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EXECUTIVE SUMMARY 

· Summary of Findings 

This study reviews certain aspects of nat.ional energy policy 

as it affects the economies of -primarily energy-producing and 

energy-consuming regions within the United States. 

the- impact of state severance ta~e~ i~posed on domestic energy 

. production by producing states, and the effect of current federal 

policies providing cert~in enetgy-related subsidies to producing 

states · on the economies of energy""'.producing and energy-consuming 

regions. 1 

1. Energy-producing states which impose severance taxes tied 

to the iricreased value of ~nergy resources have received substantial 

increases in severance tax revenues since the 1973 OPEC oil embargo. 

Federal mineral leasing revenues which energy-producing states 

currently receive under a 50% revenue-sharing program ( 37. 5% prior 

to enactment of the Federal Land Policy and Management Act of 1976), 

have also increased significantly since 1973, although the magnitude 

of these revenues i~ ~uch less than ihe magnitude of the severance 

tax revenues. The recent federal energy policies accelerating 

1 This report specifically· examines the energy-producing Gulf Coast 
and Rocky Mountain reg ions~ _and the energy-consuming Northeast 
reg ion. The following reg ion al . 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 1 and domestic energy prices as of August 
1979. 



decontrol of oil and gas prices and promoting the use of coal will 

further increase the severance tax and federal mineral leasing 

revenues received by energy-producing states. 

2. Total annual severance tax and federal mineral leasing 

revenues received by energy-producing states rose from apprdximately 

$905 million in 1973 to approximately $2. 7 billion in 1978, which 

represents an increase of approximately 200%. This study projects 

that the total annual severance ta~ and mineral leasing revenues in 

1985 will be in excess of .$9.0 billion, a" 235% increase over 1978 

and 895% increase over 1973 l~vels. This will consist of an esti-

mated $8.2 billion in severance taxes and $850 million in federal 

·mineral leasing revenues. 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-produc~ng states 

received approximately $2. 2 billion in severance tax revenues and 

federal mineral leasing revenues in 1978, ~hich amounted to approxi-

mately 80% of total national revenues, and $765 million in state 

mineral leasing revenues. These ~tates: wili receive in excess of an 

est im ate d $ 6 • 6 . b i 11 i On a rt nu a 11 y in s e Ver an Ce t a X re v'e nu es and 

federal mineral· leasing revenue~ in 1985, which represents an 

increase in excess of 200% over the. 1978 level and 745% over the 

1973 level. 
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4. The Gulf Coast .states of Texas and Louisiana· received the 

highest amounts of annual severance tax revenues ove.r the 1973-78 

period, and will receive substantial increases in the fut~re. Texas 

will receive an .estimated $3.0 billion 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 approximately 18% of the total tax 

revenue collected by Texas in 1978, as_ opposed to a corresponding 

12%· share in 1973. Louisiana will receive an estimated $1.3 billion 

in oil and gas severance tax revenues in 1985, which repre.sents a 

170% . increa9e over its 1978 revenues and a 400% increase over its 

1973 revenues. . Louisiana's natural gaf:i 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 Midwesterri and Northe~stern states. Texas and Louisiana 

will receive an estimated $15. 6 bill ion and $ 7. 0 bill ion, . respec-

tively, in severance tax revenu~s over the 1979-85 period. 

5. The· largest increases in the · Rocky Mountain reg ion have 
. . 

been, and will continue to be, experienced by its primary coal-

producing states, Wyoming and Montana. Wyoming will receive an 

estimated $875 million in coal and oil severance tax revenues and 

federal mineral leasing revenues in 1985, which represents a 535% 

increase over its 1978 revenues, a~d a ~hirty-fourfold increas~ over 

·its- 1973 revenues. Montana will receive an· estimated $535 million 

in coal and oil. severance tax revenues and federal min~ral leasing 



revenues in 1985, which represents an approximate 1,000% increase 

over its corresponding 1978 revenues, and an eighty-ninefold 

increase over its 1973 ~evenues. 2 

6. The substantail increases in severance tax and federal 

mineral leasing revenues received by energy-producing states since 

1973 may already have had ~iredt and indirect adverse impacts upon 

energy-consuming regions~ such as ~he Northeast, and further impacts 

may result from even greater increases expected to occur in the 

future. 

7. Severance taxes increase the~_costs of crude oil 1 petroleum 

pr6ducts, coal, and natural gas transported to other states from the 

energy-producing states. Severance tax revenues also allow some 

energy-producing states to export a significant portion of their tax 

burden to energy-consumirig states. For example, Loui§iana may have 

exported approximately 70% ot i~s natural gas severance tax to 

2 The 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 Pl~~ had already been approved by Congress, directing that 
the surplus of n~~ural gas, rather than coal, be used_as a substi~ 
tute for oil in· the short term;. (b) the remaining economic and 
environment.al constraints 011 c.oal production and consumption; 
and ( c) the current legal challenge mounted by a group of Mid-
western utilities_ and ·Montana coal produc~rs on the 30% Montana 
coal se~erance ta~, which fs the highest severance tax in the 
nation. On the other hand, the part attribut'able. to federal oil 
arid gas leasing teceipts is likely to be significantly understated 
because the actual receipts are likely to be greater than the 
inflation-adjusted 1977 receipts used for these projections. 
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out-of-state consumers-
. 3 

in 19 77, . and severance taxes as a whole 

accounted 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 

and p~troleurn products. This subsidy is likely to intrease 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 

Natural Gas Policy Act of 1978, and 

b). the federally-mandated limitations on imports of foreign. 

crude oil may increase the Northeast is dependence on· 

domestic crude oil supplies and thus increase its oil 

sever~nce tax payments to the Gulf·Cost states. 

9. Certain · federal grant formulas, . particularly those which 

allocate funds according t? an evaluation of state tax effort and/or 

fiscal capacity, do not account for the ability of energy-prod·ucing 

states to e~port a significant p~rtion of their tax b~rden to 

energy-consuming states, such as the Northeastern states. This 

leads to an inequitable allocation of federal grant funds since 

these formulas overstate the tax burden placed upon residents of 

eriergy-producing state~, and understate the t~x burden placed upon 

residents of en&rgy-consuming states. This inequitable distribution 

3 This assumes that the cost of the severance _tax is fully passed 
aiong to consumers,· ~nd.that the di_stribution of payments is 
directly proportioi:ial to the distribution of demand. 
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of funds from such·. federal grants programs as gen~ral rev~_nue-

sharing and Medicaid will be exacerbated by the substantial rise irt 

severance tax payments.which ·energy-consuming states are expected to 

make to energy-producing states in the future. 

10. Increased revenues from severance taxes and federal 

energy-related subsidies received by energy-producing states may 

~lso impose indiredt costs upon th~ Northeast by weakening the 

Northeast's competitive• position with respect to energy-producing 

states in the attraction and retention of business activity. This 

may occur as energy-producing states utilize the~e reveri~e~ to fund 

public expenditures which create a favorable business climate, and 

to reduce their dependence u-pon other, less desirable revenue 

sources - such as income, sales, property, and corporate taxes -

which are more likely to have an adverse impact upon their business 

climates. The extent to which the resulting improv.ement in the 

business climate of the.energy-producing states will affect regional 

growth patterns . is uncertain, . but it i __ s. iikely __ that some relative 

locational __ advantages will be gained_· by energy-producing stat_es. 

11.. It is likely that indir~ct benefits from severance taxes 

and energ·y-related subsidies will be more pronounced, at least in 

the short term, in the Gulf Coast reg ion tha·n in the. Rocky Mountain 

region. Additional energy-related revenues are likely' to exceed any 

additional· energy~related public expenditures in the Gulf Coast 

region where the major impact 6t energy development probably already 

-6-
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has occurred. In contrast, additional short-term_energy d~velopment-

related public expenditures-in the Rocky Mountain region are likely 

·to be substantial. These costs are 1 ikely to be met through the 

obligation of revenues derived from energy production, as well as 

through various mechanisms which are designed to achieve a balanced 

distribution of · development costs. between the public and private 

sectors. 
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Summary bf Recommendations 

1. Conservation of energy supplies must continue to be the 

major strategy of the State's energy policy in order to reduce the 

amount of capital committed to the purchase of energy. The State 

has only limited capability to influence increased energy supplies 

in the short-term, and conservation must rem a in as a dominant 

strategy for economit reasons even if the long-term supply problems 

are resolved. 

2. The .State should promote federal policies which reinvest 

massive amounts of capital in New Jersey and the region, part i-

cularly for piojects which ihcrease energy efficiency and self-

dependence. The ·windfall profits· tax proposed by the President 

would be an effective means to divert capital which would ordinarily 

add to the capital drain from New Jersey to necessary investment 

within the State. In the absence of governmental intervention, this 

capit~l would likely be directed to energy-pr6ducing regions in 

the nation or abroad. Specific examples of capital investment needs 

funded by the windfall profits tax and related. programs includ_e: 

a) public transit investment, such as the Northeast Railroad 

Corridor Impr~vement Project and ne~ transit capital 
I 

investment; 

b) alternative fuel proje'cts compatible with the State's 

resources and environmental constraints, particularly 

solid waste ·energy generation and solar energy; 

• 



• 

-t) urban redeveiopm~nt to maintain and encourage energy- -

efficient land-use patterns of high population 

density. 

3. The State should act on a regional basis to stimulate new 

capital investment in major energy production and conservation 

prcijects. Proposals such as the Energy Corporation of the Northeast 

(ENCONO) would be part of an overall regional effort to reduce the 

amount of capital required for energy purchases and recycle capital 

into the region. 

4. The State should seek federal action to reduce excess 

costs paid by New Jersey consumers for out-of-state energy supplies 

resulting from tax policies of energy-producing states, and to 

eliminate unneces~ary federal aid given to energy-producing states. 

The State should review available political, _ legal and economic 

strategies · to challe.nge policies of other states and the federal 

government which unriecessarily inflate energy costs, weaken New 

Jersey's ~ompetitive economic position and divert capital resources 

from ·invest~ent in enetgy production and conservation • 

5. The State should review 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 energy-rel9."ted revenues should be carefully explored. 



6. The federal government should incorporate land-use impli-

cations of energy consumption and efficiency into the national 

energy strategy. Current federal and state tax policies which 

encourage . capital investment and economic development in energy-

producing areas with relatively inefficient energy consumption 

patterns will be counter-productive to the nation's long~term energy 

efficiency and effecitve utilization of limited capital resources. 

7. The State should review current public and private capital 

investment decisions on the basis of energy efficiency. Public 

infrastructure investment· for highways, sewers, housing and other 

facilities should be assessed· in terms of impacts on direct energy 

consumption and ind ire ct effects on land-use pat terns. The St'ate 
. . 

should encourage expansion of energy-ef:Eicient industries, parti-
. . 

cularly h·igh technology, communications and electronics industries 

which build on New Jersey's already strong position in this ·area. 

8. The' State should promote its excellent access.to consumer 

markets and existing transportation network to industries seeking to 

lower shipping costs. 

9. The State should seek to attract investment from regions 

benefiting from· energy cap~tal transfers. Strategies should .be 

initiated for investment for .energy-pro¢i_ucing nations and domestic 

regions. 

