects
that the total annual severance.tax and mineral leasing revenues in
1985 will be in excess Of,$9.01billion,‘a=235% increase over 1978
and 895% increase_cver 1973 levelis. ‘This will consist of anyesti-'
‘mated $8.2 biiiion‘in severance_taxes:and $850 ﬁiilion in feéeral
mineral Ieasing revennes. Energy producing states Will receive an
estimated total of $44 billion‘in severance tax and federal mineral

leasing revenues over the 1979-85 period.

3. The Gulf Coast and Rocky Mountain energy—producing states
received approximately $2.2 billion in severance tax‘revenues and
federal mineral.leasing revenues in 1978, which amounted to approxif
mately 80% of total national‘revenues; and $765 millibn‘in.state
mineral lea51ng revenues. These'states:Will receive in ercess of an
estlmated $6. 6 b11110n annually in severance tax revenues and
federal mineral lea51ng.revenues in 1985, which represents an
increase in eXCess of 200%vover the 1978 level and 745%‘over the

1973 level.



4.> The Gulf Coast states of Texas and Louisiana received the
highest amounts of annual severance tax revenues over the 1973-78
period, and will receive substantial increases 1n the future, Texas
bwill receive an estimated $3.01billion annually in oil and gas
-severance tax revenues in 1985, which represents a -210% increase
over‘its 1978 revenues, and a’790%"increase over its 1973‘revenues.
Severance taxes accounted for approx1mately 18% of the total tax
‘revenue collected by Texas 1n 1978, as opposed to a corresponding
12%~share in l973._ Louisiana will receive an estimated $1.3 billion
in oil and_gas severance tax revenues in 1985, which represents a
l70%\increase'over itsv1978 revenues and a 400% increase over its
1973 reVenues, -Louisiana's natural gas tax revenues may be aug-
mented by its imposition of a first-use tax:which'is currently‘being
challenged by the Federal Energy Regulatory Commission along with a
group of MidweStern'and Northeastern.states._ Texas and Louisiana
will receive an‘estinated $15.6 oillion and $7.0 billion, respec-

,tively, in,severance tax revenues over the 1979-85 period.

5, The'largest increases in the‘Rocky Mountain region have
'been, and will continue tov'be; vexperienced by its primary :coal—
producing.‘states; Wyoming and Montana. Wyoming' will receive an
estimated $875 mlllion in coal and 0il severance tax revenues and
federal mineral lea51ng revenues in 1985, which represents a 535%
1ncrease'over its 1978 revenues, and a thirty—fOurfold increase over
its 1973 revenues. Montana will receive an estimated $535 million
in coal andvoil‘Severance‘tax revenues-and federal_mineral leasing

_3_



revenues,in 1985, which représents'ah-approximate 1,000% increase
over 1its corresponding 1978 révenues, and an eighty-ninefold

. v . AU ’ 2
increase over 1its 1973 revenues.

6. The subétantail increases in severance tax and federal
mineral leasing revenues réceived by energy—produciﬁg states since
1973 may already have had direct and indirect adverse impacts upon
energy_consuming regions, such as the Northeast, and further impacts
may result from even greater increaseé expected to occurkin the

future.

7. Severance‘taxes increasé;fhé,costs bf‘crude,oil, petroleum
products, coal, and’natural gas transported to other sEates from the
energy-producing states. _SeveranCe tax revenues also allow some
energy—producing states to export ‘a sighificént portion of their téx
burden to energy—consuming states. For éxahplé,.Loﬁisiana may have

exported approximately 70% of its natural gas severance tax to

ZVThe part of these estimated revenues attributable to coal sever-
ance tax and federal coal leasing receipts may be somewhat
overstated because of: (a) the Department of Energy policy, which
was issued after the coal conversion section of the National
Energy Plan had already been approved by Congress, directing that
the surplus of natural gas, rather than coal, be used as a substi-
tute for oil in the short term; (b) the remaining economic and
environmental constraints on coal production and consumption;
and (c¢) the current legal challenge mounted by a group of Mid-
western utilities 'and Montana coal producers on the 30% Montana
coal severance tax, which is the highest severance tax in the
nation. On the other hand, the part attributable . to federal oil
and gas leasing receipts is 11ke1y to be significantly understated
because the actual receipts are likely to be greater than the
1nf1at10n adjusted 1977 recelpts used for these projections.



out-of-state consumers in 1977,3 and severance taxes as a whole
Qcéoﬁnted‘for an_estimated‘24% of total 1978 tax revenues in

Louisiana.

8. The Northeast subsidizes Gulf Coast taxpayers through the
severance tax payments associated with its imports. of natural gas
_ahd petroleum prbducts.' This Subsidy is likely to increase in the

'future:in both absolute and relative terms since:

‘a)_ the NOrtheast's share‘of_Gulf Coast natural gas severance
| tax payments is likely to increase as a result of the
‘Natgrél Gas Policy_Aét of 1978, and.

b). the féderally—mandated liﬁitations on imports of féreign
crudé 0oil may increase the Northeést‘s dependence on
domestic crude oil supplies and thus increase its oil
seVérahéeutax payments to the Gulf Cost states.

9. Certain'fedefal grant formulas,_particularly those which
‘allocate funds acgording to an evaluation of state tax effort and/or
fiséal‘capacity,1&0‘not'accdunt for the ability of energy-producing
states to export‘a significént pOrtidﬁ of their téx BUrdén to
énergy—cohsuming states, such as thé Northeastern ‘states. " This
leads to an ineqﬁitable allbqation ‘of federal grant _funds' since
these formulas QQerStéte the tax burden piaced'upon residents of
energy-producing states, and understate the tax burden'plaééd upon

residents of energy-consuming states. This inequitable distribution

3 This assumes'that‘the cost of the severance tax 1is fully passed

along to consumers, and that the distribution of payments is
- directly proportional to the distribution of demand.



-of funds from suchjfedera1 gfants programs as general revenue-
sharing and Medicaid will be exacerbated by the substantial rise-in
severahce tax payments.which"energyfconsuming states aré expected to

make. to energy-producing states in the future.

- 10. Incréased févenues from séverance taxes and federal
energy—relafed Asubéidies'-receivear by energy—-producing states may
also impose indirect costé upon the Northeast by weakening the
Northeast's ‘competitive wpésitioh‘ with .réspect to energy-producing

states in the attractfbn and retention of business activity; This
.may oc'cﬁr as enéréy-produéing states -’utilize these reVénUes'to fund
public expénaitures whiCh'éreaté a favorable business ciimate}nand
to reduce their dependence upon other, less desirable revenue
sources - such as income,‘sales; property, and corporate taxes -~
which are more likely to héVe an adverse impact upon their‘buSiness
climates.  The extént to which the resulting improvement in the
business climate of_the,energyfpfoducing states will affedt regional
growth patterns is.uncettain,,but it is likely that some relative

locational advantages will be gained: by ‘energy—producing states.

ll.-.itvis:iikely’that indirect benefits from severance taxes
and energy—related sﬁbsidies Willtbe“mdre proﬁouncéd,'at 1éést in
the short term, in the Gulf Coast rééion than iﬁzthe'Rocky Mountain
region. Additional éhergy—felatéd revenues are likely to exceéd any
additional7'enengerelated pubiié expenditures in the Gulf Coast

region where the major impaCt 0f energy devélopment‘probably-already

6



hae oceurred. In contrast, additional short—term‘energy dévelopment—
related public expenditdres;in the Rocky Mountain region are likely
to be substantialQ'_These coste are iikely'to be met thfeugh the
‘obllgatlon of revenues derived from energy productlon, as well as
through varlous mechanlsms wh1ch are de51gned to achieve a balanced
'dlstrlbutlon of development costs between the publlc and private

sectors.



-Summary of Recommendations

1. Conservation of energy supplies must continue to be.the
‘major strategy of the State's energy pollcy in order to reduce the
amount of capital commltted to ‘the purchase of energy. The State
has only limited capability to 1nfluence increased energy supplies
in the short-term, and conservation must remain as a dominant
strategy fer economic reasons even if.the long-term supbly problems.

are resolved.

2. The.State shduid promote federal policieshwhich reinvest
massive amounts of capital in New .JerSey and the region, parti-
cularly for projects 'whieh increase energy effieiency andv'self_
dependenee; The windfall ’profihsr tax proposed by the President
would be an effective'means to'divert eapitaliwhich would ordinarily
add to hhe‘capital‘dreih from New Jersey to hecesSary'inveStment
within the State. In the‘absence'of governmentalAintervention; this
capitel would likely ‘be directed to ‘ehergy—prdducing regions"in
the nation or abroad. Specific examples of capital investmentineeds

funded by the_windfall,profits tax and related . programs include:

a) public trenSit ihvestment, such as the NortheaSt‘Railroad
Corriger Ihprbvement PrOject and new trahsit'eapital
ihrestment;

b) alternative fuel prOjects compatible with the State's
resources and environmental constraints, particularly

' solid>waste”energy generation and solar energy;



S~

.¢) - urban redevelopment to maintain and encourage energy-
efficient:land—use»patterns of high population

density.

3. The‘State should act on a regional basis to stimulate neﬁ
capital iﬁvestment in major enefgy production and conservatibn
prbjects. Proposals such as the Energy Corpbration of the Northeast
(ENCONO)vwouid beiparﬁ of an overall regional effort to reduce the
amoﬁnt of éapital required for energy purchases and recycle capital

into the region.

4.  The Stéte should{seek fedefai_action to reduce excess
costs.paid~by New Jersey cénsumers for out-of-staté énergy supplies
resulting from tax policies of energy—produciné states, and to
eiiminate unnécéSsary federal aid giVen to energy—producing's£§Ees.
The -State:vshould review ‘aVailable political, 1legal and econdmic
stratégies'to éhallehge pblicies df'othér states and the federal
government which unnecessarily inflate energy costs, weaken New
Jersey'svéompetitivé ecohomic positibn and divert capital resources

from investment in energy production and conservation.

5. The State should réviéw\its_cUrrent tax policies to

~ determine whether revisions could assist the State's competitive

economic position. Tax measures which would allow the State to

recapture énergyFrelqted revenues should be carefully explored.



6. | The federal gdvernment should incorporate land—uéé impli-
catiohs of energy éonsumption and efficiency'into the national
»enetgy strategy. Current federal and state tax policies which
encourage _capital inveStment. and ecgnomic dévelopment in energy-
producinq éréas Wiﬁh félatiVélY’ihefficient enérgy‘cohsumption
patterns will'be‘codntef—productive td the nation's long—tetm energy

efficiency and effecitve utilization of limited capital resources.

7. The State shouldlreView current publié and private capital
investment decisions on the basis of energy -efficiehcy. Public
infrastrucﬁﬁre ihVestment'fOf'highwaYs, sewérs, hoﬁsing'and'other
fécilities should be aéSéssed'in térms of impacts on direct.energy
consumption and indifect“effeéts on land-use patterns. The State
should encourage expanéioh of *energy—efficient :industries; 'patti—
cularly high’teCthIOgy,:cémmunicatidﬁs and electronics industfies

which build on New Jerséy'é:already strong’position in this area.

8. The' State should promote its excellent access to consumer
markets and existing tfansportation network to industries Seeking to

lower shippithCOSts.

9. The State should seek to attract investment from regions
benefiting from energy capital transfers. Strategies should be
initiated for investment_for,enefgyfproducing nations and domestic

regions.

-10-



. 10. The.State should seek reviéw and reform of current’federal
fﬁhding formulas.which provide inequitable amounts of aid to energy-
' ﬁroduéing.régions._rTheability of energy producing stétes to export

ﬂa subétantia1 portidn of their tax burden to out—of-state consumers

~tends to overstate tax efforts. Simultaneously, this understates

’thé Statefs fiscalicapacify and resuits in a greater share of
federal fiﬁanéialv assistance. -Existing federal funding ermuias
whiéh include éither-étaté tax‘effortvor fisca1 capacity as a
measure for allocating funds should be amended to adequately accoUnﬁ
'for'thét portibn of a_Stater tax effort which is derived from

out-of-state consumers.

o=11-



I. State Energy-Related Revenue Totals

Severance taxes along with federal mineral leasing revenues

vrepresent the largest sources of state revenues derlved from energy

resource productlon. The following pages contaln graphs-deplctlng:

(1)

(2)

(3)

The»growth~iﬁvseverance‘tex~ahd federal minerai 1easing
revenues recelved natlonally by energy- prodUClng states
between 1973 and 1978, and the growth expected to occur
betweenvl978 and 1985,v |

Theiaecumulated severance tax and federal mineral leasing

revenues expected to be recieved nationally by energy-

producing states over the 1979-85 period, and

Corresponding figureé for the Gulf Coast states - Texas,
Louisiana, and Oklahoma - which received the 1argeSt

amounts of severance tax revenues in 1978.

-12-
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Total National MLA and Severance Tax Revenues: Accumulated 1979 - 85,
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- Oklahoma, Lecuisiana and Texas Severance Tax Revenues:
1972, 197 and Projected 1955 (Millions of Current Dollars)
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Oklishomza, Louisiana, and Texas
ax Revenues:
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(Billions of Current Dollars)

e T
1

Severance

$3.5

$7.0

Oklahoma

Toouisiana

 Texas

‘16



II. Description of State Energy—Related Revenue Mechanisms

. A, Severance Taxes

| The severance tax was levied by 32 states in 1978 upon energy
predgction. : Traditional‘.justifieations used for its imposition
inclsde compessating'.the Zstates for Vthe - depletion of their non-
vrenewable natural resourees, and. for publlc costs arlslng from
energy deveiopment. Energy-produ01ng states which impose severance
taxes tied to the increased ‘value of energy resources have received
‘'substantial 1ncreases in severance tax revenues s1nce the 1973 OPEC
oil embargo, and recent federal energy policies accelerating
decontrol of eil and gas‘prices and promoting the use of coal will

further increase severance tax revenues. This section will present

estimates of future severance tax revenues.

Energy produc1ng states received a total of $2.5 billion in
severance tax revenues in 1978. Annual severance tax revenues will
increese to‘en estimated $8.2'b11110n in 1985, wh1ch represents an

increase of 230% over 1978 revenues, and 865% over 1973'revenues.

These severence tax revenues cemﬁrise a significant portion of
.the‘total tax revenﬁes,received_by major Western energy—producing
states.. In the states of Texas, Louisiana, Wyeming, and_New Mexico,
the‘severance_tak is the second largest source ef tax'revenue next
to the sales and gross receipts tax, while it is the third 1argest
generetor’ef taxvrerenﬁe in_the states of'Montaha‘and Oklahoma next

to. the sales and gross receipts tax and the personal income tax.
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The Gulf Coast states have‘receivéd, and will probably conﬁinue
to receiVe, the.largést'amount of se&ergnce taxes. The Gulf Coast
states of Texas, Louisiana, and Oklahoma ranked first, Second, and

~third in the nation, respectively, in 1978 severance tax revenue.
Texas.ahd LouiSiaha, which ére‘the‘nation‘é.two largest producers of
natural gaé‘and>6il, recei&édfsevéréﬁce taxvrevenues.of‘$959.7
million, of 38.5% ofvtotai 1978 severénce tax‘revenués; and $476.8
million, or 19.1% of the 1978 total, respectively.4 Oklahomé is
the nationfs fifth largest producer of crude o0il and third largest
producer of natural gas, and it derived $230.4 million in 1978
severance tax revenues from its energy ‘resources, or 9.2% of the
national total,‘ The Gulf Coast states as a .whole received épproxi—
mately $1.7 billion in 1978 severance tax revenues or 67% of the

national total (Seé'Table”l,_Coiumns 1 and 2).

Aithbhgh jLouisiana_.fanked' Sécbnd: in the nation in severance
tax teVenUe,.it rahked first in the proportiénlof stéte'tax reve-
huev a§counted ,for by the séverance tax. SéVérancé tax revenues
COmpriséd 24.1% of Louisfana's totél taxrreQénues in 1978, while the
corresponding shares in Texas and Oklahoma were 17.8% and 17.5%,

respectively (See Table 1, Column 3).

Both the annual natural gas and crude oil severance tax
revenues received by Texas and Oklahoma are exPected to increase
substantially over the 1979-85 period under current federal energy

policies, while in Louisiana only the annual crude oil severance tax

4 Most of the 1978 state tax information présented in this répdrt
was obtained from: State Tax Collections in 1978, Bureau of the
Census. ‘ ' ' ' '
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SEVERANCE TAX STATISTICS FOR SELECTED STATES, 1978

TABLE I

)

Gulf Coast Region

Texas

Louisiana

Oklahoma
Regional Total

Rocky Mountain Region

1978 Se'veran‘ce '
. Tax
(Millions)

New Mexico
Wyoming
v Montana
Subtotal

Utah

Colorado -
~North Dakota
Subtotal -
Regional Total

959.7
476.8
- 230.4
1,700

145. 8
66,0
44.7
25645

=19 -

Percent of
National
Total

- o
©©x
W o R

[=2]
=]

- C‘l
« o
x0

Percent of
State Tax

Revenues



revenuesfare expeCted'toerise.' Table 2 presents the 1978 oil and
gas severance tax revenues received by Gulf Coast states along with
projected 1985 revenues.5 These prOJectlons assume that future

state severance tax rates w111 not dlffer from current rates.

Texas and Oklahoma?impose oii'and,gas severance taxes whose
Yield varies with production value. The federally~mandated;deccn—
trol of o0il and gas prices is ekpected to augment the production
value of these states® oil and gas resources, which will thus lead
to a significant increase in their severance tax revenues (these
estlmated revenues are presented in Chart 2). ' Texas and Okﬂlaho'ma
levy natural gas severance taxesvof 7.5% and 7%, respectively, of
production vaiue and oil severancektaxes of 4.6% and 7%, respec-

tiveiy (see'Table 3).6

Texas will receive anzestimated $3.0 billion in 1985'oi1 and
gas severance tax revenues, Which”represents'an'increase of 210%
over its 1978‘revenues;'and a 790% increase cver its‘l973 revenues.
leahoma will receive“an estimated $660 million;'whichvrepresents an

increase of 240% over its 1978 coliection.

> All natural gas tax projections presented in this report are
based upon state adjustments of national price and production
projections presented in: Revenues to Natural Gas Producers,
'Analysis Memorandum 7801, Energy Information Administration, June
1978. All oil severance tax projections are based upon state
adjustments of the Congressional Budget Office's (CBO) oil pro-
ducer revenue pro;ectlons for the scenario assuming an annual 1.5%
real increase in the pr1ce of OPEC o0il, and a current marker
barrel price of $20.12 in the Persian Gulf. Both the natural gas
and oil severance tax projections are presented in current dollars
Whlch assume a 7% 1nflat10n rate.

6 1978 State Tax Guide, CommercevC1earing,House.
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TABLE . 2

GULF COAST OIL AND NATURAL GAS SEVERANCE TAXES
1978 AND 1985 PROJECTION
(MILLIONS OF CURRENT DOLLARS)

21 -

1978 (3) 1985 ($) , . % Increase or (Decrease)

Natural | Natural ; A ~ Natural
Gas Oil  Total  Gas oill Total . Gas Oil . Totai
Texas . 518 435 953 1,285 1,680 2,965 150 285 210
Louisiana 202 260 462 ©185 1,070 1,255 (10) 310 170
Oklahoma 88 107 195 . 315 345 660 260 220 210
Regional Total 808 802 1,610 v 1,785 3,095 4,880 50 - 285 ' 205

1 These estimates are based on the Congressional Budget Office's (CBO) oil producer revenue projections for the scenario
based on the following assumptlons (1) a current marker barrel price of $20.12 in the Pers1an Gulf, and (2) a 1. o% real

annual mcrease along with a 7% annual inflation rate.



Texas
Louisiana

Oklahoma

Wyoming
Montana,

New Mexico

TABLE 3

'CURRENT SEVERANCE 1AX RATES!

A. Selected Gulf Coast Rates 2
oil

4.6%
%

B Sélected Rocky Mountain Rates
10.5%
- 30%

$'.435/t‘on

1 Most of the figures presented represent maximum rates.

7.5%
$.07/thousand cubic feet

%

oil
4%
2.9%

$. 515/barre1

2 These figures represent the percentage of gross value at the wellhead, except where

otherwise noted.
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The annual natural gas severance tax revenues of Louisiana
are expected to decline slightly over the 1979-85 period, while its
crude Oll severance. tax revenues are expected. to increase substan—
rtially. LOUlSlana imposes a flat $ 07 per thousand cubic feet (MCF)
severance tax upon natural gas productiOn which is_expected to
“undergo a slight decline over this period, according to Energy
.Information Administration (EIA) projections._ Louisiana will
reveive an estimated $185 million in natural gas severance tax
revenues in 1985, which is apprOXimately 10% 1less than its 1978
collection of $202 1nillion. The annual crude oil severance tax
revenues of LouiSiana are expected to rise Significantly above its
1978 collection of $259 6 million as federal energy polic1es
increase_the‘production‘value base,upon which,LouiSiana levies a
12.5%‘severance.tax,_ Louisiana will,receive”an estimated $1.1
billion in oilyseverance tax revenues in 1985, which represents an
kincrease of 310% over its 1978 revenues, and 855% over its 1973

revenues.

LouiSiana s natural gas tax revenues may be augmented by its
impOSition of a first -use . tax. The legality of this tax is cur-
rently being challenged by the Federal Energy Regulatory Commis~—
sion along with a group oijidweStern and Northeastern states. If
the 1ega1ity of the first-use tax is upheld; this $.07vper MCF tax
will be applied to the natural gas produced from LouSiana s Outer
Continental Shelf, which is not subject to the severance tax. This
tax would yield an estimated $185 million in 1985 in first -use
tax revenues, which would increase the total estimated 1985 natural
gas tax revenueskreceived by Lou151ana to $370‘million, which
represents an 85% increase over its 1978 revenues.
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; Texas;'Lquiéiaha; aﬁd Oklahom&lwillvreceiVe an'estimatedi$l5;é,
$7.0 and $3;5 biliidn,*reSéeétiVelY} in‘dil and natufa1 gas~sever4
“ance tax‘revenues'oyer this periéd.' In addition, if théblegality of
the first-use tax is upheid, Louisiéna will receive an esfimatéd

$1.3vbillion,ih‘first—use tax revenues over this period.

The'major severance tax col1ectors in the Rocky Mountain region
in 1978 were the'states of New Mexico, Wyoming, and Montana which
collected $145.8 million, $66.0 million, and $44.7 million, respec—
tively (See Chart 1). ‘They ranked foufth, eighth, and ténth in the
nation, reépecﬁively;'in 1978 éé?érénée tax feVenue; TﬁeSe rankiﬁgs
undérstété, however,kthe félative dépendehée of theSe states oh.thé
Sévefénce tak'aé a genératdr of state tax revenue.' AcCotdihg1y,
Wyoming ranked second, NéW,Mexico ranked third, ané Montana ranked
seventh in the nation in:the,share“of.totél fax révenue generatedrby
" the severance tax (See Chartsl). These'three Rocky Mountain states
as a whole received $256;5 milliohkin severancektéx revenue in 1978
or 10.2% of total national séveranéé taxvrevenues,andy15;l% of
the Gulf Coast1tegioha1 tota1}v.Severance taxes generated 18.5% of
the ﬁota1_1978 tax.revenues of these‘three,Rocky Mountain states,
which,yas slightly lower thanpthe‘corfesponding 19.2% share in the

Gulf‘Coast region.

_The annual severance tax revenues of Wyoming and.Mohtané
are expected to fise'subétantiallyuovér the 1979-85 perioa, while
‘the annual sevetahéé'téx,revenues of New Mexico over this period are
not expeéted to differfsignificantly from 1978 reVenueé.‘ Chart 4
presents 1978 and projected 1985'coélvand_oil'SEVerance tax revenues
fOr‘Mohtana and WmeinQ;""
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TABLE 4

‘\IO\TA\A AND WYOMING COAL AND OIL SEVERANCE TAXES '
1978 AND 1985 PROJECTION
(MILLIONS OF CURRENT DOLLARS)

1978 (3) , 1955 ($) % Increase .

Coal 0il Total Coal oi1l Total Coal 0il Total

_ B o | _
“Montana : 34 A7 i 41 , 347 30 377 | 920 330 ‘820
Wyoming o - 30 39 . 69 | 893 160 553 - 1,210 310 700
Regional Total - 64 46 . 110 | 740 - 190 930 | 1,055 315 745

1 These eStimatés are based on the Congressional ‘Budget Office's (CB0) oil producer revenue p’roj'ections for t}'1‘e scenario .
‘based on the following assumptions: (1) a current marker barrel price of :b?O 12 in the Persian Gulf and (2).a 1. 5% real
: annual mcrease along- w1th a7 annual mflatmn rate.
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The bulk of the expected increase in‘severanceytax revenues
for Montana and Wyoming will be derived from the production of
cOal,kwhich is their major resource. WYoming wi11 receive an
estimated $394 million in coal severance tax revenues in‘1985,>baSed'
upOn U'S. Departmeht of the Ihterier tDOI) projectiohs;7'which_
represents a thlrteenfold increase over its 1978 revenues. »Montana
w111 receive an estlmated $347 mllllon in coal severanee‘tai
revenues in 1985, which represents a tenfold increase over its 1978

revenues,

These DOIebased estimates‘reflect; a) the dramatic rise in
production which would occur”in’these'statesauhder the coal conver-
sion seetioneof’the National Energy Pian,‘b):the increased price of
ceal:expected'to reSQlt'from rising.cests ahd‘heightened demand, and
c) the substanfial tax rates imposed by Montana ahd Wyomihg ofHBO%
~and 10.5% of the gross value of coal, respectiveiy; which arefﬁhe
two hlghest severance tax rates. 1n the nation. ﬁowever, the DOI—
based estlmates presented in thlS report may contaln an. upward b1as
as a result of:

a) The Department of»Energy policy; which was issued aftér5the

- coal conversion section of the National Energy Plan had
,already‘been.approved‘by Congress,‘directing.that the
surplus of hataral gas, rather than coal, be’uSed‘as a

substitute for oil in the short term,

7 These figures reflect an adjustment of DOI flgures in order to

account for the exemption allowed for the leasing payments of
producers in the determination of the amount of severance taxes
owed. The DOI estimates are”presented in: Draft Environmental
Statement - Federal Coal Management Program, U.S. Department of:

the Interior, page 5-102.
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b) Remainihg/eeohomic and environmental constraints on coal
product ion and'cthumption,-and

‘cj The'currentjlegal chalienge msunted by a group of Mid-
wesrerh_utilities and Montana'COal producers‘on the Montana
coal severance tax. This group is claiming that the 30%

Montana tax is excessive.