-10-
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. 10. The State should seek.review and reform of current federal 

funding formulas which provide inequitable amounts of aid to energy-

producing regions. The ability of energy producing states to ~xport 

a·sub~tantial portion of their tax burden to out-of-state consumers 

tends to overstate tax effortso Simultaneously, this understates 

the· State's fiscal capacity and results in a greater share of 

· federal financial assistance~ Existing federal funding formulas 

which include either state tax effort or fiscal capacity as a 

measure for allocating funds should be amended to adequately accotint 

for that portion of a State's tax effort which is derived from 

out~of-state consumers • 
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I. ·State Energy-Related Revenue Totals 

Severance taxes along with federal mineral leasing revenues 

represent the largest sources of state revenues derived from energy 

resource production. The following pages contain graphs depicting: 

( 1) The growth in . severance tax and federal mineral leasing 

revenues received nationally by energy-producing states 

between 1973 and 1978, ahd the growth expected to occur 

between 1978 and 1985, 

(2) The accumulated .severance tax and federal mineral leasing 

revenues expected to be recieved nationally by energy-

producing states over the 1979~85 period, and 

( 3) Corresponding figures for the Gulf Coast states - Texas, 

Louisiana, and Oklahoma~ which received the largest 

amounts of severance tax revenues in 1978. 
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Total National ~1LA and Severance Tax Revenues: Accumulated 1979 - 85. 
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II. Description·of State Energy-Related Revenue: Mechanisms 

A. Severance Taxe~ 

The severance tax was levied by. 32 states in 1978 upon energy 

production. Traditional justifications used for its imposition 

include compensating the ·states for the · depletion of their non-

renewable natural resources, and. for public costs arising from 

energy development. Ertergy~produ~ing states which impose severance 

taxes tied to the increased value of energy resources have received 

·substantial incieases in severance tax revenues since the 1973 OPEC 

oil embargo, and recent federal energy policies accelerating 

decontrol of oil and gas prices and promoting the use of coijl will 

further increase severance tax revenues. T~is section will present 

estimates of future severance tax revenues • 

. Energy-producing states received a total of $2. 5 billion in 

severance tax revenu~s in 1978. Annual severance tax revenues will 

iricrease to ari ~stimated $8.2 billion in 1985, which represents an 

increase of 230% 6ver 1978 revenues, and a65% over 1973 revenues. 

These severance tax revenues comprise a significant portion of 

the total tax .revenues received by major Western energy-producing 

states. In the states of Texas, Louisiana, Wyoming, and New Mexico, 

the severance.tax is the second l~rgest source of tax revenue next 

to the sales and gross receipts tax, while it is the third largest 

generator of tax revenue in the states of Montana and Oklahoma next 

to. the sales and gross receipts tax and the personal income tax. 
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The Gulf Coast. states have received, and will probably continue 

to receive, the largest amount of sever_~nc~ 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 and Louisianai which are the nationis two largest producers of 

natu~al gas and oil, received severance tax revenues of $959.7 

million, or 38.5% of total 1978 severance tax revenues, and $476.8 

million~ or 19.1% of the 1978 total, respectively. 4 Oklahoma is 

the nation's fifth largest producer of crude oil and third largest 

producer of natural gas, and it derived $230.4 ~illion in 1978 

severance tax reve.nues from its energy resources, or 9. 2% of the 

national total. The Gulf Coast states ~s a,whole received approxi-

mately' $1. 7 billion in 1978 severance tax revenues or 67% of the 

national total {See Table 1, Columns 1 and 2). 

Although Louisiana ranked second in the nation in severance 

tax revenue, it ranked first in the proportion of state tax reve-

nue accounted for by the severance tax. Severance tax revenues 

comprised 24.1% of Louisiana's total tax revenues i~ 1978, while the 

corresponding shares in Texas and Oklahoma were 17.8% and 17.5%, 

respectively (See Table 1, Co1umn 3). 

Both the annual natural gas and crude oil severance tax 

revenues received by 'I'.exas and Oklahoma are expected to increase 

substantially over the 1979-85 period under current federal energy 

policies,· ~bile in L6uisiana only the annual crude oil severance tax 

4 Most of -the 1978 state tax inform~tion pr~sented in this report 
was obtained from: State Tax Collections in 1978, Bureau of the 
Censu.s. 
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TABLE I 

SEVERANCE _TAX STATISTICS FOR SELECTED STATES, 1978 

1978 Severance Percent of Percent of 
Tax National State Tax 

(Millions) Total Revenues 

Gulf Coast Hegion 

Texas 959.7 I, 38.5 17.8 
Louisiru1a 476.8 19.1 24.1 
Oklahoma 230. ·1 9o2 17.5 

J:legi onai Total 1,700 66.9 19.2 

_l,locky Mmmtai n Region 

New Mexico H5.8 5. 8 19.2 
Wyomin~ (Hi. 0 2. (l 
Montana 44.7 1.8 13.2 

Subtotal 25G.5 10.3 18.5 

lltah 8.9 .4 1.5 
Colorado 1. 8 .1 .2 
North Dakota 18.6 .7 6.0 

Subtotal 2H.4 1.2 1.4 -
Hegional. Total 285.9 11. 5 8.1 
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revenues are expected to rise. Table 2 presents the 1978 oil and 

gas severance tax revenues received by Gulf Coast states along with 

projected 1985 5 revenues. These project ions assume that future 

state severance tax rates will not differ from current rates. 

Texas and Oklahoma· impose oil and gas severance taxes whose 

yield varies with production value. The federally-mandated·decon-

trol of oil and gas prices is expected 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 

estimated revenues are presented in Chart 2). Texas and Oklahoma 

levy n·atural gas severance taxes of 7. 5% and 7%, respectively, of 

production value and oii severance taxes of 4. 6% and 7%, respec-

tively (see Table 3}. 6 

Texas will receive an estimated $3. 0 · billion in 1985 oil and 

gas severance tax revenues, which represents an · increase of 210% 

over its 1978 revenues, and a ·790% increase over its 1973 r·evenues. 

Oklahoma will receive an estimated $660 million, which represents an 

increase of 240% over its 1978 collection. 

5 All natural gas tax projections presented in this report are 
ba~ed upon state adjustments of natiorial price and production 
projections present~d in: Revenues to Natural Gas Producers, 
Analysis Memo:randum 7801, Energy Information Administration, June 
1978. ·· All oi'l severance tax projections are based upon state 
adjustments of the Congressional Budget Office's (CBO) oil pro-
ducer revenue projection~ for the scenario assuming an annual 1.5% 
real "increase· In the price of OPEC oil, and a current marker 
barrel price pf $20.12 in the Persian Gulf. Both the natural gas 
and oil severance tax projections are presented in current dollars 
which assume a 7% inflation rate. 

6 1978 State Tax Guide, Commerce Clearing House~ 
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~atu.ral 
Gas 

Texas ~ 518 

Louisiana 202· 

Oklahoma 88 

Regional Total 808 

GCLF COAST OIL AND NATl..:RAL GAS SEVERANCE TAXES 
1978 AND 1985 PROJECTION 

(MILLIONS OF CURRENT DOLLARS) 

1978 ($) 1985 ($) 

Natural 
Oil Total Gas ou 1 Total 

435 953 1,285 1,680 2,965 

260 462 - 185 1,070 1,255 

107 195 315 345 660 

802 1,610 1,785 3,095 4,880 

'A. Increase or (Decrease) 

J\~atural 
Gas Oil Total 

150 285 210, 

(10) 310 170 

260 220 240 

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 assumptions: (1) a current marker barrel price pf $20.12 in the Persian. Gulf, and (2) a 1. 5% real 
annual increase along with a 7o/r annual inflation rate. 

-
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Louisiana 

Oklahoma 

Wyo min~ 

1\lontana 

Ne,r 1\lcxico 

) 

'11ABLE 3 

· ClJHHENT SEVEHANCE TAX HATES1 -·--- . 

') A. Selected Gulf Coa:::t Hates.:.. 

Oil 

12. 5% 

7% 

B. Selected Roch.]: Mour-tain Rates 

Coal 

10. 5% 

30% 

$.435/ton 

1 Most of the figures~presenteLl represent maximum rates. 

Gas 

7.5% 

$ .. 07 /thousand cubic feet 

7% 

Oil 

4% 

2.9% 

-$. 515/barrel 

i . . ThcHe fig11Tes represent the percc)ntage of gross value at the wellhead, except where 
(jlherwise noted. 
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The annual natural gas severance tax revenues of Louisiana 

are expected to decline slightly ove~ the 1979-85 period, while its 

crude oil severance tax revenues are expected to increase substan-

tially. Louisiana 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 pe~iod, 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 :\-0% less than its 1978 

collect ion of $202 million. The annti&l crude oil severance tax 

revenues of Louisiana are expected to rise. significantly above its 

1978 collection of $259.6 million as federal energy policies 

increase tile product ion value base upon which L.ouisiana levies a 

12.5% severance.tax. Louisiana will.receive c1.n estimated $1.1 

billion in oil severance tax revenues in 1985, which represents an 

increase 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 of· Midwestern and Northeastern states. If 

the legality of the first~use tax is upheld, this $.07 per MCF tax 

will be applfed ·. to the ·natural gas produced from Lousiana' s Outer 

Continental Shelf, which is not subject to the severance tax.' This 

tax woul~ yield an estimated $185 million in 1985 in first-use 

tax rev~nues, which ~ould increase the total estimated 1985 riatural 

gas tax revenues received by Louisiana to $370 million, which 

represent~ ari 85% .increase over its 1978 revenues. 

-23-



Texas,Louisiana, and Oklahoma will receive an estimated $1.5.6, 

$7. 0 and $3 .. 5 billion, respectively, in oil and ._natural gas sever-

ance tax revenues over this period. In addition, if the legality of 

the first-use tax is upheld, Louisiana will receive an estimated 

$1.3 billion in first~use tax revenues over this period. 

The major severance tax collectors in the Rocky Mountain region 

in 1978 were the states 6f New Mexico, Wyoming, and Montana which 

collected $145e8 million, $66.0 million, and $44Q7 million, respec-

tively (See Chart 1)-. They ranked fourth, eighth, and tenth in the 

nation, respectively, in 19i8 severance tax ievenue. These rankings 

und~rstate, however, the relative dependence of these states on the 

severance tax as a generator of state tax revenue. Accordingly, 

Wyoming ranked second, Mexico ranked third, and Montana ranked 

sevenfh in the nation in the share of total tax revenue generated by 

the severance tax (See Chart 1). These three Rocky Mountain states 

as a whole received $256.5 milliori in severance tax revenue in 1978 

or 10.2% of total national severance tax revenues and 15.1% of 

the Gulf Coast re~ional total. Severance taxes generated 18. 5%_ of 

the total 1978 tax. revenues of these three Rocky Mountain st_ates, 

which. was slightly lower than the corresponding 19 .2% _ share in the 

Gulf £oast region. 

The annual · severance t:ax revenu·es of Wyoming and Montana 

are expected to rise· substantially over the 1979-85 period, while 
. . . 

the annual severance tax revenues of New Mexico over this period· are 

not expected to differ significantly from 1978 revenues. Chart 4 

presents 1978 and projected 1985 coal and oil. severance tax revenues 

for Montana and Wyoming.· ' 
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l\Iontana 

Wyoming 

Regional Total 

TABLE 4 
\IOKTAKA AND WYOMING COAL Al\"TI OIL SEVERANCE TAXES 

1978 AND 1985 PROJECTION 
(MILLIONS OF CL'RRE~T DOLLARS) 

1978 ($) 1985 ($) 

Coal Oil Total Coal on 1 Total I 
------

34 7 41 347 30 377 

30· 39 69 393 160 553 

64 46 110 740 190 930 

o/c Increase 

Coal Oil Total 

920 330 820 

1,210 310 700 

1,055 315 745 

1 These estimates are based on the Congressional ·Budget Office's (CBO) oil producer revenue .proJections for the scenario 
based on the following assumptions: (1) a current marker barrel price of $20.12 in the Persian Gulf, and (2-) a 1. 5% real 
annual increase along•with a 7~ annual inflation rate~. · 
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The bulk of the expected increase in severance . tax revenues 

for Montana and Wyoming will be derived from the production of 

coal, which is their major resource. Wyoming will receive an 

estimated $394 million in coal· severance tax revenues in, 1985, · based 

upon U.S. Department of the Interior (DOI) projections~ 7 which 

represents a thirteenfrild incr~ase over its 1978 revenues. Montana 

will receive an estimated $347 million in coal severance· .tax 

revenues in 1985, which represents a tenfold increase over its 1978 

revenues. 

These DOI-based estimates reflect; a) tqe dramatic rise in 

pr6duction which would occur in these states under the coal cohver-

sion section of the National Energy Plan, b) the increased price of 

coal expected to result from rising costs and heightened demand, and 
. . 

c) the substantial tax rates imposed by Montana and Wyoming of 30% 

and 10.5% of the gross value of coal, respectively, which are the 

two highest severance tax rates in the nation. However, the DOI-
. . . 

based estimates presented in th-is rep.ort may contain an. upward bias 

as a result of: 

a) The Department of Energy policy, which was issued after the 

coa_l conversion section of the National Energy Plan had 

already been approved by Congress, directing that the 

surplus of natural gas, rather thah coal, be used as a 

.substitute for oil in the short term, 

7 These figures reflect an ?djustment of DOI figures in order to 
account for the exemption allo~ed 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) Remaining economic and environmental constraints on co-al 

production and consumption, and 

c) The current"legal ch~llenge mounted by a group of Mid-

western 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 will receive an estimated $160 

million in oil -severance tax revenues · in 1985, which represents an 

estimated inc'rease of 310% over its 1978 revenues. 

New Mexico's· sev·erance tax revenues are not expected to 

change significantly since it imposes fixed severance tax rates of 

5.3¢ per ·McF_of natural._gas and 47.9¢ per barrel of oil, and 

its productio~ of oil and gas, which are its two major resources, 

will probably remain relatively constant over the 1979-85 period. 

New Mexico will receive an estimated $900 million in severance tax 

revenues ovei the 1979-85 period. 

B. Federal Subsidies 

The purpose of this section is to outline the mechanics of 

specific federal. programs and policies which, . to varying degrees, 

benefit the Western energy producing states. . This occurs through 

both direct subsidization based on energy resource. production, and 

throug~ shifts in federal policy which will indirectly inc~ease the 

benefits to Western energy-producing regions. 
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1. Mineral Leasing Act of 1920 (MLA) 

As amended by both the Federal Land Policy and Management Act 

of 1976 (PoL. 94-579) and the Federal ·coal Leasing Amendments Act of 

1975 (P.Ls 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 landsw In addition to the 

revenues raised by DOI based on the 12. 5% royalty, the Department 

also receives paymerits from lease holders based on rentals and cash 

bonuses. Under the program, a state receives 50% of all revenues 

raised by DOI as a result of federal ·1easing activity within the 

State's boundaries ( except Alaska which received 90% of the 12. 5% 

royalty collected by DOI as a result of mineral production an 

federally administered public lands within that State)a 

Prior to th~ enactment of the Fedetal Land Policy and Manage-

ment Act of 1976, · mineral producing states were entitled to only 

37. 5% of the revenues generated by DOI as a result of coal, oil, 

natural gas, 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 w~ie 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 1970's, the coal royalty was 

often only 5%, or a fixed amount per ton - 10¢ or 15¢, for. exam-

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

8 Mine Control, Western Coal Leasing and Development. Council on 
Economic priorities; 1978. 

-28-



Leasing Amendm_ents Act ( FCLA) imposed a statutory requirement that 

DOI collect a royalty of at lea~t 12.5% of the value of coal pro-

·. duced · from· new leasing of federally administered public lands. 

Thu$, amendments to the Mineral Leasing Act brought about by the 

Federal Land Policy and Man.agement Act ( FLPMA) and the FCLA have 

authorized both higher royalties (for coal) and a larger state share 

(50% for all minerals) from royalty, rental and cash bonus payments 

collected by DOI. 

Despite the fact that these recent amendments to the 60 year 

old Mineral Leasing Act have significantly enhanced the potential 

state benefit from federal mineral leasing activity within their 

boundaries, the full impact of these policy changes have not yet 

materiali~ed. In part, this is a result of the fact that out of the 

15 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 final decision on the direction of their new leasing program 

before assessing the . higher royalty rate. 9 As a result, at the 

present time, virtually all federai coal lands are leased under 

terms which fail to . reflect the full market value of coal. More-

over, since federal· coal lands are usually leased for p~riods of 

20 year~, it could be some time before all federal coal leases 

stipulate the 12.5% royalty rat~ authorized by the FCLA. 

9. Page 36, Mine Cont:rol, Western Coal Leasing 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 rif $143 million allocated to the Rocky Mountain Region 

. 1977 . ·a f . 1 1 . lO h 1n MLA revenues was derive rom coa roya ties. Te 

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. 

State 

Wyoming 

New Mexiqo 

Montana 

Sub Total 

Colorado 

Utah 

N. Dakota 

·sub Total 

Regional Total 

National Total 

TABLE 5 

Mineral Leasing Revenues: Rocky 
Mountain Reg1qn 

(Million$) 

% of % of 
1920- National· 1977 National 
1976 Total Total 

443.2 33.3% 58.9 36.6% 

277.7 20. 8 .% 52 .. 1 32.3% 

60.7 4.5% 6.9 4.3% 

.781.6 58.8% 118.0 73.5% 

183.9 13.8% 15.8 9.8% 

82.2 6.1% 8. fr · 5. 3% 

5.3 0.4% 0.9 0.6% 

271.5 20.4% 25.4 15.7% 

1,053.2 79.3% 143.4 89.2% 

1,332.3 100% 161.2 100% 

lOPage· 35 Ib"d , 1 • 
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% of 
1978 National 

Total 

69.1 36.7% 

5.9. 7 31.6% 

7.5 3.9% 

136.3 72.4% 

15.2 8.0% 

· 11. 8 6.3% 

0.7 0.3% 

27.8 14.7% 

164.2 '87 .. 7% 

188.7 100% 



In 1979, the total states allocation is expected to be $202 

million. The Rocky Mountain Region is expected to receive a 

share of the tota··L which· is rougqly proportionate to their 1978 

~llocation ($170 to $180 million)~ 

The level 6f future allocations to the mineral producing ~t~tes 

from federal MLA receipts can be expected to increase at a rate 

fir exceeding that which has historically been the cas.e. 

will be a result of: 

This· 

11 

Policy 

- Increased states' share of federal MLA receipts authorized by 

the Federal Land Policy and Management Act (primarily affects 

. the Rocky Mountain reg ion and, to a lesser extent, the Gulf 

Coast region) •. 

- Increased royalty required by the Federal Coal Leasing 

Amendments Act. on all new coal leases, and the likelihood 

that leases renewed after the finalization of a new DOI coal 

leasing program ~ill be adjusted to the 12.5% level (affects 

the Rocky Mountain region). 

Production 

- Signi.ficantly increased. Western coal production. Western 

coal production is expected to triple by 1985, 11 with most 

of this increa~ed production taking place on federally owned 

lands within the Rocky Mountain· region ( affects the Rocky 

Mountain region). 

. Page. 2-44, 
ment Program. 

Draft Environmental Statement, Federal Coal Manage-
U.S. Department of the Interior, 1978. 
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Price 

- Increased price -0f coal res~lting from heightened demand will 

increase the product ion value upon which the 12 o 5% royalty 

(as well as the severance tax) is assessed (affects the Rocky 

Mountain region). 

- Increased price· of domestic oil and natural gas resulting 

from. deregulation will increase the produciton value upon 

which the federal royalty (as well as the severance tax) is 

assessed (primarily affects the Gulf Coast region and, to a 

lesser extent, the Rocky Mountain regio~). 1 

Using DOI projections for 1985 and 1990 MLA coal royalties, it 

has been determined that over $2.3 billion will be allocated to the 

six Rocky Mountain States over the 1979~85 period, or $4.3 billion 

over the · 1979~90 period, in coal royalties 12 alone. · Assuming a 

constant share of 1977 state revenues from federal MLA receipts 

other than coal royalties ($133 million), it is estimated that the 

Rocky Mou.ntain reg ion al total for al 1 federal mineral ·production 

will be more than· $j.s billion over the 1~79-85 period; or almost 

$6.0 billion over the 1979-90. period. This represents an average 

federal MLA allocatiort-of more than $500 million annually_ over both 

the 1979-85 period and 1979-90 periods for the six states of the 

Rocky Mountain region. Table 6 shows .the estimates for 1985 federal 

MLA revenues, the percentage increase over 1978. revenues,. and the 

estimated 1979-85 accumulated revenues. 

12 · Page · 5-102, 
ment Program. 

Draft Environmental Statement, Federal Coal Manage-
U.S. Department of the Interior, 1978. 
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TABLE· 6 

Mineral Leasing Revenues: 
Rocky Mountain Region 

{Millions of Current Dollars) 

Estimate Accumulated 
State 1978 Estimated 1985 % Increase Estimate 1979-85 

Wyoming 69·. 2 322.4 + 466 1,500 

Montana 7.5 157.9 +2,105 708 

New Mexico 59.7 120.0 + 203 657 

Colorado ·1s.2 57.9 + 381 291 

Utah ,11. 8 44~9 + 381 218 

N. Dakota 0.7 38.4 +5,486 170 

Regional Total 164.2 742.5 + 452 3,544 

MLA receipts are the most significant direct source of federal 

subsidies receiveJ by th~ Rocky Mountain states as a result of 

energy resource production. Although rapid energy development 

carries the potential for adverse socio-economic impacts, not all of 

the states' share of MLA revenues are obligated to mitigating the 

adverse impacts of energy production. Many Rocky Mouritain states 

take the position tbat·funds from the previous 37.5% share are 

already allocated to state uses other than impact aid and, thus, 

that only the ~dditional 12.5% is ~asily available for impact 

assistance. However, it would seem that, at a minimum, . not only 

funds from the 12 .5% increase, but. also any increase in the level 

that . had been produced at the 3 7. 5% rate { as a result of increased 

coal, oil and natural gas production and prices) are essentially 

unallocated. 
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~he -origial 37u5% has historically gone into the states' 

general furids and has been allocated for schools, roads and other 

purposes on a . statewide basis. The implicit_ assumption has been, 

however, that priority will be given to th~ impacted areas which in 

effect generated the revenue. The language in the 1976 FLPMA 

directs that MLA revenues be targeted to assist impacted areas,~ 

although there is no requirement. that a state legislature do so. 

The practical effect of this language appears to be that only the 

12. 5% increase has been specifically earmarked for assistance to 

impacted areas, although all of th~ funds. are technically available 

for impact aid. 

. . 

The FLPMA has also ex.panded the list of allowable uses for MLA 

revenues from schools and roads to include provision of public 

facilities and services, without any further limiting description. 