Wyoming will also receive sizable severance tax revenues in
1985 from its oil resources. It w111 receive an estlmated $160
" million in o0il severance tax revenues in 1985, which represents an

‘estimated increase of 310% over its 1978 revenues.

New Mexieo;s‘severanee tax revenues are notnexpeeted'to
change sighificéntly since it imposeslfixed severance tax rates of
5.3¢ per'MCF_of nathralzgas and»47.9¢ per barrel of oil, and
its productionbbf oil and gas, which‘are its two majbr resources,
will probably remain relatively constant over the 1979-85 period.
New Mexico will receive”an-estimatea $900 million in severance tax

revenues over the 1979-85 period.

_B. Federal Subsidies

The'purpose of this‘seetion'is to‘outline the mechanics of
specific federal érograms and polieiesbwhich,vto varying degrees,
benefit the Western energy produc1ng states. vThis occurs £hrough
both direct subsidization based on energy reseurce productlon, and
through shifts in federal pOllCY whlch w111 1nd1rect1y increase the

‘beneflts to Western energy producing reglons.
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1. Mineral Leasing Act of 1920 (MLA)

As amended by both the Federal Land Policy and ‘Management Act
of 1976.(P;L. 94-579) and the.Federal'Coal Leasing Amendments Act of
1975 (P.L. 94-377), the Mineral Lands Leasing Act of 1920 (MLA)
requires the Department of the Interior (DOI) to collect a royalty

of at least 12.5% of the value of all coal, oil and natural gas
produced on federally administered public lands; In addition to the
revenues raised by'DOI,based on the 12.5% royalty, the Department
also receives payments from lease holders based on rentals and.cash
bonuses. Under the program, a state receives 50% of all revenues
raised by DOI as a resultrof federal leasing activity within the
State's boundaries (except Alaska which reoeived 90% of the 12.5%
royalty collected by DOI as a result of mineral production an

federally administered public lands within that State).

Prior to'the enactment of the Federal Land Policy and Manage--
ment Act of 1976,‘minerél produoing‘states were entitled to ohly
37.5% of the revenues generated by"DOI as a result of coal, oil,
natural gss; and other mineral leasing activity (including geo-
thermal stream production) within that State. Prior to the enact-
ment of the Federal Coal Leasing Amendments Act of 1975, coal
producing states were entitled to only 37.5% of‘a federal coal
royalty which, during the early 1970's, was usually set at 8% of the
value of the coal. Before the early'i970‘s; the coal royalty was
often only 5%, or a fixed amount per ton - 10¢& or 15¢, for exam-

ple - regardless of the value of the coal..8 The Federal Coal

8 Mine Control, Western Coal Leasing and Development. ‘Council on

Economilc prlorltles, 1978.
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vLeasing Amendments Act (FCLA)‘imposéd a statutory'requirement that
DOI collect a ioyalty ofbat 1eaSt 12.5% of the value of coal pro-
aduced-fromlggg leaslhg of federallyvadministered public lands.
Thus, amehdmentseto‘the Mineral Leasing Act brought aboutvby the
Federal Land Pollcy and Management Act (FLPMA) and the FCLA have
authorized both hlgher roya1t1es (for coal) and a 1arger state share
.(50% for all m1nerals) from royalty, rental and cash bonus payments

‘collected by DOI.

Despite the fact that these recent amendments to the 60 year
iold Minefal:Leaslng Act have significahtly enhanced the potential
'state beneflt from federal m1neral leas1ng act1v1ty within the1r
boundar1es, the full 1mpact of theseupollcy changes ‘have not yet
materialiZed.‘_In'part; this is a result of_the fact that out of the
35 coal leases which'have come up for renewal since the enactment of
the’FCLA, none‘haVe had their termS‘adjusted to reflect the 12;5%
coal rOyalty rate authorized by the Act. DOI is reportedly awaiting
a fina1 decision on the direction of their new leasing program
'before'assessing the higher royalty rate.9 ~ As a.result, at the
present'btime; virtually all federal coal lands are leased under
terms which fail to reflect the full market value of coal. More-

over,vsincetfederal'coal lands are usually leased for periods of
20 years, it could»be some time before all federal coal leases

‘stipulate the 12.5% royalty rate authorized by the FCLA.

9. Page 36, Mine Control, Western Coal Lea51ng and Development.
Council on Economic Priorities, 1978.
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Due to present federal coal leasing practices, MLA revenues
derived from coal production are low. For example, only $9.9
million, out of $143 million allocated to the Rocky Mountain Region

10 The

in 1977 MLA revenues was derived from cbal royalties.
remaining $133 million was derived primarily from oil and natural
gas production in'the six state region. Total mineral leasing

~allocations to the Rocky Mountain region are shown in Table 5.

TABLE 5

Mineral Leasing Revenues: . Rocky
Mountain Reglon
(Million §)

% of % of : ,  % of

State 1920~ National 1977 National 1978 National
- 1976 Total _ Total L Total
Wyoming : 443.2  33.3% 58.9‘ 36.6% 69.1  36.7%
New Mexico 277.7  20.8%  52.1 32.3%  59.7  31.6%
Montana 60.7 4.5% 6.9 4.3% 7.5 3.9%
Sub Total 781.6 . 58.8%  118.0  73.5% 136.3  72.4%
Colorado 183.9 ~ 13.8%  15.8  9.8%  15.2  8.0%
Utah © 82.2  6.1% 8.6 5.3% 11.8  6.3%
N. Dakota 5.3 0.48 0.9  0.63 0.7 0.3
‘Sub Total 271.5  20.4%  25.4 15.7%  27.8 - 14.7%

Regional Total 1,053.2 79.3%  143.4  89.2% 164.2 87.7%

National Total 1,332.3 100% 161.2 100% 188.7 100%

lO‘Pagé 35, Ibid.
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In 1979, thé'tbtal states allocation is expected to be $202
,millioh. The Rocky Mountain Region is expected to receive a
‘share of the total. which is roughly proportionate to their 1978

| allocatioh'($170‘to $180 million).

: The level of future allocatlons to the ‘mineral produ01ng states
from federal MLA recelpts can be expected to increase at,a rate
far exceedlng that which has hlstorlcally been the case. This'

will be a result of:
Policy

- Increased statee'”shere of federallMLA'receipts authorized by
the'Federal'Lahd Peliéy and hanagemeht'Act (primarily effects

" the Rdcky Mountain region. and, tova_lesser extent, the Gulf
-Coast reglon).

- Increased royalty requlred by the Federal Coal Lea81ng
Amendments3Act.on all new coal 1leases, and the 11ke11hood
that leéses’renewed after-thevfinalization'of a new DOI coal
leasing program will be adjusted to the 12.5% level (affects -

the Rocky Mountain region).

Production

- Significantly, increased. Western coal :preduction, Western
coal produetion is expectedfto triple by 1985,ll’w1th mest
of this ihcreaSed production taking place oh federally owned
lands within the Roeky Mountain:region (affects the Rocky

Mountain region).

11 Page 2-44, Draft Environmental Statement, Federal Coal Manage—

ment Program. U.S. Department of the Interior, 1978.

-31-



Price

—‘Incrgased pricé of coal resulting frgm heighténed demand will
increase thé prodﬁction'&alue upon which the 1205%,royaity.
(asbwell asrthe severance tax) is'assessed (affects the Rocky
MoUntéin‘regidn). | |

- Increased pricé of domest;c oil ahd natural gas resulting
from.‘deregulation will increase the produciton value upon
which the federal_royalty (as well_as.thebseverance tax) 1is
assessed (primarily affects the Gulf Coast fegion and, to a

‘lesser extent, the Rocky Mountain region)..

Using. DOI prOjeétions for 1985 and 1990 MLA coal royalties, it
has been determined that over $2.3 billion will be-allbcated to the
six Rocky Mountain States 6vér’the 1979485 pefibd, or $4.3'bi11ion

12 Assuming a

over the':1§79—90 period; in coal vroyaltieS» alone.
constant share of 1977 state revenues ffom federal MLA..recéipts
other thén coal foyaitiés ($133 miliion); it is estimated that the
Rocky Mountain'regiohal total for all federal mineral~produétion
will be more ﬁhan‘$3.5 billion over thev1979E85 period, or almost
$6.0 biilibn over the 1979-90 period.‘ This represents an average
féderal MLA allocation of more than $500 million annually over both
the 1979f85 period and 1979~90 periods fof the six states Qf the
Rocky Mountain region. .Tablé 6 shows ﬁhe estimates for 1985 federal

MLA.revenueS,‘theipercentage increase over 1978 revenues, and the

estimated 1979-85 accumulated’revehues.

12 ‘Page 5-102, Draft Environmental Statement, Federal Coal Manage-

ment Program. U.S. Department of thezInterior, 1978.
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TABLE 6

Mineral Leasing Revenues:
Rocky Mountaln Region’

(Millions' of Current Dollars)

Estimate Accumul ated

. State B 1978 Estimated 1985‘ $ Increase Estimate 1979—85
Wyoming - 69.2  322.4 © + 466 1,500
Montana 7 157.9 +2,105 708
New Mexico 59.7 1120.0 o+ 203 657
Colorado 15.2 57.9 + 381 | 291
Utah - 11.8 1.9 4+ 381 218
'N. Dakota 0.7 L 38.4 '+5,486  170
Regional Total 164.2 2.5 o+ 452 3,544

MLA receipts are the most significant direct source of federal
subsidies réceived by thelRockvaountaiﬁ'states as a result of
energy resourcévproduction. Although rapid.énergy déveldpmenﬁ
carries the potential for adverse socio-econqmié impacts, not all of
the states' shérebof'MLA revehues‘are bbligatéd to mitigating the
‘adverse impactslof ehetgy‘production. Many Rocky Mountain states
take the,positibn‘that‘funds from the préviOus 37.5% shéfe are
already allocated to state useé other than impact aid and, thus,
that only the additional 12;5% is easily available for impact
‘assistance. Howevef; it would seem that, at a minimum, not only
funds from the 12.5% increase, but also any increase in the level
thatfhad been produced at the 37.5% rate (as a result of increased
_coal, oil and natural gas production and prices) are essentially
unallocated.:
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"The-origial 37.5% has historically gone into the states®
genefal funds and has been alloCated.for»schools, roads and other
purposes on'a,statewide‘basis. ~ The iﬁplicih assumption has been,
however, that priorihy‘will be given to the impacted areas whioh in
effeot-generated the revenue. ‘The languagevin the 1976 fLPMA
difects that MLA revenues be targeted to assist impacted areas,.
although there is no requirement.that a state legislature do so.
The praetical effect of this 1anguage appears to be that only the
12.5% increase has been specifically earmarked for ‘assistance to
impacted areas, although.all ofvthe funds_are technically\a&ailable.

for impact aid.

The FLPMA has also expanded the list of allowable uses for MLA
revenues from schools and ‘roads to 1nclude provision of publlc
facilities and_serv1ces, w1thout any further 11m1t1ng descrlptlon.
The law fails, however, to prov1de any method for monltorlng or
controlling uses of MLA revenues. Although it is not known if MLA
funds have commonly been used by the states for economic development
programs'(e.g.,'building_industfial parks, worker training, etc.),
the language'of the Aot'is such that‘no expliéif‘festrictionsnare
placed on the use of these funds.: In'fact, the orlglnal MLA (1920)
was 1ntended to prov1de an. 1ncent1ve to Western economic develop-
ment.13 Closer scrut1ny of the states' use of MLA’revenuesiwould
be necessary to determinevif these re&enqes; or energy production

itself, have been significant‘;factors leading to state-financed

13

Pages'3697f3703,:Congressional Record—H0use,,February l8, l919.
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economic development programs ih any‘Western states where they
exist. However; OMB estimates that in the past, roughly one quarter
‘of the Western states' MLA revenue has been allocated to general

-state purposes other than assistance to impacted communities.-14

‘ The following pages contain graphs depicting:

(1) THé growth 1in severaﬁce_ﬁaxand”federal mineral‘leasing
"revénues feceiVed‘knr Rscky Mountain states between 1973
and 1978, and the growth ekpected to occur between 1978

and 1985, and
(2) 'Thévaccumulated,se?erance.tax_and federal mineral leasing
.reVenues expectéd to be received by Rocky Mountain states

‘over the 1979-85 period.

14 Page A—4, Energy Impact Assistance Needs. Office of Management

and Budget, March 1978.
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2. ~l7Bureau of Land Managémént Loan Progfam‘(BLM 317)

Tﬁis‘pfogram; éuthorizéd'under‘the FLPMA, éllows miﬁeral
produciﬁg étates-£6 borrow‘frOm the federal go&ernment in amounts up
to that which'wduld bé'their share of MLA reéeipts.over the sdbse; 
qﬁent ten-year period. OMB estimateé thaﬁ this represents a possi-
ble ss.s'billion'to'slg billion loén’authorization for inland
energy—produding.states ovét'the hext ten yearse15 However, due-
to the OMB/Treasury position that the original 3% interest rate
represented an unwarranted subsidy by:ﬁéxpayers of communities which
are eventqally gbinébﬁo make‘mbnéy} the BLM 317 16an'prdgrém is jusf

nowvbeiﬁg‘implemented.