The law fails, however, to provide any method for monitoring 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_ industrial parks, worker training, etc.), 

the language of the Act is such that no explicit restrictions are 

placed ~n the use ·of these funds. In fact, the original MLA (1920) 

was -intended to provide an. incentive to Western ec~nomic develop-
13 ment. Closer scrutiny of th~ states' use of MLA revenues would 

be necessary _to determine ~f these revenues, or energy production 

itself, have been significant factors leading to state~financed 

13 Pages 3697-1703, Congressional Record~House, Febru~ry 18, 1919. 
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economic de'velopment programs. in any Western states where they 

exist. However, 0MB estimat~s 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 . . 14 commun1t1es. 

The following pages contain graphs depicting: 

( 1) The growth in severance tax and federal mineral leasing 
. . 

·revenues received · by Rocky Mountain states between 197 3 

and 1978, and the growth expected to occur between 1978 

and · 1985, . and 

(2) Th~ ~ccumulated .severance tax and federal mineral leasing 

revenues expected to be received by Rocky Mountain states 

over the 1979-85 period. 

14 Page A-4~ Energy Impact Assistance Needs. 
and Budget, March 1978 •. 
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2 • Bureau of Land Management Loan Program (BLM 317) 

This program, authorized under the FLPMA, allows mineral 

produc.ing states to borrow from the federal government in amounts up 

to that which would be their share of MLA receipts over the subse-

quent ten year p~riod. 0MB estimates that this represents a possi-

ble $6.5 billion to $19 billion loan authorization for inland 

energy-producing ·states over the next ten years .. 15 However, due 

to the OMB/Treasury position that the original 3% interest rate 

represented an unwatranted subsidy by taxpayers of communities which 

are eventually going to make money, th~ '.~LM 311 loan program is just 

now being implemented. 

As a means of eliminating the iniiial objections expressed by 

the 0MB and Treasury, the Administration was successful in having 

Congress pass as part_of the FY 1979 DOI authorization, an amendment 

which raised the BLM · 317 loan interest rate to the rrtinimurn rate paid 

by a State, oi an agency of the State, on a $1 million bond issue 

(exempt from federal taxes) during the preceding year; Therefore, 

while the fnteres·t . rate . has been raised in ~rder fo resolve the 

problems with 0MB and Treasury, the. interest rates on the BLM 317 

loans will ·still, .. by definition, be low. Moreover, while the BLM 

317 loan program will. represent a mo.st attractive ·option for financ-

ing needed energy impact programs.inland, the comparable CEIP loan 

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

15 . , Page. A-4, . Energy Impact Assistance Needs. 
and Budget, March 1978. 

Office of Management 
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an unattractive choice for 'l.rse in mitigating the adverse impacts 
. . . \ 

caused by production of OCS.resources, since many coastal states can 

obtain loans at less than 8% by other means. 

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

Under this program, a 35 cent fe~ is levied on each ton of 

strip-mined coal ( in the case of lignite, only a 10¢ per ton fee 

is charged). 50% of this money is then channeled back to the states 

from which it originated for the purpose of reclaiming strip-mined 

land~ An additional 20% of the fees collected may become avail~bie 

to the .states through a USDA program, administered by the Soil 

Conservation Service, known as the Rural Abandoned Mine Program 

· (RAMP). 

During the first nine months (January 1, 1978 - September 30, 

1978) in which the Program was operating, total receipts came 

to ·about $103 million. $51.5 million was returned back to the 

states witih. strip-mining activities, and an additional $20 million 

was turned over to USDA for possible allocation to' the states. The 
. ·' . ' ·. . 

same six Western.states received $12.9 mill.ion, or approximately 24% 

6f the total st~tes' allocation. This period of FY78 is the only 

period for whicb data are pr~sently available. However, the Office 
' . 

6£ Surface Mine Control estimates that they will take in at least 

$200 million annually over the. next few years from this program. 

Although no authoritative projections are available .regarding 

the amount or significance :of these revenues in the future, the 

fact· that most of · the expected levels. of. future Western coal 
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production will be. surface mined suggests that state receipts from 

surface mining fees will. rise significant1y •. · In 1985, it has been 

estimated that , some $65 million should accrue to the six Western 

coal producing states, with ·$56 million possibly going to Montana 

and Wyorn i ng In 1990, over $128 million should go to the six 

W~stern coal producing states, more than $112 million of which is 

expected go to Montana and Wyoming. 

Although this program is restricted to reclamation, it replaces 

or supplements general state funds which might have oth~rwise been 

used for reclamation purposes. In addition, the law authorizes 

t~e staie; to allocate thes~ funds for impact assistance purposes, 

once the threat to. public health or· safety posed by existing aba·n-

doned mines has been eliminated. That is,· under this law, the 

States have the authority to target surplus reclamation funds to 

mitigating the adverse socio-economic impacts catised by rapid ~nergy 

development. DOI has projected the average 1985 recl:amation costs 

for the Powder River Basin (shared by Montana and Wyoming) to be 

$0.05 per ton. 16 With an anticipated $56 million allocation in 

1985, the States of Montana and Wyoming can be expected .to have over 

$40 mi~lion in surplus recla~ation funds for that year alone. 

' . 

It should also be noted that, al though the bulk of the est i-
. •, . . . 

mated $25, billi?n· required t'o eliminate the Nation w s public health 

and safety hazards pbsed by abandohed mines is ne~ded in the Appa-

lachian Region, most of the money under this program is likely to go 

16 Page I-5, braft Environmental Statement, Federal Coal Manage~ent 
Program. U.S. Department of the Interior, 1978. 
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. . 

to ihe Western stat~s wh~re the need is rep~rtedly not as.great, but 

· . where product ion of strip-mined coal is. expected to increase drama-

tically. 

4. · The National Energy Plan 

The polities set forth under the five sections of this legisla-

tion, particularly the two sect ions dealing with deregulation and 

coal co~version, will increase the financial benefits ~o the Weste~n 

energy producing states from severance taxes and federal subsidies 

which are based on the value and rate of production of energy 

resources. 

a) Coal Conversion Section of National Energy Plan. The 

major thrust of this. bill. compels utilities to· switch from oil to 

coal. Therefore, the inc~eased rate of coal production stimulated 

by this legislation, particul~rly on federally owned Western l~nds, 

will lead to substantial increases in revenues unde.r the programs 

discussed above. 

Although the Administration has made no request for funding 

unde~ this program, the President's budget does includ~ a $150 

million request for funding of an alternat~ EDA program adminstered 
. . 

by the Department of Commerce. This move is in anticipation of the 

passage of· an Energy Impact Assi~tance bill modeled after the Hart-

Randolph _proposal which faiOled to pass the last Congress. 
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In this Congress, however, a 19 Skeleton" amendment to the Public 

Works and Economic Development Act authorization, offered by· Senator 

Hart, has been approved by· the Senate Environment and Public Works 

Committee. The Amendment authorizes $150 million in energy impact 

assistance funds for Western coal producing states .. , The legisla-

tion, in its entirety, will be tak~n up later this sessionr but the 
. . ' 

amendment was reported 9ut · of Committee in its shortened form in 

order to meet the May 15 budget deadline~ Com~ appropriations time 1 

if the Energy Impact Assistance legislation does not seem assured of 

passage, the Administration will most likely shift the $150 million 

request to Section 601 of the _Coal Conversion section of the 

National Energy Pl-an, where an authorization already exists.. One 

way or another, it _appears that the Administration is committed to 

some form of direct impact assistance to inland energy producing 

states in F_Y80. 

. . 

b) Deregulation of Domestic ·oil ~nd Natural Gas Prices. 

The gradual de~egulation of domestic oil and natural gas prices will 

lead to an increased product ion value for . these resources, thus 

expanding the price · base upon which variable · federal subsidy and 

state severance tax rates are ~ssessed. This will lead io increaied 

revenues from thes~ souicesi even though some d~~iease 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 pays l_ocal governments up 

to 75 cents per acre of federally owned land inside the municipali-

ties' · 1 imi ts. Under th is program, the six states of the Rocky 

Mountain region received over $40. million in. FY77 and over $37 



million in FY78. In. FY78, these six states received approximately 

35% of the total payments in lieu of •taxes allocation. These 

revenues included payments in 1 ieu ·of taxes from federal . mineral 

· producing larids. for which th~ states already re~eive MLA revenues. 

' . . ' ' , .. 
ASSISTANCE TO COASTAL STATES BASED ON OIL AND GAS PRODUCTION 
ON THE·OUTER CONTINENTALSHELF-{OCS) 

6. Coastal Energy Impact Program (CEIP). 

The CEIP is· the primary source of direct federal assistance to 

coastal are.as affected by the product ion. of energy resou.rces on the 

ocs. The CEIP ,provides capital financing assistance in the form of 

direct federal loans and grants to areas adversely impacted by OCS 

develop~ent activities. rhe two funding sources available under the 

CEIP are the Coastal Enetgy Impact Fund and formula grants. 

a) · Formula Grants. Formula grants can be used by states 

~nd local governments to assist in financing public facilities and 

services, to ameliorate adverse impacts associated with OCS activi-

_ties, and to plan ·for ocs activities. The recently enacted OCS 

Lands Act Amendments . change the original formula included under 
. . 

the Coastal Zone Managment Act (CZMA) to determine how the formula 

gr~nts are to be distributed among ·the states. The ne~ formula is 

based on the following three criteria: new acreage leased adjacent 

to a coastal state (50%), oil and gas.produced adjacent to a coastal 

state (25%), and oil and gas_lctnded in the state (25%). The Amend-

ments also include a 37.5% ceiling and 2% floor on the amount of the 

total appropriation which can be allocated to any one state. 
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While Congress had considered establishing a revenue sharing 

program based on 20% bf the federal OCS receipts (a proposal 

which would have brought the CEIP more in .line with the MLA), 
. . . . 

the Conferees agreed instead to a straight authorization and appro-

priation method of ·funding. As the program now stands, a state's 

share of formula grant money will be determined by a state's ocs-
related activity and the· total appropriation made by Congress for 

formula grants. 

The OCS Amendments have authorized $130 million annually for 

formula grants through FY89. The FY77 ~nd FY78 formula grants 

appropriations were $10 million arid $17~69 million, respectively. 
. . 

An appropriation of $27 million has been approved for FY79, and the 

FY80 appropriati6n is not expected to exceed the $27·million level. 

The Administration has ~ade a tequest for only $15.~ million under 

this program in their FY80 budg~t~ 

In FY7.7, $1. 01 million was appropriated to the Mid-Atlantic 

states based on Lease Sale #40. New Jersey received $825,967 

of the Mid-Atlantic appropriaton, which represents an 8.25% share of 

the total FY77 appropriation. The remaining $184,000 will be·held 
. . 

back until s~ttlement of the NJ/Delaware lateral seaward boundary. 

It should be noted, however, that due· to prey~ous CZMA regulations 

which sp~cified how and when a source of assi~tanc~ (either fund or 

formula· grants) may b~ ·used, not all of New J~rsey's sh~re of 

formula giant money was act~ally available~ this situation has 

improved (s~e below). 
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New Jersey was.not eligible for formula grant money-in FY78 .. 

However, app1y ing the new OCS Jorrnul a to the FY? 7 al lo cat ion, 

New ·Jersey w i 1 l most 1 i k e 1 y be e 1 i g i b 1 e for · a mi n i mum share of 

approximately $555,000 in FY79$ 

~he cumulatiie 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 $le8 million, and Louisiana will 

be eligible to receive $1004 million. 

b) Coastal Energy Impact Fund,. The purpose of the fund 

.is to provide states with money to handle the impacts from any new 

or expanded energy activity within the coastal zone. The. energy 

activity, however, . need not be OCS-related,. Assistance under the 

fund comes from three sources: 1) credit assistance (loans), 2) 

planning grarits, and 3) environmental and recreational grants. 

The interest rate for Coastal Energy Impact Fund (CEIF) loans 

under. the CEIP have been set at the Treasury rate for issues of 

comparable maturity ( approximately 8%). This rate has generally 

proven unacteptabl~ to the communities and states eligible for 

assistance. Moreover v prior to the amendments to the· CZMA under 

the OCS Amendments, a state was required to exhaust all the loan and 

bond guarantee money appropriated to that state for financing public 

facilities and services before the state could receive formula grant 

money for this pUrposeo As a result, for st~tes which have excel-

lent credit ratings, the requirement to exhaust CEIF loans before 

being eligible to receive all the state's formula grant appropria-

tion has meant that much of the potential assistance und~r the CEIP 
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would remain either unavailable or more expensive than other alter-

natives. Under the amended law, New Jersey will now be able to 

expend it~ allocation of formula grants money without touching the 

credit assistance~ 

In both FY77 and FY78, the appropriation for the fund was $115 

million._ Out of this total of $230 million appropriated in over 

t he FY 7 7 to FY 7 8 p e r i o d , $ 2 2 O rn i 11 ion -w a s a 11 o cat e d for c re a i t 
assistance, $7 million for planning, · and $3 million for environ-

mental/recreational grants. Despite the fact that the fund has been 

authorized for up to $400 million ovei the 8 ye~rs ending with FY84, 

no money has be~n apprbpriated for FY79, leavirig only $230 million 

of the $400 million authorized appropriated. Table 7 shows · the 

c urn u 1 at iv e a 11 o cat ions to the MAG C RC · st ates ( New Jersey , New 

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

Louisiana. 

State/Region 

MAGCRC 

New Jersey 

Texas 

Louisiana 

U.S. Total 

TABLE 7 

Coastal Energy Impact fund: 
. . . 

Cumulative Allotments (FY77 and FY78) 

Total 

9,599,400 

475,400 

14,985,500 

57,938,000 

230,083,800 

Planning 

1,749,300 

475,400 

416,600 

214,400 

6,989,100 

Env./Rec. · Credit 

105,800 7,744, 30_0 

196,600 14~372,300 

778,900 56,944,700 

3,094,700 220,000,000* 

* $13,235,000 has been held back pending resolution of Lease Sale 
#40, and for administrative expenses~ 
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7. Outer Continental Shelf Lands Act Amendments of 1978 
(OCS) 

As indicated•- above, the ocs Amendments changed several aspects 

·_of the existing CZMA and CEIP programs. Additionally, the OCS 

Amendments hav~ ~stablished a planning grants program which is 

· separate and distinct_ from the planning money available under _ the 

CEIP. ·The authorization for these planning funds is $5 million 

annually b~g.inni~g in FY79 and ending in FY83& The Administration's 

FY80 budget did riot include a request for funding under this program •. 

By way of: compa.rison, the coastal-•states receive nowhere near 

the level of assistance_ (or revenues) based on OCS oil and. gas 

production which inland energy producing states receive as a result 

of production of energy resources within· their boundaries. The 

argument which seeks to explain the disparate· level· of financial 

benefit is that OCS resources are not now, nor have they ever been, 

considered as state· land, or otherwise under_ state jurisdiction. 

The Supre~e Court has decided that the bes does not lie within state 

· boundaries~ and that no pait of it was acquir~d or r~~erved from the 

states -for federal use. For this reason, OCS revenues are ·earmarked 

to support the Land and Water Conservation Furtd for both federal and 

state acquisition 'of parks and ,for recreation purposes in all the 

states and territories of the U.S. . . . Table 8 indicates the cumula-

_ tive appropriations .made _ to all states and territories under the 

Land and Water Conservation Fund. 
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TABLE 8 

· N~t Apportiohment Sufu for Statss as of S~ptember 30, 1978 
(Cumulative) 

Land and Water Conservation Fund 

$Mil1idn $Million· 

Alabama $ 35.9 Louisiana $ 42.,2 Oklahoma· 

Alaska 19.9 Maine 23.0 Oregon 

Arizona 31.5 Maryland 46.0 Pennsylvania 

Arkansas 26.8 Massachusetts 58.2 Rhode. Island 

California 159.1 Michigan · 76. 6 s. Carolina 

Colorado 34 1 · Minnesota 41.6 s. Dakota 

Connecticut 37.0 Mississippi 26.5 · Tennessee 

Delaware 20.9 ·Missouri 49.6 Texas 

Dist.· Columbia 10.2 Montana 2.2. 4 Utah 

Florida 64.6 Nebraska; 26.2 Vermont 

Georgia 44.5 Nevada 22.2 Virginia 

Hawaii 22.5 New Hampshire 21.1 Washington 

Idaho 2.0. 6 New Jersey 7-0i. 2 w. Virginia. 

Illinois 94.4 New Mexico 23.1 Wisconsi.n 

Indiana 47.6 New York 144 .. 5 Wyoming 

Iowa JO. 8 N. Carolina 42.1 Amer. Samoa 

Kans~s 29.3 N. Dakota 20.0 Gu.am 

Kentucky 33.9 Ohio 88.4 Puerto Rico 

$Million 

$ 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 

44 • .4 

19.2 

.7 

1.2 

21.1 

Vir,gin Islands 1.4 

Total $2,232.5 
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aTATE MINERAL LEASING 

More than 32 million acres, constituting 6% of the total land 

area of the Rocky Mountain reg ion are controlled· by the various 

state governments. Nearly 2.2 million acres of this land are 

presently under lease for coal production. While this figure 

represents only a fraction of the land held by the federal govern-

ment in these six states~ it is three times the amount of land 

ptesently leased by the federal government in that region~ 17 

Nearly all of this state owned acreage occurs in . scattered, 

non~contiguous 640-acre sections throughout the Western states. 

This "checke-rboard" pattern is ,the result of initial congressional 

decisions which divided the territories into townships, each 36 

square miles. Congress 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-

tut ions to which those acres had been assigned. For this reason, 

revenue derived from state leasing activities within the Rocky. 

Mountain region is constitutionally obligated to certain state 

institutions 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 th~ough to the assigned institutions: only the interest on 

accumulated revenues is presently allocated. As producing states 

17 Page 53, Mine .Control, Western Coal Leasing and Development. 
Council on Economic Pr1or1t1es, 1978. 
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initiate various actions to improve and revise state leasing pro-

grams, it is likely that this issue will be addressedG With coal 

production increasing on state lands within the Rocky Mountain 

region, and. the potential for accumulated state leasing revenues to 

become excessive, pressure may be brought tb bear on State and 

federal uni ts of government to permit the use· of future rev.enues for 

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· wide spread, leaving Utah and Wyoming with 

virtually all of their state ·coai land under leasee 

tion, most state l·easing is carried out under terms which ·fail 

to reflect the fair market value, or promote diiitjent prodtic-
. . 

t ion, of· state~owned coal. As a result, product ion on state 

coal land is very low: only O. 7% of all valid state leases have 

ever produted a single ton of coai. 18 

The checkerboard pattern of state-owned coal lands across the 

western states assures that most large coal regions are likely 

to include some state land. The acquisition of state-owned land· 

then becomes cruci'al to the organization ·of private, federa·1 or 

Indian lands into logical mining units. Thus the efficient and 
. . 

economical re~overy of w~stern coal is contingent upon ~he ability 

18 Page . 61, Mine Control, Western Coal Leasing and Development. 
Co~ncll on Economi~ Priorities~ 1978 • 
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· o,~ developers to mine through state . land, rather than around it. 
i:: 

· R_qr th is reason, the development of state-owned coal lands bears 
il'i 

c~itical importance to the development of Western coal in general. 

Total royalties, rent and cash bonuses derived from state 

qqal leasing in the Rocky . Mountain states amounted to only $3. 5 
. . !'! 

:: million in 1977. Total coal production was only 6.6 million tons. 19 

·. H~wever; initiatives on the part of each of the six states to 

r~vise their coal leasing procedures so as to maximize the return to 

· t~e specific beneficiary institutions, as well as the projections 

f~r increases in stat~ coal production, indicate that revenues ·!:t 
· q1rived from state coal leasing should increase dramatically over 

the next several yeats. 
"',\ 

The total royalties, i rent and cash bonuses derived from all 
; 

~,ate mineral leasing in the Rocky Mountain region and Gulf Coast 

~,gions have been indicate~ in Table 9. 

Table 10 · details the 1978 energy production-related revenues 

9fcruing to th~ Rocky Mountain and Gulf Coast states fro~ federal 

~fneral leasing and subsidy programs, and through state severance 
,::. 

,,x and mineral leasing programs. 

:: (;: 
19 i) Page 6 6, Mine Control, Western Coal Leasing and Development 

Council on Economic Pr1or1t1es; 1978. 

-55-



Rocky Mountain Region· 

Wyoming 

New Mexico 

Montana 

Sub Total 

Colorado 

Utah 

N. Dakota 

Sub Total 

Regional Total 

Gulf Coast Region 

Texas 

Louisiana 

Oklahoma 

Regional Total 

State 

.TABLE 9. 

Mineral Leasing 

1977 

21,405, 6 i6 

83,922,000 

9,568,926 

114,896,598 

6,115,000 

. 7,736,109 

2,285,069 

16,136,178 

131,032,776 

316,116,000 

197,651,164 

16,438,000 

530 ,.20)?, 164 

Revenues 

1978 

23,486,272 

106;195,000 

12,413,763 · 

142,095,035 

7,573,000 

21,891,553 

8,466,289 

37,930,842 

180,025,877 

370,258,000 

197,651,1651 

16,600,000 

584,509,165 

1 The 1977 figures for Louisiana state leasing revenues, the 1977 
figures have· been used instead of a~tual 1978 figure~ since they 
are presently unavailable. 
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TABLE 10 

The-following table details the 1978 energy production-related revenues of 
the Gulf Coast and R6cky Mountain states. 

Texas 
Louisiana 
Oklahoma 

Regional Total 

1978 
Severance 

Tax 
( $ ) 

959,686,000 
476,829,000 
230,368,000 

1,666,883,000 

1978 
Federal Subsidies 

MLA Other 1 
( $) ( $ ) 

0 3,491,463 
396,847 14,140,591 

3,586,456 676,526 

3,883,303 18,303,580 

1978 
State 

Leasing 
Revs. 

( $ ) TOTAL 

370,258,0002. 1,363,435,463. 
197,651,165 688,917,603 

16,600,000 251,230,982 

584,509,165 2,273,584,048 

Rocky Mountain Region 

l 

2 

New Mexico 
Wyoming 
Montana 

Subtotal 

Utah 
Colorado· 
North Dakota 

.subtotal 

· Reg ion al Tot al 

145,826 000 
66,021,000· 
44,667,000 

256,514,000 

8,926,000 
1,838,000 

18,619,.000 

29,383,000 

285,897,000 

59,709,426 
69,179,426 

7,507,936 

136,936,430 

11,890,635 
15,249,812 

718,334 

27,858,781 

164,255,211 

12,158,314 106,195,000 323,888,740 
21,173,304 23,486,,21:2 179,859,644 
12,793,133 ·12,413,763 77,381,832 

46,124,751 142,095,'035 · 581,670,216 

7,177,508 21,891,553 49,885,696 
9,523,612 7,573,000 34,184,424 
1,351,710 8,466,289 29,155,333 

18,052,830 · • 3 7 , 9 3 0 , 8'4 2 113, 2 2·5; 4 5 3 

64,1_77,581 18 0 , 0 25 , 87 7 694,355,669 

For the Gulf Coast region, these figure~ cons~st of formula grant money under the CEIP and 
payments in lieu of taxes.· For the Rocky Mountain.region, those_figures_include surface min-
itig receipts and payments in lieu of taxes. 