As a means of eliminatihg the ihitiéi objectibns expre§sed by
the OMB and Tfeasdfy, the>Admihistration was SUCéessful in haQing
Congress pass as‘parffof the FY 1979 DdI'aUthdrization, an amendment
whi¢h raised’the BLM 317 ioén‘inﬁerest rate to the minimum rate paid
by a State, or anvagehCy of fhelState,:éh a $1 million bond issue
(exempt froﬁ fedefal taxés)bduring the précediﬁg yeaf. Therefofe,
‘while the ‘interest rate’ has be\len ra.\'i's'ebd‘ in '6;..’rder' to resolve the
problems with/OMB’aﬁd‘Treésﬁfy; théfiﬂ£ére5t_rates'on thé:éLM 317
1qaﬁs Qill'still,;by défiﬁition,'be'low,- Moreovef, while the BLM
317 loan program will represent é mo§tjattractive'option for financ-
ing needéd energy impact p:ograms;in1and,_the»comparable CEIP loan

program with an interest rate of 8%, remains for many coastal states

lSLPage A-4, Energy Impact Assistance Needs. Office of Management

~and Budget, March 1978.
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an unattractlve ch01ce ‘for use in m1tlgat1ng the adverse impacts
caused by product1onvof’OCS resources, since many coastal states can
~obtain loans at less than 8% by'other means.

3. - Surface Mining Control and Reclamat1on Act of 1977
(P.L. 95-87) ’

‘Under'this‘program; a 35 cent'feé‘is levied on each'ton of
stripemined'coal (in‘the caseﬂof lignite,‘only a’l0¢ per tonvfee
is charged). 50% df this‘money is then-channeled back to the states
from which it orlglnated for the purpose of recla1m1ng strlp—mlned
land. An add1t1ona1 20% of the fees collected may become avallable
to the states through a USDA program,'admlnlstered by the Soil
CbnservatiOn Service, 4known as the Rural Abandoned Mine Program

- (RAMP) .

gDuring the first nine months (danuary 1,11978 —‘September 30,
1978) in which the'program wasﬁoperating;’total receipts came
to'about,$l03tmillion. $Sl.5vmillion mas returned back to the
states wiﬁh.strip-mining activities, and an additional $20 million
was turned over,tovUSDA'for possible allocation“to'the states. ‘The
Same six Westernfstates'received’$12.9 million} or approximately 24%
of the totallstates' allocation., This’period of FY78 is the only
perlod for wh1ch data are presently avallable.. However} the Office
of Surface Mlne Control estlmates that they will take 'in at least

$200 m;ll;on annually over‘the‘next few years from this program.

Although no - authorltatlve prOJect1ons are available regardlng
the amount or 51gn1flcance of these revenues in the future, the
- fact that most of'thevexpected levels of  future Western coal
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productlon will be surface mlned suggests that state receipts from
surface m1n1ng fees will rlse 31gn1flcantly.‘ "In 1985, it has been
est1mated~that,some‘$65 million should accrue to‘thegsix'Western

ooal'pfoducing statesiJWith'$56 million possibly going.to‘Mohtana
and,Wyoming; In 1990, over.$128 million'should:go to the“six
Western coal ptoducing states,:more than $112 miliion of Which is

expected go to Montana and Wyoming.

Although this program is restricted to reclamation, it replaces
or supplements generai state fundsvwhich mightAhave othErwise been
used ‘for 'reclamation ﬁutpoSes. -In"additiOn, the 1aW authoriZes
the states to allocate these funds fof“impaot;aSSistance purposes,
‘once‘the threat to.pubiic'heaith or'safety posed,by existing aban-
doned mines has been elimihated;h That is,"uhderfthis 1au;:the
States have the authority to target sutplus‘reclamatiOn funds to
mitigating the adverse‘SOCio—ecouomic ihpacts_eaused by rapid ehergy
development,A‘DOi has’projeCted the average 1985 reclamation costs
for the Powder RivervBasin (shared by Montana}and Wyoming) to be
$0.05 per ton.le' ‘With an anticipated $56 million allocation in

A1985,7the States,of‘Montana and Wyoming can be expected to have over

$40‘mi;lion in,surPlUswreclamation~funds for that_year aloneo.

It should also be noted that, although the bulk of the est1~
mated $25° bllllon requlred to ellmlnate the Natlon s publlc health
and safety hazards posed by abandoned mines 1is needed in the Appa-

‘lachian Region, most of‘the'money under this program is 11kely to go

16 Page I-5, Draft Environmental Statement, Federal Coal Management

Program. U.S. Department of the Interior, 1978.
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" to the WeStern states where the need ‘is repdrtedly not as'great, but
- where production of strip-mined coal is expected to increase drama-

»tieally}

4. The National Energy Plan

The p011c1es set forth under the f1ve sectlons of this leglsla—
tion, partlcularly the two sections deallng with deregulation and

coal conver51on,.w1ll 1ncrease the f1nanc1al benef1ts-to the Western

~ .energy - produc1ng states from severance taxes and federal subs1d1es

-whlch are based on the value and rate of productlon of energy

' resources.

ai - Coal Conﬁersion'SeCtion,of National Energy Plan. The
major thrust ef this bill compeis.utilities to switch frem oil to
_ceal. 'Therefore,‘the increased rate‘of coai produetion stimulated
by this 1egislation,'particularly on federally bwned'Western lands,
will lead to substantial increases in“revenues‘Under the programs

discussed above.

:Although the_Administration has made’nq‘request for funding
under this'broéram, the President's budget does include a $150
million request for funding of an alternate EDA program adminstered
by the Department of Cemmerce.t Thisymoyé is in antieipatiOn'ef the
passage of an Energy-Impact Assistance bill modeled'after the'Harté

'Randolph‘proposal which failed to pass the last'Cbngre5s.
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In this.Congress,'hoWever, a "skeleton"vamendment to the Pubiic
Works and Economlc Development Act authorization, offered by Senator'
Hart, has been approyed by'the Senate Environment and Public Works
Committee. The Amendment authoriies-$150 miilion in energy impact_
assiStance funds for Western coal producing states. The legisla-
tion, in itsrentirety; will be taken up'later this session, butithe
amendment was reported“cnn: of'Committee' in its shortehed form in
order to meetithe Mayr15vbudget deadline. Come appropriations time,
if~the‘Energy impact AssiStance'iegislation does not seem assured of
passage, the Administratlon w111 most likely Shlft the $150 million
request to‘Section 601 of the Coal Conver51on sectlon of the
National Energy Plan, where an authorizatlon already ex1sts.- Ohe
way or another, it appears that'the Administratlon is committed to
some form of direet_impact_assistance to inland‘energy producing

states in FY80.

b) Deregulation'of‘DomestiCdOil1and Natural Gas Prices.

Thebgraddal‘deregulationﬁof domestic o0il and natural gas prices will
lead to an increased prodhction' value forA these resources, thus
expanding the price base upon which variable federal sub51dy and
state severance tax rates are assessed. This will lead to 1ncreased
revenues from these sources, even though some decrease is expected

in production over the 1979-85 period.

5. . Payments in Lieu of Taxes Law (P.L. 94-565).

Each year,.the‘Secretary:of interior paystlocal governments up
to 75 cents per aere‘ofvfederaliy owned 1andlinside the municipaii—
ties"limits,.Uhder_this‘program, the,six states of the Rocky
Mouhtain regioh receiVed'over $4leillion in. FY77 and over §$37
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million in’FY78. ‘IﬁlFY78, these six states received approximately.
35% of the total éayments in lieu of taxes allocation. These
revenues included'payments_in 1ieu;6f'taxeé from federal . mineral

.producing lands for which the states already receive MLA revenues.

'ASSISTANCE TO COASTAL STATES BASED ON OIL AND GAS PRODUCTION
ON THE OUTER CONTINENTAL SHELF (OCS) ‘

6. CoastalrEnergy Impact Program {(CEIP).

' The CEIP iszthe primary source of direct federal assistance to
¢Qast$l‘afeas_affectea by‘the préductiqn‘of energy resources on the
‘ OCS., The CEIP_proyidesvcapital.fihancing assistance in,thebform of
'direét féderal loahs’and grants:to areés adversely impacted by O0OCS
development agtivities; The two funding'sources available undér the

CEIP are the Coastal Enetgy Impact Fund and formula grants.

'é)'"Fofmuié éfanté}' Formu1é grants can be used by states
and iocal governments to assist in financing public facilities ahd
services, to aﬁeiioraﬁe adverse impacts‘associated wiﬁh OCS activi-
ties, and to plan for 0CS aCtivities. The recently enacted OCS
Landé Act Amendments éhaﬁge the Ioriginai formula included under
‘the Coastal Zone Managment'Aéﬁ (CZMA) to determine how the formula
grants are to be‘diétributedfamong‘thé states. The new formula is
‘based onh the foilowihg,thfeé criteria: new'acréagé leased adjacent
tola coastal stéte (50%), oil ahd_éés'pfbduced adjacent to a coastal
state‘(ZS%); and oil and gasvlanded in Ehe;sta;e (25%). Thé Aménd_
ments also include a 37,5% ceiling”and 2% floor on the amount of the
fotal;appropriatioh_which can be aildcatéd to any one state.
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Whlle Congress had - cons1dered establlshlng ‘a revenue sharlng
-program based on 20% of the federal OCS receipts (a proposal
wh;ch would have brought the CEIP more in line w1th‘the MLA),
theACohferees agreedhinstead-toha:straightuauthoriZation and appro-
priatiohdmethodlof'fuhding.: As the program now stands, a state's
share of formulargraht mohey'willfbe_determined by a state's OCS—'
related activity’ahd the»total appropriation made by Congress for

formula grants.

The OCS Amendments.haVe authorized $130 million annually for
formula grants through FY89. The‘Ff??'and FY78 formula grants
approprlatlons were $10 mllllon and '$17.69 mllllon, respectlvely.
An approprlatlon of $27 mllllon has been approved for FY79, and the
FY80 approprlatlon is not ‘expected to exceed the $27 mllllon level.
The Admlnlstratlon has made a request for only $15 5 million under

thls program in thelr FY80 budget,

. Ih FY77, $1.01 million was appropriated to the Mid-Atlantic
states based on Lease Sale #40. uNew Jersey received $825,967
of the Mid-Atlahtic:appropriaton, which represents_an 8.25% share of
the total'FY77 appropriatioh. The‘remainihg $184 000 will be”held
back unt11 settlement of the NJ/Delaware lateral seaward boundary.
It should be noted,»however, that due’ to prev;ous.CZMA regulatlons
which spec1f;ed‘how and'when a'source of assistahoe (either fund or
formula grants) may be used, not all of New Jersey's share of
formula grant money was actually available; this situation has

improved (see below).
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 New Jersey was not eligible for formula grant money - in- FY78.
However, applYing the new OCS formula to the FY77 allocation,
’.NeW'Jerséy will'mdst likely be eligible for a minimum share of

approximately $555,000 in FY79.

The cumulative allotments to Texas and Louisiana for FY78 and
FY79 amount to $3.4 million and $19.4 million, respectively.
In FY79, Texas will be‘eligible for $1.8 million, and Louisiana will

‘be eligible to receive $10.4 million.

b) " Coastal Ehergy Impact Fund. The purpose of the fund
,is'to‘prOQide.sﬁates with money to’handle the.impacts from any new
or expanded energy activity within the coastal =zone. The,enefgy
éctivity, howe&er,,need hot bevOCS-related@‘»Assistance under the
fund comeS'froh three sources: 1) credit assistanée (1oan$), 2)

planﬁing grahts; and 3) environmental and recreational grants.

The intefest raté.for Coastal Energy Impact Fund (CEIF) loans
~under. the CEIP have been set at the Tfeasury rate for.issues of
comparable maturity (approximately 8%). This rate has generally
proven unacceptable to the'commﬁnifies and Statesveligible for
assistance. Moréover, prior to 'the amendments té the CZMA under
the OCS Amendments, a state was»reqdired to exhaust éll the loan and
bond guarantee money appropriated to that state for finahcing pubiic
facilities and services before the state could receive formula grant
monéy'for this purpbseo- As a fesult, for states which have excel-
lent credit ratingsf the'requirement to éxhaust CEIF loans before
being eliéible to receive éll the state's formula»granﬁ appropria—
ltioﬁ has megﬁt that much of the potential assistance under the CEIP
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would remain either‘unavailable;of'mOre expensive than other alter-
natives. Under the amended law, New:Jersey will now be able to
expend 1ts allocatlon of: formula grants money w1thout touchlng the

credlt a551stance.

In both FY77 and FY78;'the appropriation for the fund'was>$115
million. Out of fhis,total of $230 million appropriated in over
the FY77’to FY78 period, $220 million was allocated for credit
assistance, $7 million fdr planning,land $3 million for environ-
mental/recreational grants, Despite the faét that the fund has beenv
authorized for up to $400 million over the 8 Yéars‘ending With FY84,
no money has'beenﬁapprbpriated for5FY79, leaving oniy $230 million
of the $406 'miiiiOnn authorized apprdpriated. " Table ;7> shows the
cumulative allocations to tne MAGCRC‘states'(New Jersey,»Néw

York, Delaware, Pennsylvania, Virginia, and Maryland),‘ Texas and

Louisiana.
TABLE 7
Coastal Energy Impa¢t Fund; _
~ Cumulative Ailbtméntsi(FY77.and FY78)'F

State/Region . Iotal L _Planning - Env./Rec. ,Credit

~ MAGCRC | N 9,599,400 1,749,300 . 105,800 7,744,300
New Jersey _475,4oov,’,:475,400 R -
Texas 14,985,500 416,600 196,600 14,372,300
Louisiana 57,938,000 214,400 778,900 56,944,700
U.S. .Total 230,083,800 6'989 100 3,094,700 - 220 000 000*

* S13, 235 000 has been held back pending resolutlon of Lease Sale
#40, and for admlnlstratlve expenses. ‘
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7. Outer Continental Shelf Lands Act Amendments of 1978
(0Cs) -

'As.indicated;above; the OCS Amendments changed several aspects
i'rof”the'enisting CZMAdand CEIP programs° ‘Additionally, the 0OCS
Amendments have established a plannlng grants program uhich is
'separate and dlStlnCt from the planning money available under the
'CEIP.‘i-The authorization for these planning funds is §5 million
_annually-beginning in FY79 and ending in Fr83o The Administration's

‘FY80 budget did not include a request for funding under this program.l

By‘way,oflcomparison; the coastai7states receive'nowherernear
'theflevel of assistance_(or revenues) based‘onIOCS oil and gas
production which inland energy prOducing states receive as a result
of"produEtion of energY‘ reSourcesa"Within their boundaries. The
argument whioh'seeks to explain the disparateﬁlevel of financial
benefit is that OCS resources are ‘not now, nor have they ever been,
,con51deredvvas _state"land,’ or otherwise under state jurlsdiction.
_The'Supreme Court has‘decided that the OCS does not lie within state
'boundaries; and that no part of it was acquired or reserved from the
states‘for federal use} For this reason, OCS revenues'arefearmarked
to support the Land and Water Conservation Fund for both federal and
state . acqu1s1tlon of parks and for recreation purposes in all the
"states and territorles of the U. S. Table 8 indicates the cumula-
,tlve_appropriations;made_to all states and_territories under the

Land and Water Conservation Fund.
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TABLE 8 _'

Net Apportlonment Sum for States.as of September 30, 1978

Kentucky

- Land and Water Conservation.Fund

(Cumulatlve

)

$Million

vAlabaﬁe $ 35.9_
Alaska 19.9
Arizbna 31.5
Arkansas ,.26'8
' Callfornla 159.1
Colorado f. ‘ e34,l:
Connecticut .37.0"
Delaware - - 20.9
Dist.'Colembia 10.2
Florida 64.6
Georgia 44.5‘
‘Hawaii 22.5
Idaho = 20;6
Illiﬁeis.» - 94.4
Indiana | 47.6
vIewa, 30,8e
Kansas 29.3
.33.9

Louisiana
Maine

Maryland

‘Massachusetts
Michigan.

. Minnesota -

Mississippi

"Missouri

Montana

_ Nebraska.

Nevada

New Hampshire
New Jersey

: NeW'Mexieo'

New York

,N. Carollna

N. Dakota

.Ohio
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$Million -

$ 42.2
23.0
46.0
58.2

 76.6

416

26.5

© 49.6

22.4

26.2

22.2

21.1

7042

23.1
144.5
- 42.1
©20.0

88.4

Amer.

SMillion

Okl ahoma:

Oregon

| Pennsylvania
Rhode Iéland‘

_S.>Carolina
.. 8. Dakota

" TenneSsee

Texas

Utah
Vermont
V1rgln1a
Washington.
W.,Virginia;

Wisconsin .

' Wyoming .

‘Samoa

-Guam

Puerto Rico

-Virgin Islands

Total

$ 31.4
34.6
101.2
23.2
-31.6
21.7

- 40.6
94.6
$26.6
19.2
46.9
39.2
26.2
v44g4
19.2
.7
1.2
21.1
_ 1.4

$2,232.5



STATE MINERAL LEASING

More than 32 million acres, constituting 6% of the total land
area of the Rocky Mountain regiqn are controlled by the varidus
-state governments. Nearlyyz.z million acres of‘this‘lénd are
presently under leése for coal production. While this figure
represents only a fraction of the landvheld by the federal govern- -
ment in these six stétes, it is three times the amount of land

presently leased by the federal government in that regionb17

Nearly allkof this state owned acreage occuré in scattered,
non—00ntiguous 640-acre sections throughout the Western states.
This "chéckerboard" pattern is the result of initial congressional
decisions which divided ‘the territériés into townships, each 36
square miles. Cohgress'then subdivided these townships, and awarded
the new states Several of the subdivisions, each one square mile.
Congress then mandated that revenue derived from activity on par-
‘ticular acres of state-owned land must be turned over to the insti-
tutions to which those acres had been assigned. Fot this reason,
revenue“derived ffom state leasing activities within the Rocky
Mountain region isvconstitutionally obligated to certain state
instituﬁiohs and thus replaces state funds which might have other-

wise gone to run these facilities.

It should be noted, however, that these revenues are not passed
directly through to the assigned institutions; only the interest on

accumulated revenues 1is presently allocated. As producing states

17 Page ' 53, Mine Control, Western Coal Leasing and Development.

Council on Economic Priorities, 1978. '
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ihitiate'variOUS actions to improve and revise state leasing pro-
grams, it 1is likely that this issue will be addressed. With coal
preduction increasing onbstate lands within the Rocky Meuntain
reglon, ahd the potential for accemeleted etate leasing rerenues to"
‘become exce581ve,vpreseﬁre may‘be brdﬁght £q bear on’State and
federal units of government to permitfthe use~0f‘futurerrevenuesffor

other purposes.

As the federal leasing moratorium of the 1970's made acquisi-
tion of federal coal lands more difficult, Speculation on state.
coal leases became.w1despread, leav1ng Utah and Wyomlng with
v1rtually all of their state coal land under lease. 1In addi-
tion, most state lea51ng is carried out under terms which fail
tefrefleet the fair market velqe{ or?promote'diligent'produc—
tibh; of'steteéowhed coal. As a reSUIt,:production on Stete
coal land is very low: only 0.7§]ofﬁ311 9aiidvStatekleases'have
evervpredUCed‘a single ton ofbc0a1.18

,The Cheekerboard‘patterh'of state-owned coal lands across the
western states assures that most large coai’regionsvare likely
to include some state land. = The acquisition ofeStatefOWﬁed land
then ‘becomes crucial to the orgatn-izatio"n’ of private, feder’a’ll or
Indien laﬁde into loglcal mining unlts. ‘Thus the efficieht and

econom1ca1 recovery of western coal 1s contlngent upon the ab111ty

18 Page ' 61, Mine Control, Western Coal Lea51ng and Development
Council on Economic Prlorltles, 1978.
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‘Q@ developers to mine through state land, rather than around it.
fﬂgr this reason, the development of state-owned coal lands bears

ogitibal importance to the development of Western coal in general.

Tbtal.royalties, rent and cash bonuses derived from state
cgal leasing in the Rocky Mountain states amounted to only $3.5
Emgllipn inl1977. Total coal production was only 6.6 million tons.19
'HQWevér,,initiatives on the part of each of the six states to
’:%vise their coal leasing procedures so as to maximize the return to
jﬁge‘specific benefic;ary institutions, as well as the pfojections
;?ér increases in state coal production, indicate that re&enues

fdgrived from state coal leasing should increase dramatically over

-t@e next several years.

The total royalties, rent and cash bonuses derived from all
sgate mineral leasing in the Rocky Mountain region and Gulf Coast

‘négions have been indicated in Table 9.

Table 10 details the 1978 energy production-related revenues
qgcruing to the Rocky Mountain and Gulf Coast states from federal
mjneral leasing and subsidy programs, and through state severance

géx‘aﬁd mineral leasing programs.

T

Ty - .
%? Page 66, Mine Control, Western Coal Leasing and Development
' Councilyon Economic Priorities, 1978.
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' State Mineral Leasing Revenues

- TABLE 9

1977

1978

1

530,205,164

- Rocky Mountain'Region'
Wyoming 21,405,6;6 23,486,272
‘New Mexico 183,922,000 106,195,000
Montana 9,568,926 12,413,763
Sub Total 114,896,598 142,095,035
Colorado 6,115,000 7,573;000
Utah n7,736,1o9' 21,891,553
N. Dakota 2,285,069 8,466,289
Sub Total 16,136,178 37,930,842
Regional Total 131,032,776 180,025,877
quf Coaét Region
Texas 316,116,000 370,258,000
Louisiana 197,651,164 197,651,165%
oklahomé 16,438,000 16,6d0,ood
Regional Total

584,509,165

The 1977 figures for Louisiana state leaSing revenues, the 1977

figures ‘have been used instead of actual 1978 figures since they
are presently unavallable. ‘
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The following

Texas
Louisiana
Oklahoma

Régional Total

Rocky Mountain Region

' New Mexico

Wyoming
Montana .

Subtotal

~Utah

Colorado

‘North Dakota

‘Subtotal

"Regional.Total

- payments in lieu of taxes.

TABLE 10

table details the 1978 energy production-related revenues of

the Gulf Coast and Rocky Mountain states.

1978

_ o 1978

1978 Federal Subsidies State

Severance 1 Leasing
Tax MLA Other™ . Revs.

(8) ($) ($) ($) TOTAL
959,686,000 , 0 3,491,463 370,258,0002. 1,363,435,463
476,829,000 . 396,847 14,140,591 197,651,165 688,917,603
230,368,000 3,586;456 676,526 16,600,000 251,230,982

1;666,883,000 3,883,303 18,303,580 ~ 584,509,165 2,273,584,048,
145,826 000 59,709,426 12,158,314 106,195,000 » 323}888,740
66,021,000 69,179,426 21,173,304 23,486,272 . .179,859,644
44,667,000 7,507,936 12,793,133 12,413,763 77,381,832
256;514,000u 136,936,430 46,124,751 142,095,035' 581,670,216
8,926,000 11,890,635 7,177,508 21,891,553 49,885,696

1,838,000 15,249,812 9,523,612 7,573,000 34,184,424

18,619,000 718,334 1,351,710 . 8,466,289 29,155,333

' 29;383,000 27,858;781 18,052,830 'j37,930,842 113,225;453
.285;897,000v“164,255,211 64,177,581 180,025,877 694,355,669

For the Rocky Mountain reglon,

1ng recelpts and payments in lleu of taxes.

Flgures for Louisiana state lea81ng 1978 are not readily available at this time,

" For the Gulf Coast region, these figures consist of formula grant money under the CEIP and
those figures include surface min-

so we have

used the 1977 revenues and. assume that the 1978 figures will be roughly the same.



III. A.  DIRECT IMPACT UPON NEW JERSEY AND THE NORTHEAST

‘The beneflts that the Western energy produc1ng states derlve
from energy productlon tax and subs1dy mechanisms must be welghed
agalnst ‘the dlrect and 1nd1rect costs 1mposed ‘upon energy- consumlng
states.ﬁ Thls sectlon will discuss the dlrect costs which Gulf Coast
seVerance taxes wili impose upon New Jerseyrand the‘Northeastern.
nStates as a whole, and the potential costs which the Lonisiana

first-use tax may impose.

New Jersey,‘and the Northeast,as’a whole, will incnr direct
costs from Western severance taxes through the natnral_gas and
'petroieum‘prbductsaimported from WeStern‘energy—producingystates}
andjthe states othexasfahd hoﬁisianayin‘particular. Thetseyerance
taxes imposed by the ‘Rocky Mountain states will not directly affect
the NortheaStern states, which use only Eastern coal because
of transportation cost andiiogistic barriers to the importation.of

low-sulfur Western coal.

It is 1ikeiy that'the»oredoninant share of the cost of Louis-
iana's'natural gasvtaxes is Borne by out-of-state consumers, and
that a 51gn1f1cant share of the cost of .the Texas natural gas
severance,tax is exported. ThlS conc1u31on is based on both the‘
eCOnomicaliyvreasonabie aSSUmption that the bulk of the cost, if not
the fuli*cost; of‘the.LOUisianaaand°Texasfnatdral gas taxes is
shlfted forward by energy producers to consumers, and thehstatus of

Texas and Loulslana as’ major exporters of natural gas.20

20 gee last paragraph:onvpage 47.
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Louisiana exported. an estimated 70% of its marketed natural gas
production in 1977, while Texas exported an estimated 40% of its -

marketed production.zl

The Severance tax 1is directly-exported
‘tnreugh*energy shipments, and indireétly‘exported througn.ahipments
effenergy—basedVproduets. The share of Tenas natural gas severance
tak‘ payments contrinuted by eUt—of-state .censumers ‘Will probably
increase in the future as average gas nrices increasingly reflect_
the‘equating of the interstate and intrastate prices of newvgas
‘under the Natural Gas Pollcy Act of 1978. In addition, if the
percentage of gas supplled to the interstate market 1ncreases under
this Act, then the percentage of both Louisiana and Texas natural

gas severance taxes which is exported to out-of-state consumers will

probably increase.