Figures for Louisiana state leasing 1978 are not readily available at this time, 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 benef_its that •.the· Western energy-producing states derive 

from energy production tax and subsidy mechanisms mu~t be weighed 

agaiQst ·the direct and indirect costs imposed upon energy-consuming 

states. This section will discuss the direct costs which Gulf Coast 

S£~verance taxes will impose upon New Jersey and the Northeastern 

_ States as a whole, and the potential costs which the Louisiana 

first-use tax may impose. 

New Jersey, and the Northeast as a whole,. will incur direct 

costs from Western severance taxes through the natural gas and 

petroleum products imported from Western, energy-producing states, 
. . . . ' 

and the states of T~xas ahd Lotiisiana in pa~ticular. The seveiance 

taxes imposed by the Rocky Mountain states will not directly affect 

the Northeastern states, which use -only Eastern coal because 

of transportation cost and logistic batriers to the importation of 

16w-s~lfur Western coal. 

It is 1 ikely that the predominant share of the cost of Louis-

iana's natural gas taxes is borne by out-of-state consumers, and 

that a significant share of the cost.of the Texas natural gas 

severance tax is ·exported. This conclusion· is based on· both the 

economically reasortable assumption that ·the bulk of the cost, if.not 
. , . . 

the full ·cost, of the Louisiana and Texas 'natural gas tax·es is 

shifted forward by energy· producers to consumers, and the status of 

Texas and Louisiana as major exporters o~ natural gas. 20 

20 -See last paragraph on page 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 
· 21. 

marketed product ion. · The severance tax is directly exported 

through eriergy shipmenis, ~nd indirectly exported through shipmerits 

of energy~based products. The share of Texas natural gas severance 

tax payments contributed by out-of-state consumers .will probably 

increase in the future as average gas prices increasingly reflect 

the equating of the interstate and intrastate prices of new gas 

under the Natural Gas Policy Act of 1978. In addition, if the 

percentage of gas supplied to the interstate market increases under 

this Act, then the perc.entage of both Louisiana and Texas natural 

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

probably ,increase. 

New Jersey consumers, and Northeastern consumers as a whole, 

will contribute directly to this subsidization of Texas and Louis-

iqna taxpayers by out-of-state consumers throug_h severance tax and 

potential first-u~e tax payments. 

New Jersey imported roughly 90% of its natural gas from 

Louisiana in 1975, which is the latest year for which statistics on 

trade flows are available,· and roughly 10% from Texas. 22 North-

eastern consumers · imported roughly 75%, of their 1975 natural gas 

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

21 Mineral Industry Surveys - Natural Gas Production and Consumption: 
1977, Department of the Interior. 

22 1975 Natural Gas Flow ~atterns, Federal Energy Regulatory Commis-
sion. 
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70% of the natural gas which New Jers~y imported from Louiiiana in 

1975 came from offshore sites.· The bulk of the gas produced off of 

the Louisiana coast comes from the Outer Continental Shelf (OCS) and 

i s not subj e ct to the s eve ran c e tax but . may be subject to the 

first-"use tax, · if this· tax survives the current legal challenge 

mounted by the Federal Energy Regulatory Commission along with a 

group of Northeastern and Midwestern states. 

Table 11 presents estimates of 1979-85 natural gas tax payments 

by New Jersey consumers, and Northeastern consumers as a whole, to 

Texas and Louisiana. 

New 

.TABLE 11 

1979-85 New Jersey and Northeastern Natural Gas Tax Payments 
(M1ll1ohs of Current Dollars) 

Louisiana Texas Louis.&Texas 
Sev. First-Use sev. Total 
Tax . Tax Tax 

Jersey 35 55 IS 105 

Northeast 230 370 170 770 

· 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 deriv~ reli~ble estimates of these oil costs. 

Thus, the Gulf cd~st states are, as a whole, probably able to 

export a significant· portion of ··their· natural gas severance taxes to 

out-of-state consumers (thi-s may also apply to oil severance taxes), 



and this shaie will probably 'increase in the futureo The predomi-
- . 

nant shaie of the cost oi Louisiana's natural gas severance tax, and 

potentially the first-use tax, will probably be exported.to out-of-

state consumers, and Northeastern consumers could bear an esti-

mated 23% of Louisian~•s projected 1979-85 natural gas ta~ revenues 

of $2.6 billion. 

B. INDIRECT IMPACT UPON NORTHEAST 

· This section will discuss the indirect impact of the energy 

product ion-re 1 a ted revenues of Gulf Coast and Rocky; Mountain 

. states upon the Northeastern region. 

1. Gulf Coast Region 

The comp et it iv e adv ant age of the Gu 1 f Coast states over 

the Northeastern states in attracting business investment has been 

fostered by many factors. One of these factors may have been 

the severance tax. The severance tax provides benefits to the Gulf 

Coast states without, for the most 9art, generating the costs 

associated with other tax mechanis~s. 

It is likely that the severance tax has only minimal negative 

repercussions upon economtc activi~y within the Gulf Coast region. 

The negative impact upon the energy ,industry in the Gulf 

Coast reg ion is proba_bly minimal ·. because o_f the economic 1 ikel i-

hood that this tax is predominantly shifted forward to consumers. 

The ability of the Gulf Coast energy industry to shift this tax 

forward is based Upon the large market share held by the Gulf Coast 
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states in the domestic production of oil and gas ( they accounted 

for 62% of 1977 national cr~de oil production and 80% of natural gas 

production), and the probable inelastic response of energy consumers 
. . 

to the G~lf Coast ~e~erance taxes which, for the most part, contri-

bute_· only marginally to 'the total cost .of Gulf Coast energy. 

Louisiana imposed a natural gas ~eve~ance tax rate of $s07 per 

thousand cubic feet (MCF) which, in 1977, amounted to approximately 

4. 3% · of product ion value, while Texas and Oklahoma .imposed· natural 

gas severance. tax rates of· 7. 5% and 7% of product ion value, re spec-

tiyely. These rates overstate the effective tax rates paid by 

consumers, - who must pay transportation and; transmission costs 

in. addition to product ion costs. In 197 5, the wellhead value of 

Gulf. Coast .natural. gas was rot1ghly 1/4_ of_ the price paid_ by North-

eastern consumers for natural 23 gas, and thus effective natural 

ga$ severance tax ~ates paid by Northeast~rn cqnsumers were roughly 

1.07%, 1.85%, and 1.7s~ of the produ~tion valu~ .of Louisiana, ,Texas, 

and Oklahoma gas, respectively. _The · oil severance tax rates of 

Louisiana, Texas, and Oklahoma are 12.5%, 4.6% and 7%, respectively, 

which also overstate the effective tax rates p~id by consumers. 

In addition, Gulf Coast severarice taxes probably do not alter 

the -locational attractiveness of the Gulf Coast region to major 

energy-u~ing industries. · Acccirding to 1976 statistics, the av~rage 

energy cost per million-BTUs for-Northeastern consumers was roughly 

7.7 times· the average price paid by 'Gulf Co"ast consu~ers. This 

23 · · - · 1975 Mineral Industry Survey, Department of ·the Interior. 
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regional energ~ cost differential is -m~inly a re~ult of the greater 

availab.il i ty of na~ural gas· in the Glil f Coast reg ion· than . in the 

· Northeast reg ion which · is largely dependent upon petroleum resources 

that are ·moie co~tly per BTU than natu~al gas resources. The 

se~erance tax does nbt alter the natural gas availability advantage· 

associated with a Guif Coast location relative to a Northeastern 

location, nor does it alter the Gulf Coast's natural gas cost 

advantag~ which also contributes to the regional energy cost dif-

ferential. The average· pr ice. paid for natural gas by Northeastern 

consumers in 1°978 was roughly 2 .4 ti_mes the_ average. price paid by 

Gulf Coast· consumers, and the Gulf Coast n~tural gas severance taxes 

do not alter this differential b~cause_these· taxes are imposed upon 

both inter- and intrastate gas, and the Northeast should continue to 

import_ virtually . all of_. its gas from the Gulf" Coast. states. ih the 

· near future •. 

These factor?, along with the ability of the Gulf Coast states, 

as previously described, to export a sign if fcant portion of the 

severance tax,· make·· the severance tax. a desirable source of tax 

reveriue for thes~ stat~s r~lative to other tax mechani~ms, such as 

· the corporate income· tax~ 

An. emergin,9. consensus can be· obtained from the _empirical 

literature supporting the conclusion that the federal corporate 

income tax is likely to be -largely borne by industry. 24 It seems 

economically reasonable that th is : conclusion would be at· least as 

24 · · · ,, · · · · 
Horst Claus Rectenwald, Tax Incidence and Inc6me Redistribution. 
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strong in the case of the state corporate income tax. It is thus · 

likely that the state corporate income· tax, unlike_ the Gulf Coast 

severance taxes,_ affects the differential cost ·of doing business 

between the Gulf Coast and Northeast reg ions, and thereby affects 
' , 

their relative competitiveness in· attracting business .investment to 

the extent that interstate tax differentials affect location deci-

sions. The literature indicates that interstate tax differentials 

are one of many factors which influence industrial locatio_n deci-

sions, although they may not be a major factoro 

The severanc~ tax thus may have provided indirect benefits to 

the Gulf Coast states by contributing. to their ability to reduce 

their reliance on other, less desirabl~, tax mechanisms, such as the 

co~porate income tax, which are more likely to h~ve an adverse 

impact upon their. business . climat~s-. The Northeast, on the other 
. . . 

hand, must rely ori less desirable. tax mechanisms to finance their 

pub1i6 expendittires. 

The average . corpqrate in~ome_, tc3:x rate . with in the Northeastern 

-reg-ion in 1978 was 8%, which generated 12% of total 1978 North-

eastern tax revenues. New Jersey·c~Ilected approximately 12% o'f its 
. ' . . . . 

. 1978. tax reve·nue from the_ corporate income tax based on a: 7. 5% tax 

rate. 
. : . . 

In contr·ast, Texas does not impose . a' corporate income_- tax, 

whil·e the severance{ tax ·generated 17 .8% of its' total 1978 tax 

revenue. The Gulf Coast region as a whole imposed an_- approximate 

average corporate income tax · rate- of 3%. in 1978,. which generated 

3 ~-2% of its total 1978 tax revenue or approximately 9 _ percentage 

points less than the corresponding shar,e in the __ Northeast. The. 
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severance tax generated 19. 2% of the Gulf Coast's total 1978 tax 

revenue. The s~verance tax has probably contributed to these 

regional corporate income tax differentials, although it is probably 

only one of many factors. 

The mineral leasing revenues that the Gulf Coast states derive 

from energy product ion - on state lands may also enhance their com-

petitive advantage with respect _to the Northeast to the extent that 

these reventies enable them to minimize their use of tax mechanisms 

.which have a negative impact upon the business climate, and to fund 

public expenditures which create a favorable business climate. 

Texas bollected approximately $316.1 million in state leasing 

revenues in 1977, which was approximately 1/3 of its 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 Coast states to rely on the severante 

tax as a major source of tax revenue, and thus to further develop a 

favorable btisiness climate relative to the business ·climate of the 

Northeastern states, should be enhanced by the substantial rise in 

tax revenues expected to ensue from federal energy policies. These 

increased revenues are unlikely to be offset, to any significant 

degree, by increased public costs associated with Gulf Coast energy 

production, and should incre~singly :subsidize other areas of public 

expenditure. 