New Jersey COneumers, and Northeastern consumers as a whole,
will contribute directly to this subsidization of Texas and Louis-
iana taxpayers by out-of-state consumers_through4seVerance tax and

potential first-use tax payments.

New JerSey imported roughly 90% of its natural gas from
Louisianavin'1975, wnich is the latest year for which statistics on

22, Ndrth—

trade flows are available, and roughlyth% from Texas.
eastern consumers'importedbroughly_75%;of their 1975 natural gas

needs from Louisiana, and approximately 15% from Texas. Roughly

21

Mineral Industry Surveys - Natural Gas Production and Consumptlon-
1977, Department of the Interlor._ .

22 1975 Natural Gas. Flow Patterns, Federal Energy Regulatory Commis-
sion.
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70% of the naturallgas whlch New.Jersey imported from Loulslana 1n
1975 came from‘offshore s1tes.r The bulk of the gas produced off of
the Louisiana‘coast comes from the Outer Contlnenta1>She1f (0CS) and
is_not subject to the severance tax but may be subject to the
first-use tax, ‘if this' tax survives the current legal'-challenge
mounted by the Federal Energy Regulatory Comm1551on along w1th a

group of Northeastern and Mldwestern states.

Table 11 presents estlmates of 1979 85 natural gas tax payments
by New Jersey consumers, and Northeastern consumers as a whole, to

Texas and Louisiana.

. TABLE 11

1979- 85 New Jersey and Northeastern Natural Gas Tax Payments
' (M11110ns of Current Dollars): . ,

Lou151ana T ... Texas - - Louis.&Texas

Sev. First-Use =~ - Sev. - Total
_tTax : o Tax o Tax
New Jersey . 35 55 15 105

Northeast 230 370 - 170 o 770

'New Jersey and Northeastern consumers will also incur direct
severance tax costs through their imports of refined petroleum
products from‘the Gulf Coast region. Adequate information_was not

available to derive'reliable estimates'ofithese oil costs.

Thus, the Gulf Coast states are, as a whole, probably able‘to
export a significant“portion of?their natural gas severance taxes-to
out-of- state consumers (th1s may also apply to 0oil severance taxes),
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and this shafé‘ﬁiii probably‘ihcrease.in tﬁe fufufe,‘ The predomi-
ﬁéht share of‘the‘ébst‘of Louisiéna'S'naturél'gésiseveranCe ta#, and
‘potentially the first-uée tax, will probabiy be expoftedvto out-of-
state COnsumérs, 'aﬁa Northeastern conSﬁmers could bear an esti-
hated 23% Qf~Louisiana's projected 1979-85 hatural gas.tax revenues

of $2.6 billion.
‘B. INDIRECT IMPACT UPON NORTHEAST

'This section will discuss the indirect impact of the energy
production-related revenues of Gulf Coast and Rocky MoUntain

statés‘upon the Northeastern region.

1. Gulf Coast Region

The competitive advantagevof'the Gu;fiCoast states over
the Northeastern'States in.attfacting’business investmént has been
fosteréd by.many-factors, Ohe of these facﬁbrs may have been
the severaﬁéé £éx. kThe sévefahcé>£5x brovides‘benefits to the Gulf
Coast,states withcutf forﬁthe most parf,fgenerating thevcosts

associated with other tax mechanisms.

It is likely that the severance tax has only minimal negative

repercussions upon economic activity within the Gulf Coast region.

The négative impact upon the eﬁergY;industry.in the Gulf
. Coast region_is probably minimélnbecause Qf the economic likeli-
hooa thaﬁlthis tax is predominantly shifted forward to consumers.
Thé ability of the Gulf Coast‘eﬁérgyvindustry,to‘Shift this téx
vforward is based upon the 1afge'marketbshare held by the Gulf.Coast
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states in the domestic productlon of oil and gas (they accounted
for 62% of 1977 natlonal crude oil productlon and 80% of natural gas:
productlon),-and the probable 1ne1ast1c response of energy consumers
to the Gulf Coast severance taxes whlch for the most part, contrl—
bute only marglnally to the total cost of Gulf Coast energy.
Lou151ana 1mposed a’ natural gas severance tax rate of $ 07 ‘per
thousand cublc feet (MCF) which, in 1977, amounted to approx1mately
4.3% of production value, while Texasvand oklahoma imposed'natural
gas severance tax rates of 7.5% and 7% of’production value, respec;
tively. TheSe rates'overstate‘the effective tax rates paid by
consumers,:who must pay_transportation,and transmission costs
inhaddition tQ;production costs._‘In 1975, the‘wellhead value of
Gulf-Coast naturalsgas,was roughly,l/4rof_the price paid by North-
eastern consumers for natural gas;23;.ana_ thusvieffective‘inatural
gas severance tax”rates paid’byiNortheastern-consumers'Were roughly
1.07%,A1.85%,land‘1.75$_of the production value of Louisiana, Texas,
and Oklahoma gas; respectiveiy.g The o0il severance tax rates of'

Louisiana, Texas, and leahoma are 12.59, 4.6%_and 7%,_respect1vely,

which also overstate the effective tax rates paid by consumers.

"In'addition{ Gulf Coast severance taxes probably do not alter
the locat10na1 attractlveness of the Gulf Coast region to’ major
energy-using 1ndustr1es;' Accordlng to,l976 statlstlcs, the average
energy costdper miliion BTUs foriNortheastern'consumers.Was.roughly

7.7 times the average price paid by Gulf Coast c0nsumers.’ ~ This

23

I975'Mineral'1ndustry Survey, Department of the Interior.
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_reglonal energy cost d1fferent1al is malnly a result of the greater
_ava1lab111ty of natural gas in the Gulf Coast reglon than in the
'l'Northeast reg1on whlch is largely dependent upon petroleum resources
that are more costly per BTU‘than natural gas resources. vThe
severance tax:doesinOt alter the natural gas aVallability advantage‘
assOCiated with‘aalGulf Coast location relative to a Northeastern
looation, nor does,it alter the Gulf“Coastls natural gas cost
advantagetwhich also contributes to’the regional energy cost dif-
Aferential;_ The average price:paid‘for natural‘gas by Northeastern
consumers'ln 1978 WaS‘roughly 2.4 timesfthe average price paid by
.Gulf Coasttconsumers, and.the Gulf Coast natural gas severance.taxes
do not alter this dlfferentlal because these taxes are 1mposed upon
both inter- and 1ntrastate gas, and the_Northeast,should continue to
import virtually all of'1ts gas from the Gulf Coast. states in the

near future.

These factors; along with the_ability of‘the Gulf Coast states,
as preViously described; to export a signiflcant portion of the
.severance tax, make" the severance tax . a desirable source of tax
revenue for these states relative tolother_taXhmeohaniSms, suoh as

the corporate income tax.:

“An emerging consensus can behobtained from thehempirical
literature 'supporting 'the cOnclusion that the federal corporate
income tax is likely to be . largely borne by 1ndustry.24 It seems

economlcally reasonable that thls conclu51on would be at least as

24

Horst Claus Rectenwald, Tax Incidence and Income Redistribution.
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stron§ in the‘caéevof'the state corporate income tax. It is thﬁs
likely that the state.COrporate income téx, unlike the Gulf Coast
severancé taxes, affects the différeﬁtial cost of doing business
betwéen the Guif Coast énd Northeast regions, and thereby affects
theirvrelative.cbmpetitiQéness in attracting business investment to
the éxtent that interState“tax differentials affect location deci-
sions. - The iiterature:indicates that,inﬁerstate tax differéntials
are one of:many factors_whichiinfluéncé induétrial location deci-

sions, although they may not bé a major factor.

The séverancé tax thus may have provided indirect bénefits to
the Gulf Coast states by contributing to their ability té reduce
their reliance on other, less desirable,'tax mechanisms, such as the
corporate income tax,_wﬁiéh are more likely to have an adverse
impact upon their'bdsiﬁess c1imétéé.‘;The'Nbf;heaét, on the other
vhand,’mHSt rely Oh 1és$ deSirabiégtax mechanisms to financé théir

pubiié expénditurés.

The'averagéjcérpqraﬁefingome;tagfratQZWithin thé Ndrthéasterh
region in 1978 was 8%, whiéh‘generated 12% of totai 1978 Ndrth—
eastern tax réVénﬁes.‘ Néw'jerseYHC6llected approximatély 123 Of‘its
\1578'tak‘réVehuevffom the/cbrporate‘incomejﬁax b&ged"ﬁn ét7;5% Eax
rate. - ihlcohtraSt{ Texés doés'nof'imposé_aJcbrpo:ate incéme;tax,
whiléﬂ the éever’ancé‘ Faki ‘gén,éré'téd' :,.17;8%‘ of its total 1978 tax
réVéndé;'vThe Gﬁlf CQ&SflregiOH dé_a whole iﬁpred”an appr6ximate
-average_cOrpdtate"ihcbﬁévﬁai;faté bf 3% in'1§7é,;which_generated
3ﬁ2%“of iﬁs:tdtai i978‘téx revenue §r»approximate1y 9 percehtége
poinﬁs ;ésérﬁhah'théic§rfé599ﬁding'éharg'id the prtheast; ;iThe



severance tax generated 19.2% of the Gulf Coast's total 1978 tax
revenue. The severance tax has probably contributed to these
regional corporate income tax differentials, although it is probably

only one of mahy factors.

’

Thé mineral leasing revenues that the Gulf Coast states derive
from energy production: on state lands may also enhance their com-
petitive advantage with respéct to the Northeast to the extent that
these revenues enable fhem to minimize their use of tax mechanisms
-which have a negative impact upon the busine;s climaté, and to fund
public expenditures which create a favorable business climate.
‘Tekés collected appfoximately $316.1 million in state 1easing
revenues. in 1977, which was'approgimately 1/3'ofyits severance tax-
revenues; while Louisiana collected an estimated $197.6 million, or

approximately 40% of its 1978 severance tax revenues.25

The ability of the Gulf Coaét states to rely on thé severance
tax as a méjot source of fax revenue, and thus to further develop a
favorable business climate relative to the businéss'climafe of Fhe
Northeastern states, shoﬁld be enﬁancéd,by the substantial rise in
tax revenues ekpeéted to ensue from federal eﬁergy poiicies. These
increased revenues are hnlikely'to be offset, to ény significant
degree, by.ihcréased public costs associated with Gulf Coast energy
 production, and should increasihng‘subsidize‘othet‘areas of public

expenditure.

25 1977 State Mineral Profiles, Department of the Interior.
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2,'%,Rocky.Mountain*Region’

.fhe'ﬁncreasedscorporate'and resrdential'tai'base generatedﬁby
energy productlon and the secondary economlc growth Wthh occurs as
a result of energy development,‘comblnedvw1th the 1ncreases pro-
jected for state’and'federal mlneralkieasing_revenues, will.repre—‘
‘sent a dramatic_increase in state; 1ocal,and regional revenues. :In
the future;‘these increased revenues could‘enable the Rocky Mountain
ereglon to develop a more favorable bus1ness climate. Revenues
generated by energy productlon could enable the Rocky Mountaln
reglon to 1ower ‘their tax rates, for example, or provide more
attractive S?fViCeS_and‘féCilitiés togindustriesﬁinterested’in
locating‘there, At the‘same~time,‘however, the Rocky Mountain
states face the reai,problemhof front—endvfinancingifor needed.

community services and improvements to -existing infrastructure.

| Although prospectlve ‘revenues (from royalties. and' severance
taxes) resultlng from 1ncreased productlon of western coal are'
probably ‘more than suff1c1ent to cover that portlon of the costs
vof local government operatlons not met through regular tax revenue
serv1ces, and to cover any add1t10na1 debt serv1ce and capltal
repayments for necessary publlc sector development,*such revenues
may not be,avallable‘when needed."Thls def101ency has»been'

addressed in several ways:

1.) Company Provision of Necessary Fac111t1es. Although

"company towns" are no 1onger considered polltlcally desirable by
vmost states or by 1ndustry, the'traditional‘assumption by the
developlng company of the respon51b111ty for fac111t1es during the
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construction phase}is‘still’an'aecepted practice. Particulariy with
vregard;to‘heusiag faciiities, thisnoption‘has.the advantage of
providing faeilities:ifor 'theu peak’ construetion_ phase populatiens
which exceed production phase population levels, and therefore will

not later burden the eommunity’with excess capacity.

Additionally,'lqcal governments have sometimes required energy
industries to build and maintain energy—related roads, while also
requiring houSing developers to provide streets; water and sewage
distribhtion andacollecrion-systems, parks, etc. .While these
meChanisms work te‘effectivelyeeliminate the need‘for.large state
'expendirures‘inreneréy’impacfed areas, they could have a negative

effect in'attracting energy‘producers and\supportiﬁg development.

‘2.5 } Prepaymeat of_Taxes; . This mechanism is'attractive
since it provides for ifront—end‘ financing (where it 1is needed),
assuresfah appropriate part of the public costs of rapid expansion
are paid by tﬁe“ipdustry generating‘the growthi and'alsovtransfers’

the risks associated with these costs to the industry.

'3.) Industry Loan Guarantees and Similar Mechanisms. The

company'loan guaranree and similar mechanisms represent an attrac-
tive approaeh toifinancing_both_pablic facilities and»housing where
normal mechanisms"are binadquate. : Such mechanisms make capital
available on terms,that”are-likely to be attractive. More‘import—
antly, such meehanisms tranaferithe ultimate risk of default te the
deveioping cdmpany.‘_Such'risk:distribUtion may then be desirable
in itself;'it‘may hake'the difference between having credit avail-
able and not having it aﬁlany eestff Alternative approaches which
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_aChieveﬁsimilar'risk distributionsvéefforvexample, company.provision
ofrfacilities»and prepayment]of_taxes - may causeycapitai budgeting
or'cash flow problems"for the-developing_chpany{ loan guarantees
will not have‘this:effeCt.7‘This’approach should’work well in the
‘RoCkynMountain~region where,the‘energy producers are uSuaily large,
profltable concerns,tand the mining'resources are generally more

substant1a1 ‘and’ of longer duratlon than ‘their eastern counterparts.

. The mechanlsms mentloned above could go avlong way towards
prov1d1ng up front cap1ta1 f1nanc1ng of needed publlc facili-
mt1es and serv1ces. In addltlon,‘and perhaps more 1mportant1y,
they would assure that the revenues generated by Rocky Mountaln
energy productlon would not. result in a. sub51dlzat10n of 1ndustry
within that region. ‘However, all publlc costs should not be borne
by’the'energy»projects which generate'new growth. vNew:secondary
economlc act1v1t1es should pay thelr share in accordance w1th state
and local tax structures, whlle new re31dents should be requlred to
pay thelr;sharej;n the,taxes whxch that structure requlres of\them.
In this way,the.reVenues}generated by‘energy_productionz—— particu—
'larlyaithose" derived rfron'_the.zfedera1;190vernment e would,‘not ‘be
permitted‘to subsidize‘the*tax‘structures-(or;industry~itself)
within thegRocky‘Mountain_regiOn,’andkthus%place the Northeastqat a

competitivefdisadvantage:inyrelation.torthe Rocky Mountain states.‘
“'In this respect, DOI‘has:estimated7thernet 1985 impact on state
and local expenditures in the six Rocky Mountain states to be

" between $42'miliion\andﬁ$100'million,267whi1e it is estimated that

26 Page 5 97, Draft Env1ronmenta1 Statement, Federal Coal Management
Program. U S. Department of the Interlor, 1978.
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tbfal_fédetal MLA.and‘state*severance tax revénues for those six
states will be at»least $i,8:billion-in 1985. Such a surpius in
state'révenues may enablé the Rocky Mountain Region to develop a
future economic environment with which the Northeastern region would

be unable to compete.

While prbgrams such as the MLA seem to be the most significant
source of direct federal subsidies to energy producing states,
ﬁany other existing federal programs have a potential as sodrces»of
assiétance tq communiﬁies adversely impacted by energy development.
Table'l2ushows the.specific btograms and fdnding levels recommended
for FY79‘which,kwhile"hot‘Speéifically based on ‘energy production
or the associatea‘adverse Socio-economic impacts} may be of increas-

ing significance to these areas.

-69-



TABLE.lZ

Ex1st1ng Federal Programs that .are Potentlally
Slgnlficant Sources of Impact Funds

FY 1979 Budget
Program Levels
(Millions of §)

BLM - Payments to States from mineral leasing receipts: 202

BLM - Mineral impact loan assistance ‘ , 40 1/
EDA program | : ‘ S ' 627 .

Appalachian Regional Commission - Cdmmunity'
development and housing ‘grants . . 48

Farmers Home Administration

Community facilities loans . = - tjﬁ R AE 250
Water and waste disposal system loans' ’ ‘ 800 -
Water and waste dlsposal system" grants ‘ : - - 265

Environmental Protection Agency - Waste treatment o ,
works constructlon grants = , : 5,000 2/

General Revenue Sharing Payments ' : , ‘ - 6,855

Housing and Urban Developmet - Communlty
‘development block grants

Non-metropolitan discretional funds ' | 570
Secretary's discretionary fund : 101
SMSA discretionary balance 3/ ‘ 238

Department of Transportatlon - Federal A1d
‘Highway program

Primary program ' - | 1,502 1/ 4/
Small urban and rural , S ' 779 1/

Urban program (potentlally avallable for transfer) 360 1/

Appalachlan Reglonal Comm1551on - Appalachlan
‘Development Highway System and Appalachlan, :
local access roads ' 221

Bureau of Qutdoor Recreation - Grants to‘States ' : 280

Soil Conservatlon Service = Resource conservation
and development program. and watershed protection
‘and flood preventlon program : . 154

8
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TABLE 12 - Cont.

FY 1979 Budget
" Program Levels

N | ' ~(Millions of $)

Farmers Home Adminlstratlon - Low to moderate
~income hou51ng loans and rural rental housing
loans . o . 3,612

Federal Housing Administration - FHA fund mortgage
insurance written (units) ' . (574,566)

Veterans Administration - Loan guarantee revolving
fund guaranteed or insured loans. (number) (375,000)

Government National Mortgage Association - Guarantees
of mortgage-backed securities issued 15,500

1/ Proposed legislation.
2/ Amount of grants awarded.

3/ Limited applicability.
4/ Up to $751 M could be transferred to small urban and rural
programs.
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Although these programs vary in their avallablllty and appll—”
_cab111ty to energy produ01ng areas, the poss1b111ty of prlorlty'
fundlng status for. energy 1mpacted communities could put funding for
51m11ar Northeastern prOJects at a competltlve dlsadvantage‘v1s—a—
vis pro;ects in the Rocky Mountaln reqlon. "It iS'not bossible to
prOJect how much of. the funds enumerated in Chart 11 mlqht be - spent
on energy 1mpact a581stance,,or otherw1se go to the energy produ01ng
:states of the Rocky Mountaln reglon as. a result of energy produc—

tion, but clearly the potent1a1 is large.

A current issue'regarding'the aliocation of federal resources
arises'from the ability,Offenergy;produoing states to export a
signifioant”Share of their taxes to but4of—state eonsumers.‘,Many
federal 2grant :formulas 1nc1ude the average personal income of a
state s re51dents as a flscal equallzatlon factor in order to
compensateffor-var;atlons 1n(tax“wea1th'among the states and locali-
ties."Resident}personal inCQme, asha'proxY for tax wealth[ hbwetet,'
tends tovunderstate the actual taxxwealth of those states which are
capable of exportingfa“shbstantiai share of theirdtaxes to residents
of‘other‘states; In the caseaof'energy—rich‘states¢ this personal
,ineome measure'tendsetO'understate theirvrealftax,wealth while
overstating‘the aetualltax'burden of residents of such states.
Thus, for thosé.federai.aid-Prpgrams:which.rely_upon‘eithergresident
personal income or tax,effort.as'a'basis*forrallocating_funds,— and
,especialiy forfthose,isuch asggeneral revenue,Sharingf_which use
both _venergyaérodueing states'Will'receiVe benefits which exeeedd
‘actual'need. 'At'the same time, energy—eonsuming.states will;receive
disproportiOnatelygless federal Aia.m_ |
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Accérding to a 1975 Advisory Commission on Intergovernmental
Relations Study,?7 25 federal programs incofporated resident
peféonal income as a'method of‘equalizing‘fiscal cépacity. These
programs included such major federal ‘grants programs as General
 Revenue éharing[‘aid to families:with dependent children,‘and
meéiéaid. in a separate study,.OMB‘listed 36 formula grants which
employed the'residentlpersonal income‘factof. These 36 programs
accounted for $21.5 billion in federal aid in FY75; or 43% of total

federal aid expenditures.28

27 page 4, Federal Aid Bias Study, ACIR, Washington, D.C.

28 Page 217, -Categorical Grants: 'Their Roles and Design, ACIR,

Washington, D.C., A-52 (I978).
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V.  CONCLUSION |

The ob]ectlves of current federal energy p011c1es des1gned to”y

decrease U. S.‘dependence on forelgn 011 supplles through 1ncreased

conservatlon of ex1st1ng energy:supplles and ‘a more-1ntens1ve_:5

'development of conventlonal and alternatlve energy resources are

clearly in the natlonal 1nterest;c However, the precedlng analy51s.
of the reglonal 1mpacts of nat1onal energy p011c1es 1nd1cates thatj
'add1t10nal steps should be taken to~ 1ncrease the efflclency of

'federal energy p011c1es 1n meetlng the above objectlves.,"

The energy related dralnage of - capltal from“energy consumlng
.reglons wh1ch w1ll result from r1s1ng energy prlces may hamper

thelr ab111ty to undertake the energy related and general capltal

1nvestment necessary to meet dOmest1c energy product1on and conser—,‘

vation goals. y Severance 'taxes contrlbute to th1s energy*related
dralnage of cap1tal from energy consumlng reglons, and, at least in
the Gulf Coast reglon, are unllkely to generate add1t10na1 energyv
-development wh1ch would not have otherw1se been undertaken. ’The

¥

energy related dralnage of cap1ta1 may be most 31gn1f1cant in the

‘-Northeast, where ‘the. need to reduce OPEC 011 1mports throughh

1ncreased conservat1on and productlon of reg1ona11y 1ndlgenous

energy sources is the greatest.
A. _ENERGY CONSERVATlON{.\

Federal energy p011c1es must empha51ze greater energy conserva-
_tionf1n order toJ51gn1f;cantly reduce U.S. dependence on forelgn
energyfsupplies‘in‘the‘Short.term:becapse:
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a) although the curfent rate of decline may be reduced by the
increased pfoduction incehtives fesulfing'from decontrol,
0il and gas supplies will éfobably'continue to dwihdlé,
and | |

b) “the abilityfto exploit our vast coal resources remains con-

strained by environmental and economic factors.

However, current federal energy policies do not adequately .
exploit the’potential of energy cénservation as a means of reducing
the'U.S. balance of payments deficit, but rather militate agaiﬁst
the realizaiion of this potentié1. In order to corréct‘this‘defi—
ciency, and to aésuréithe efficiéht impleméntation‘of>national
energy strétegies, a new émphasié should be placed on energy con-

servation.

AThe emphasis,Upon development of coal resources within the
rural Rocky Mountain region will increase démestic energy produc-
ﬁion, but, at thé saﬁe time, will promoté the énergy inefficiency
‘associated with rural growth and developméntf In additidn, although
the rising energy priées which Qill>resu1t from fedéral décontrol of
- 0il and natural gas prices will, to some éxtent, increase the
economic incentive for résidéﬁtial and vcommergial_ growth within
urban areas} there will be én opposing drainagé of capital from the
" urban eneréY—consuming regions through the direct and indirect
repercuSsions.of‘enefgy import—related monetary Qutflows (including

severance taxes). ~Without substantial new national policy and
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resource commitments designed- to promote the residential and com-

’ mercial redevelopment of urban areas;;federal energy policies will

‘fail to exploit‘the4full potential of energy‘conservation as a means .

of promoting both,energy’self—sufficiency'and'greater ecOnomic

stability within the U.s. l_The folloWingrrecommendations are’

intended'to'achieve this goal:

(1)

_‘lncreased funding“should be providedffor mass transporta-
tion.systems,mwhich have_the_potential to generate sig-
nificantlenergy savingS.; Mass transit aid; partlcularly.
':1n these tlmes of flscal austerlty, should be allocated ‘in

bsuch a way as’ to derlve the greatest beneflt from 11m1ted
’budgetary resources. ThlS can be accompllshed by.

(ay Promotlng ra11 development 1n densely populated,

:urbanlzed sectlons of the country whlch have the
v,'greatest 1ndependent capac1ty to- support th1s form of -
}mass tran51t. - One such‘area_;s the_Northeastzcorrlf
tdor reglon,ewhere theideteriOration of. the mass
‘:tran31t system has contrlbuted to a. pattern_of
‘ ares1dent1a1mand commer01al d1spersa1 wh1ch not_only
exacerbates the decllne of these systems, but,also
'the urban centers whlch they serve. Thus,llncreased
‘fund;ng 1s,recommended;;n order to reap the;substan-
'tial Venergy uefficiency'lbenefits which would' be:
assoc1ated w1th the redevelopment of thlS system and‘
:the consequent rev1ta11zat10n of the surround1ng

" urban centers. jy‘



‘The Port'Authoriﬁyiof»Nen York and“New Jersey has
~est1mated that an add1t10na1 $15 ‘billion in capltal
-1nvestment w111 be needed over the next 10-15 years
tQ rebuild and maintainfthe New York - New Jersey
“regibnfs mass rranSit Lacilitiesozg Thenimprovement
"?,'of thefméss_tranSiteeystem will;directly centribute
teienergy conservatlon, as nell as conrributing to
‘the rev1tallzatlon of the energy efflClent urban
areas whlch‘are served by these fac111t1es, In

‘  addition, etrieést $25 billion in additional eapiﬁal
‘investment is needed to rebuild and maintain other
parts ‘of the region;s public infrastructure system,

30 This

such as roads, sewers, and water;systems.
will promote economic development in this highly
nrbanized area, and will thhs generate increased

energy efficiency.