25 1977 State Mineral Profiles, Department of the Interior. 
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2. Rocky Mountain ·Region 

. . 
', ' . 1' • • • • • • 

·The ;increased corporate and r~sidential tax base generated by 

energy production and the $econdary economi9 growth which occurs as 

a result of energy development, combined. with the increases pro-

jected for state and federal mineral leasing revenues, will repre-· 

sent a dramatic increase in state, local and regional revenuesa In 

t~e future, these increased revenues could enabie the Rocky Mountain 

region to develop a more favorable business climate. Revenues 

generated by energy production corild enable the Rocky Mountain 

reg ion to lower their tax ra·te.s, for example, or provide· more 

attractive services and ·facilities to. industries -interested in 

locating there. At the same time, however,. the Rocky Mount:ain 
' states face th~ real problem of front-en4 finahcing for needed 

community services and improvements to existing infra.structure. 

Although pr~sp~ctiv~ revenues (from royalties and severance 

taxes) resulting from increased pr~duction of western coal are 
. . 

probably more than suff-icient to cover that portion of the costs 
. . 

of local government op~ration~ not met ihrough_re~ular tax revenue 

services, and to c~ver. any a~diti6nal debt ;ervice and capital 

repaymen~s for necessary public se~to:r development,. such revenues 

may n: ot be a va i 1 ab 1 e · when needed • 

addresse~ in sever~l ~ays: 

This deficiency has· been 

1 • ) Company Provision of Necessary Facilities. Although 
. . ' 

"company towns" are no longer considered ·political;I.y desirable by 
. ' 

most states or by ihdustry, the tr~ditionai assumption by the 

developing company of the responsibility for facilit1es during the 
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construction phase is still an accep~ed practiceo Particularly with 

regard-to housing facilities, this option has the advantage of 

providing facilities for the peak· construction phase populations 

which exceed production phase pdpulation levels, and therefore will 

not later burden the communiti with excess capacity. 

Additionally, l~cal governments have sometim~s required energy 

industries to build and maintain energy.-related roads, while also 

requiring housing developers td provide streets, water and sewage 

di str ibut ion and ·collection . systems, parks, etc. While these 

mechanisms work to effectively ·eliminate the need for large state 

expenditures. in energy impacted areas, they could have a negative 

effect in attracting energy producers and supporting development. 

2. ) Prepayment of Taxes. This mechanism is attractive 

since it prov ides for front-end f inane ing ( where it is needed), 

assures 'an appropriate part of the public costs of rapid expansion 

are paid by the .. industry generating the growth, and also transfers 

the risks associated with ihese costs to the industry. 

3.) Industry Loan Gtiarantees and Similar Mechanisms. The 

company loan guarantee and similar. m~chanisms represent an attrac-

tive approach to financing both public facilities and housing where 

normal mechanisms are inadequate. Such mechanisms make capital 

available on terms thaf ·are likely to be attractiv~. More import-

antli, such mechanisms transfer'the ultimate risk of default to the 

developing company. Sucb risk distribution may often be desirable 

in itself; it may make the difference· between having credit avail-
. ) 

able and not having it at any cost. Alternative approaches which 

-67-



athieve similar ri~k distributions -- ftir example, company provision 

of ·facilities and prepaymerit of taxes -- may cause tapital budgeting 

or cash flow problems for the developing company;· loan guarantees 

will not have . this effect. This approach should work well in tbe 

. Rocky Moun_tain region where the energy producers are usually large, 

profitable concerns, and the mining resources are generally more 

substantial and· of:longer duration than their eastern counterparts • 

. The mechanisms mentioned above could go~ long way towards 

providing up-front capital financing of neeoed public f ac il i-

ties and· se·rv ices·~ In ·aaaifion, and perhap~ more import~ntly, 

they . would assure that the revenues generafed by Rocky Mountain 

energy production would not result in. a. subsidization of· industry 

within that region~ However, all public costs should not be borne 

by the energy proje~ts which generate new g.rowth. N_ew · secondary 

economic activitie~ should pay their share in accordance with state 
. ' 

and local tak structures~' while new 'residents should be required to 

pay their share · in the t.axes which that structure requires of them. 

In this way, the revenues generated by energy production~- particu-

larly · triose derived from the federal· government --:- wou1d .· not be 

permitted to subsid.ize the tax structures (or industry. itself) 

within the Rocky Mountain region, and thus _place the ~ortheast· ~ta 

competitive· disadvantage · in rel at ion to• the Rocky Mountain states. 

In this respec't, DOI has estimated the net 1985 impact on state 

and local expendittires in the six Rocky Mountain states to be 

between $42 milTion and· $100 million, 26 while it is est±'mated that 

26 Page 5;...97, Draft· Environm.ental :st".ate'ment, • Federal. Coal Management 
Program. 9.s .• p~partment_of the Interior, ·1978. 
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total federal MLA and state · severance tax revenues for those six 

states w i 11 be at 1 east $1 .. 8 bi 11 ion in 19 8 5 • Such a surplus in 

state revenues may enable the Rocky Mountain ·Reg ion to develop a 

future economic e~vironment with which the Northeastern region would 

be unable to compete. 

While programs such as the MLA 
,, 

seem to be the most significant 

source of direct federal subsidies to energy producing states, 

many other existing federal programs have a potential as sources of 

assistance to communities adversely impacted by energy de~elopment. 

Table 12 shows the .specific programs and funding levels recommended 

for FY79 which, while not specifically based on· ·energy production 
.. 

or the associated adverse socio-economic impacts, may be of increas-

ing significance to these areas. 
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TABLE 12 

. Existing ~ederal Programs that.are Potentially 
S1gnif1cant Sources of Impact Funds 

BLM - Payments to States from mineral leasing receipts 

BLM - Mineral impact loan assistance 

EDA program 

Appalachian Regional Commission - Community 
develo~ment and housing grants 

Farmers Home Administration 
Community facilitie·s ,loans 
water and waste disposal system loans 
Water and waste disposal syitem grants 

Environmental Protection Agency - Waste treatment 
works construction grants 

General Revenue Sharing Payments 

Housing and Urban Develop~et - Community 
'development block grants 

Non~metropolitan discretional funds 
Secretary's discretionary fund 
SMSA discretionary balance}_/ 

Department of Tr~nsportation - Fed~ral Aid 
·aighway·prograrn 

Prim~ry program. . 
Small urbari and rµral 
Urban program (potentially available for tra,nsfer) 

Ap-palachian Regional 'commission - Appalachian 
_Development Highway System and.Appalachian 
lbcal access roads · · 

Bureau of Outdoor Recreation - Grants to States 

Soil Conservation Service - Resource conservation ; 
and development program and watershed protection 

.and flood prevention program 
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FY 1979 Budget 
Program Levels 
(Millions of$) 

202 

40 .!/ 
627 

48 

. 250 
800 
265 

5,00011 

6,855 

570 
101 
238 

1,502 1/ 4/ 
779 T/ -
360 1/ 

221 

280 

154 



TABLE 12 - Cont. 

Farmers Horne Administration - Low to modeiate 
income housing loans and rural rental housing 
loans 

Federal Housing Administration - FHA fund mortgage 
insurance written (units) 

Veterans Administration~ Loan guarantee revolving 
fund guaranteed or insured loans, (number) 

Government National Mortgage Association - Guarantees 
of mortgage-backed securities issued 

1/ Proposed legislation. 
""J./ Amount of grants awarded .. 
3/ Limited applicability. 

FY 1979 Budget 
Program Levels 
(Millions of$) 

3,612 

(574,566) 

(375,000) 

15,500 

ii Up to $751 M could be transferred to small urban and rural 
programs. 
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Although these programs vary in their availability and appli-

cability to energy producing areas, the possibility of priority 

funding status for energy impacted communities c~uld put funding for 

similar Northeaste~ri projects ai a competitive disadvant~ge vis-a-

vis projects in the Rocky Mountain region. tt is not posstble to 

project how much. of. the funds enumerated in Chart 11 might . be> spent 

on energy impact ass.istance., or. otherwise go tO the energy-producing 
. . . 

states of the· Rocky Mountain region ·as,. a result of energy produc~ 

tion, but clearly the potential is large. 

A current issue regarding the ~llocation of federal· resources 

aris~s from the ability of ·energy-producing states to export a 
. . 

significant shar~ of their taxes to 'out-of-state consumers. Many 

federal grant formulas include the average personal income of a 

st ate.' s residents as· a f i seal equal 1 zat ion _factor in orae·r to 

compensate· for' var 1 at ions in tax· we·a.1 th :amo.ng the states and local i-

t ies. Resident personal incom.e, as· a proxy for t·ax wealth, however,. 
. . 

tends tb Understate the actual ta~ wealth of t~ose states which are 
. . 

capabli of exporti~g a substan~ial share of their ·taxes to residents 

of at.her. states~ In the case ot energy-rich states, this personal 

income measure tends tb uriderstate their real tax wealth while 

overstating the actual tax ·burden of residents of such states. 

Thus, for those federal aid ~rograms which r~ly upon either resident 

personal income or tax effort as a ba$is for allocating funds - and 

especially for tho.se, such as general revenue sharing,. which use 

both - energy producing s·tates will receive benefits which exceed 

actual need. At the same time, energy""".consuining states wil1 receive 

disproportionately less fedeial aid. 
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According to a 1975 Advisory Commi•ssion on Intergovernmental 
27 Rel at ions Study, 25 federal programs incorporated resident 

'I1hese personal income as a method of equalizing fiscal capacity. 

programs included such major federal . grants programs as General 

Revenue Sharing, aid to families-•with dependent children, and 

medicaid. In a separate study, 0MB listed 36 formula grants which 

employed the resident personal income factor. 'I'hese 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 Bi~s Study, ACIR,_Washington, D.C. 
28 Page · 217, Categorical Grants: 

Washington, D.C., A-52 (1978). 
Their Roles and Design, ·ACIR, 
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V. CONCLUSION 

. . 

The objectives of.· current federal energy policies designed to·. 
·. ·, . ·.. . . ·. 1.. .. , '.... _r .·, .• 

decrease u.s. ·dep~hdence o~ foreign ofl -supplies. th-rough increased 
- :(. ' ' . . .,, 

cons~rvatio~ of :eicj, 9 t:in:g··e·,nefgy._s~pplies and ·a ·more intensive 

development of conve.nt ional . and al ternat'.i. ;e . energy ,, r~soqrces are 

clearly in the llatiOna.1 int.k!t:"esit. llowe~er; the preceding ~na.lysi s 
.··•·· .. ·. ' ··:,_j. 

of th~ regional i~pacts bf ~ational energi ~6lici~s indic~i~~ that 

a9d1tional · steps 'sho.t1ld be .ta~e:r;i to·· increase the eff icieJiCy ·of 

fe 1deral '·:energy pol1cies ih 'meeting; the above obj~ct ives~ 

The energy .... related drainage of. capital from energy.;...consuming 

regions which. w{lL result from risi•ng energy prices may hamper 
. . . 

their ability 'to undertake the energy .... re1ated and general ~apital. 
' . 