,(b) Presently'the éiiocation of federal mass.transporta;
‘tion funding is based_on‘population,‘not directly on
need. ‘For example, while the Nortneaerern‘regionv
accounts for 40% of all mass transit passenger miles
‘traveledvin‘thevnarion, less than 18% of the federal
governnent's'mass transportation operating subsidies

are presently being allocated to this region. As a

29 Reglonal Recovery " The Bus1ness of the Elghtles, Port Authority
of New York and New Jersey, June 1979, Pages 18-19.

30 Ibld.
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(2)

e

result,‘a state sUch'as New Jersey’with high-rider—

yshlp w1ll recelve only about 28¢ per r1der in FY79
'whlle a "Sunbelt"»c1ty such as Monterey, Cal1forn1a,

4w1th lower rldershlp w1ll recelve 52¢ per r1dery

It is therefore recommended that federal mass’ tranSIt

resources be allocated-on,the;ba81sbof rldershlp-or

 need, not population.

Other formsfof‘mass transit'shbuld.bekpromoted in

‘more densely populated areas in'additiOn to thev
yupgradlng and extens1on of exlst1ng ra11 systems..
These‘lnclude bus systems, park—and—r1de fac1l1t1es'

,and'Carpool1ng programs."vIn less densely populated

areas, however; other forms of mass tran51t should be

.promoted_to the exclus1on of new ra;l‘systems wh1ch

‘are unlikely to be either economically feasible or

energy efficient.

Increased fund1ng should be prov1ded for urban a1d pro-

grams 31nce the rev1tallzat1on of urban areas represents
 one of the most sound energy consexvat1on strateg1es_

‘avallable to federalvpollcy'makers.‘ It is therefore.

| 'reeommended that'the”goalsnOf“the national7urban:poliey

be more fully 1ntegrated 1nto federal energy p011c1es, and\
'that an expl1c1t recogn1t10n of the greater energy effl—v'
<01enc1es wh1ch can be achleved through promotlng more

1ntens1ve ‘urban redevelopment become the basls for 1ncreas—‘

ing_federalzurban’aidfexpenditures.l‘

v
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(3) The investmenf,of public resources in urban redéveldpment
programs 1is more consistént Qith national energy conserva-
tion goals thén is, for example, the investment of public
résources in promoting the development of presentiy unde-
yeloped energy-rich regions. ‘Congress is presently
considering. the Inland Energy Impact Assistance Act of
1979 which is designed to stimulate coal production in the
Rocky Mountain region through subéidization of state and

- local govérnmeﬁt expenditures necessary to accommodate new
commercial and residential growth. The aésistance will be
in the form of outright grants and federally guaranteed

~loans. This legislation fails, however, to account for
enerqgy impactsv experienced by énergy—consuming. regions.
Such impacts include the energy import-related drainage of
capifal from theée regions; and the public costs associ-

“ated With past and future energy-related development
(i.e.a refineries,‘pipelines) in these regions. It is
therefdre recommended that this 1e§islation bé expanded to
account fOr energy impécts which will-be experienced by
the urbanized energchonsuming regions, whose maintenance
is-essentiai to promoting ﬁhe kind of energy efficient
growth which is not 1ikely.to take place in the rural

Rocky Mountain region.j

 Further, current energy impact assistance policies emphasize
the mitigation of impacts resulting from increased inland energy
resource production. Under exiSting federal impact assistance

programs, coastal states are receiving considerably less assistance
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than‘inland energyeproducing states.:”,Whilehit is true that OCS

' resources are’ not con81dered to be s1tuated on state lands, and

whlle it cannot be clalmed that thelr acqu1s1tlon has resulted in
»the states"loss of potent1al tax revenues, strlctly speaklng, the_
'same argument appl1es to. federally admlnlstered mlneral lea51ng .

vlands w1th1n state boundarles, both 0CSs and 1n1and mlneral resources‘

found on federal lands are held 1nvtrust by the federal government

for all'Americans.“In this respect,‘there seems’to be no justificaé,

tion - as to why inland states should rece1ve substantlally greater

beneflts from m1neral productlon than do OCS affected states.

It 1s therefore recommended that rev1s1ons to ex1st1ng federal

subs1dy programs based on OCS energy productlon be 1n1t1ated in

order to prov1de for.comparable_ass;stance to_OCS affected states.

First. the 8% interest rate .under the CEIP loan program has proved

too high.for'mostceligible”states,‘ This rate should be lowered tok

reflect the minimum rate paid by a'state,.or an‘agencyiof‘the state,
on a'$l millidn‘bond.issue (exempt from7federal'takeS) duringlthe

Preced1ng year. Thisbis'the ratehasseSSednon the BLM'317-ioahs,'ana

would thus place federal loan a551stance to- OCS energy 1mpacted‘

areas on. a par w1th that offered to 1n1and energy 1mpacted areas.

Secondly, 1t 1s recommended that a revenue-sharlng program, 51m11ar

to that whlch has been establlshed for inland energy produc1ng’

states under the Mineral Leas;ng,Act( be;establ;shed»for ocs

Zaffected states.
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B. ENERGY PRODUCTION

Failure to make.a substantial national commitment to reducing
f_the‘energy‘impeft—related monetery outflews‘from the Northeast
3thr0hgh greater development of energy resourées indigenous to the
Northeast (which cén be economically competitive with foreign oil)
~will significantly reduce the U.S.'s ability to attain its energy

policy-related objectives.

The 1978 Nationél Energy Plan placed an emphasis on thevconver—
sion of oil'and gas-fired utilities and industry beilers to a coal
base as a means .of reducing the U.S. dependence upon foreign oil
(the timing may be eemewhat altetedvby_the short-term substitntion

of natural gas for oil).

. The increased coal production in the Rocky Mountain region
which is likely to result from current federal energy strategies is

unlikely to aid the Northeast because of:

(a) prohibitive transportation cost and logistic'(lack of ade-
quate transpoftation facilities) barriers to the importa-

tion of Western coal, and

(b)"the increased cost of burning low-sulfur Western coal re-
sulting from the legal obligation, as established by
- recently-issued EPA regulations, to remove 70% of the

sulfur in low-sulfur coal.

-81-



In addition, current federal energy pol1c1es are unllkely to

alter the econom1c/env1ronmental factors constralnlng the 1ncreased

ut1112at10n»1n the‘Northeast oﬁ-Eastern coal. Greater use of the_

: high- sulfur b1tum1nous coal reserves of the Northeast 1s hampered by‘

the fsubstantlal, env1ronmental/econom1c« costs.-assoc1ated w1th the.o

snproductlon and use of thlS coal. The mlnlng of the low- sulfur

_anthrac1te reserves of the Northeast is constralned by

(a) hlgh productlon costs whlch becuase of the need to. employ».

‘expen51ve open p1t m1n1ng technlques,yexceed-the produc—‘
'tlon costs assoc1ated w1th the deep m1n1ng of b1tum1nous

coal,

©(b) highicohstruction or retrofitting COStsvsince an'anthracite'

’b01ler is about three tlmes as large ‘as an equlvalent
capa01ty 011 flred b011er, Fa
'f(cffﬁhlgh burn1ng costs because of the need for scrubbers whlch
o was establlshed by recent EPA regulatlons, and
(da) ;the 1ack of adequate transportatlon fac111t1es (this

kapplles to. all coal resources)

F1nanc1a1 support is thus needed to 1nduce the successful
development of Eastern b1tum1nous and anthrac1te coal which, con—

vtrary to the development of Rocky Mountaln coal,'would st1mulate

both a 51gn1f1cant reductlon in forelgn 011 consumptlon and an

1ncrease 1n energy conservat1on. )
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It.is therefofe reeommended‘that the federal government approve
fundlng for an Energy Corporatlon of the Northeast (ENCONO) which
'would cater to the energy needs of thlb reglon, in much the same way
‘that the TVA promotes the development of 1ntetnally—generated
low-cost power in the Tenneseee'Vélley;';ENCONO, in contrast to the
TVA, is intended. to make- privately—controlled enerqgy developnent
possible through such mechanisms as 1Qw-cost loans '‘and loan guaran-
tees, rather than serving to snbstitute public for private control.
This energy corporation would setve to subsidize highly costly, but

necessary, energy-related development projects suéh as the,following:

(a) the‘development of coal pfoduetiqn—reiated facilities, par-
tieularly-those associated with:the'dpen pit'mining of
anthracite coal, |

(b) the conversion of existing‘oil— and gasefired industry and
utiiity boileré to a coal base along with the construction
and operatlon of new coal-fired fac111t1es,

(c) the 1nstallat10n and operatlon of scrubbers whlch would,
-under the new EPA rule, be required. for both anthracite
and bituminous coal, and

(d) the.upgrading_and extension of the coal ttansportation net-

work.

In addition,‘the resources -of ENCONO would be used to promote
- investment in alternative indigenous energy sources and in energy
conservation-related teehnologies, which would otherwise be uneco-

nomic.
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‘One sUch project wouldﬁbehthe'subsidization'Of the development
of SOlld waste resource recovery systems in Northeastern urban areas:
»ywhlch have the greatest capac1ty to support these systems,' Thls’
lwould reduce the consumptlon of forelgn 011 1n the Northeast, and

thus the_U.S. balance of payments def1c1t‘by,“

(a)‘ reducingﬁthe_amount of.energy needed to transport solidy
| .waste to disposal sites outside‘of urban areas,
(b)"deriving energy from an aiternative energy source indi?
'genousVto_the‘Northeast, and*
ey promoting' developmentC“in Venéfgyeefficieht‘ urbanhoareas.
-;Another prOJect would be the sub51dlzat10n of investmentrin.3
new,'more eff1c1ent re51dent1al heatlng 011 systems 1n the North—

east, whlch would also serve to further federal energy conservatlon :

- and eff1c1ency goals..
'Additional'legal or policyyinitiatives which should be taken to
deal with the.issues.raised in this report include the following:

'1) ‘fThe Departments of Justiceyand Energy shOuld conduct

studles to determlne the extent to wh1ch severance taxes 1mposed by

“'energy produc1ng states may v1olate the prov181ons of the Commerce

Clause by 1mp051ng -an unconstltutlonal burden upon 1nterstate
31

commerce. Accordlng to .a 1978 Natlonal Tax Journal artlcle,

31 Walter Hellersteln, “Constltutlonal Constraints on State and Local

Taxation of Energy _Resources", National Tax Journal, September
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"one may fairly‘contend that the state's effective ;éieé;
‘tion of a class of out—of—state'taxpayers to shoulder a
tax,burdén grossly in excess,of;ény costguimposed directly_
or indiréctly by such taxpayers on the étate places .an

“unconstitutional burden upon .interstate commerce."”

This studyiindicates thét a léfgé pdttion of Gulf Coast sever-—
ance taxes, and,partiéularly Téxas énd Louisiana natural gas sever- -
ance taxes, is likely to be exportedvto out-bf—state consumers and
that a significant'poftion of these payments will be made by North-
‘eastern consumers; Also, additidnal éeVeraﬁce‘tax revenues which
wiil'acdrue to Gulf Coast states under current federal energy
policies afe likely to exceed any additional energy~reléted public
ekpenditures by these states because the_;major impact of energy
development is likeiy to have already been éxperiénced in this
regioﬁ, The .possibility tﬁat.Western-severance taxes constitute an
eprrt tariff, and thus violate the Commerce Clause which prohibits

the obstruction of free trade, should aslo be investigated.

2) | The Mineral Leasing'Act of‘1920 has‘often beeh'explained
~as a means‘of providing payments in liéu of‘taXes to Western Sﬁates
where it is ¢laimed that federal léhdvohnérship has,Significantly
reduced the §Qtentia1 tax base. ,The_MLA progfam, howevet, ori-
ginélly designed to use federal resources as a meéhs of encouraging
_Western economic development, is moré nearly comparable to genéral
revenue éharing;' In'fact; a forﬁal payments in lieu df'taxes
program already provides payments to municipal governments based
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upon federally owned lands within their boundaries. This includes

payments‘in lieu of taxes based-upon federal mineral producingllands

’_for which - the states already recelve m1neral leasing revenues.

v Also, the role of the Department of the Interlor in allocatlng MLAl‘
recelpts —‘essentlally that of bookkeeplng and passthrough - as wellH’
"as the’ substantlal 1ncreases in MLA revenues expected to ‘accrue to
the Western energy-produc1ng _states oyer the next several years
suggest that these revenues can'no longer he explained as payments
in lieu of taxes, and nom bear:more of-a'resemblance to'a.general
revenue—Sharingkprogram:which applies'onlysto.energy-producing

states.

3) "Thetstate,shOuld'press for-reformmof.existing federal
funding,formulastwhicnﬁincreasemstate’allocations based upon
ha'misleadiné evaiuation'ofsstate‘tax:effort}'or‘hy employingypef;
sonal 1ncome as a proxy for fiscal capac1ty.ﬂnEnequ-producing.
states wh1ch are able to export a substantlal portion of the1r taxes
to out-of- state consumers are. now rece1v1ng 1nequ1table shares of.
federal funds, and the 1nequ1t1es are expected to become even more
pronounced as the taxes pa1d by out-of state consumers ‘to energy—

rich states rise substantlally over the‘next several years.
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