. . . . , . 

investment necess,ary to me·et domestic energy product ion and . conser- I 

,·. ' ' . ·. ..,· . . . ,. 

vation goals. Severanc.e ' taxes' . contribute to this energy-related 
·_ ·1 .· . ':. , _-_ ·' . . . . __ : .. ,•. . .· ·.. -.. . . _. . . . ·. ·. 

drainage of capital from energy-consuming regions, and, at least in 

the Gulf Coast:. re'gion, are unlikely to generate 'addition al energy 
' ·-·· .. " . . 

development, wnich · -would not .have . otherw~se been undertaken. The 
' ' 

energy:related drainage of capit_al m~y · be most significant in the-

No:rtheast, where the- ne.ed t0 reduce OPEC o i_l .. imports throu'gh · 

increased co_hservat ion, and .produ:c_t ion. 9f r~gionally indigenous 

energy iout~~s :is the,gr~ates~~ 

A. ENERGY CONSERVATION: 

Federal en~rgy polieie~ must e~phasize greater ,energy conserva-

tion in order to significantly reduqe U.S. dependence on foreign 

energy· supplies. in· the short term beca~use: 
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a) although the current rate of decline may be reduced by the 

increased production incentives resulting from decontrol, 

oil and gas supplies will probably continue to dwindle, 

and 

b) the ability to exploit our vast coal resources remains con-

strained by environmental and economic factorso 

However, current federal energy policies do not adequ_ately 

~xploit the potential of energy conservation as a means of reducing 

the U.S. balance of payments deficit, but rather militate against 

the realization of th is· potential. In order to correct this def i-

c i ency, and to assure the efficient implementation of· national 

energy strategies, a new emphasis should be pl aced on energy con-

servation. 

The emphasis ~pon development of coal resources within the 

rural Rocky Mountain region will increase domestic energy produc-

tion, but, at the same time, will promote the energy inefficiency 

associated with ~ural growth and development. In addition, although 

the rising energy prices which will result from federal decontrol of 

oil and natural gas prices will, 

economic incentive for residential 

to some extent, increase the 

and commercial. growth within 

urban areas, there -will be an opposing drainage of capital from the 

urban energy-consuming regiqns through the direct and indirect 

repercussions of energy import-related monetary outflows (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 the·full potential of energy conservation as a means 

of promoting both energy self-sufficiency and ,greater economic 
. . \ , . 

stab i 1 it y with in the u . S • 

intended to achieve t.his goal: 

The fol1o,wing . recommend at ions are· 

(1) Increased funding should be provided for mass transporta-

tion . systems, which have the potential to generate sig·-

nif icant energy savings. Mass trarisit aid, p~rticularly 

in· these times .of fiscal. au st.er i ty, should be al·located · in 

such a way as' to derive. the' gre:atest benefit from. limifed 
. .. ·, . 

budgetary resources.. .This can be accomplished 9y: 

(a} · Promoting rail development in densely populated; 

uibanized sections of the country Which have the 
' . . 

greatest' independent capacity to support' this form of . 

mass .transit.· One S\,lch c.lrea is the Northeast corri~ 

dor :,:eg ioh, where the· deter i.orat: ion of the mass 

t,ransit . syste1n . has contributed 
' . . . ' . . ' ' to a pat;t~rn of 

residentiaL and commerc,ial dispe:,:-sal whic:h not. only 

exacerbates the . decline of these . pystems, but, also 

the urban centers which they_ serve. .· _Thus, increased 

funding is recommended in order to r~ap the substan-

. ti~l energy .efficiency benefits which would· be 

asso~iated with· the redevelopment of _this system and 

the con,s.e.quent reyital i 2:at1on · of the .. surrounding 

urba·n centers. 



29 

The Port ·Authority-of New York and New Jersey has 

estimated that an additional $15 billion in capital 

inv~st~ent ~ill be need~d over the next 10-15 ·years 

to rebuild and ~aintain· th~ New Yo~k - New Jersey 

•. 1 · .. ·. 1·· • 1 • · 29 reg Lon_ s mas s_ t rans 1 t : a c.1 1 t 1 es " . rrhe improvement 

of the ~ass transit .~ystem will.directly contribute 

to energy conservation, as well as contributing to 

th~ revitalization of the energy-ef~icient urban 

areas which. are served by these facilities.. In 

addition, at least $25 billion in additional capital 

investment is needed to rebuild and maintain other 

parts ·of the region's publ_ic infrastructure system, 

such as roads, sewers, and water systems. 30 This 

will pro~ote economic development in this highly 

urbanized area, and will thus generate increased 

epergy efficiency. 

( b) Presently· the allocation of federal mass. transport a-

t ion funding i~ based on populationj not directly on 

need. For ~xample, while the Northeastern region 

accounts for 40%-of all mass ~ransit passenger miles 

traveled in the nation, less than 18% of the federal 

government's mass transportation operating subsidies 

are ptesently being allocated to thi&· region. As a 

Regional·Recovery: The Business of the Eighties, Port Authority 
of New York and New Jersey, June 1979, Pages 18-19. 

)O Ibid. 
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result, a state such ~s N~w Jersey with high rider-
. . . . . 

ship_ w~ll · receive only about 28¢ _ per rider in FY79 

-~hile a "Sunbelt" city ~uch as Monterey, California, 
• ' • • • • i 

with lower ridership will receive 52¢ per rider~-
' ' ' 

It is ther-efore .recommended that federal mass trah.sit 

resources be allocated on.the· basis of ridership or 

need, not population. 

(c) Other forms · of mass transit should be promoted in 

more densely populated areas in addition to the 

upgr~dirii :and eitehsion ~£ existing rail ·systems·. 
:) 

These 'in'clude bus systems, park-and-r iae' facilities 

and Carpooling ·programs. _In less densely populated 
I 

areas, however, ofher forms of mass trarisit should be 
. ' 

pro~oted ~o fhe exclus~on ~f new raii'system~ which 

are unlikely ·to be either economically feasible or 

ener'gy efficient. 

( 2) Increased - funding -should be. provided. for urban aid pro-
' ' . 

grams since - the revitalization· of urban areas repre·sent·s 

one of -- th~ most sound ·en_er·gy co~servat ion · strateg:i_es 

availa:bie to . federal. policy' makers. It is therefore 

recomrtlerided that the. goals . Of the national urban pol icy 

be more fully integrated intb federal ener19y policies, and' 

that an· e~plicit. recognition· of the greater .energy effi-

ciencies which can be.achieved· through proIJ1oting more 

intensiv~ urban r~d~v~iopment become the basis for increas-
-

ing federal urban aiq 'expenditures • 
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(3) The investment of public resource~ in urban red~velopment 

programs is more consistent ~ith national energy conserva-

tion goals than is, for example, the investment of public 

resources in promoting the ·a~veloprnent of presently unde-

veloped energy-rich reg ions a 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 subsidization of state and 

local government expenditures necessary to accommodate new 

commercial and residential growth. The assistance will be 

in the form of outright grants and federally guaranteed· 

loans. This legislation fails, however, to account for 

energy impacts experienced by energy-consuming reg ions. 

Such impacts include ·the energy import-related drainage of 

capital from these regions, 

· ated with past and future 

and the public costs associ-

energy-related development 

(i.e.,. refineries,. J?ipelines) in these regions. It is 

therefore recommended that this legislation be expanded to 

account for energy . impacts which wi],l · be experienced by 

the urbanized energy-consuming regions, whose maintenance 

is essential to promoti!"}g the kind of energy efficient 

growth which is not likely to take place in the rural 

Rocky Mountain region. 

Further, current energy impact 

the mitigation of impacts resulting 

assistance policies emphasize 

from increased inland energy 

resource production. Under existing federal impact assistance 

programs, coastal states are receiving considerably less assistan~e 
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than inland energy-producing. states.' While' it is true that ocs 

· resources· are not considered to· · be situated on state lands, and 
. . 

while. it cannot. be claimed that their. acquisition has resulted in 

the states I loss of potential. tax revenues, . strictly speaking, the 

same argument ·applies. to.· federally administered mineral leasing 

iands within state boundal."ies; t;,oth OCS and inland mineral resou:t:'ces 

found on federal lands· are held in trust by the federal government 

for all Americans. In thi~ respect, there seems to be no justifica~ 

tion · as to why inland s·tates should receive substantially greater 

benefits from m~neral product ion than do ocs: affected states. 

' ' 
' . . 

It is therefore recommended that re;lsions to ex"isting 1 federal 

subsidy programs ·based · on ocs energ.y production be initiated in 

order to prov.ide for comparable ·assistance t6 bes . affec.ted state·s. 

First,· the. 8% i~t~rest rate ,under the CEIP loan program has. proved 
. . ' 

too high for most eligible'st~~es~ This rate should· be lowered to 

reflect the minimum.rate paid ~Ya 3t~te, or an agency 6f the state, 

on a $1 million bond issue (exempt from federal taxes) during· the 

precedirig ye~r. This is the rate assessed on. the BLM 317 16ans, and 

would thus place federal loan assistance to OCS energy impacted . 

areas on . a . par with tl:lat of f~r~d to· in+,and ener<:;1Y impacted areas. 

Secon_dly, it is recommended ·th_at_ a revenue-shar;i.ng program, similar 

to t_hat which has be~.n estab1ished· _;for inland energy-producing 

st ates under the. Mineral Leasing Act, be · established for OCS 

affected states. 



• 

• 

B. ENERGY PRODUCTION 

Failure to make a substantial national commitment to reducing 

the en~rgy impoit-related monetary outflows from th~ Northeast 

through greater development of energy resources indigenous to the 

Northeast (which can be economically competitive with foreign oil) 

will significantly reduce the U.S. 's ability to attain its energy 

policy-related objectives . 

The 1978 National Energy Plan placed an emphaiis on the conver-

sion of oil and gas-fired utilities and industry boilers to a coal 

base as a means . of reducing the U .s. dependence upon foreign oil 

(tbe timing_ may be somewhat altered by the short-term substitution 

of natural gas for 011). 

The increased coal production in the Rocky Mountain region 

which· is likely to result from c~irent federal energy strategies is 

unlikely to aid the Northeast because of: 

(a) prohibitive transportation cost and logistic (lack of ade-

quate transportation facilities) barriers to the importa-

• tion of Western coal, and 

(b) ·. the increased ~ost 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. 
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· In addition, current federal energy policies are unlikely to 

alter the economic/environmental factors constraining the increased 

utilization in the >_Northeast o:fi -Eastern. · coal·. .Greater use of the _ 

high-sulfur bituminous coal reserves. of the Northeast is hampered by 

the s·ubstantial environmental/economic. costs associated with the 
. . . . . 

production and ·use of this coal. The· mining of the low-sulfur 

.anthracite.reserves of the Northeast is constrained by: 

(a) high production costs which,. becuase of the need to employ 

exp~nsive op~n ~it ~ining t~chnigues, exceed the produc-

-tion costs-_ associated ~ith' the de~p mining of bituminous 

coal, 
' ' ·-

( b) high construction or ret~ofittirtg costs since an anthracite 
,. . . . . . ' 

boiler is about thre~ times a~ large a~ an equiv~lefit 

capacity oil-fired boiler, 
' .· ' 

- (c) high burning .costs because of the need for scrubbers which 

was established bi'recent EPA tegulatfons, and· 

(d) .the lack of adequate traneportation faciliti~s -(this 

applies to all coal resourcee). 

-- ' 

Financial_ support is thus n·eeded to induce the ·successful 

development of Eastern bituminous and anthracite coal which, con-

trary fo the develbpmerit of Rodky' -Mountain .coal, would stimulate 

both a s igrti f icant -reduct ion :in - foreign oil consumption and -- an 

increase i~~nergt 66nservati6n~ 
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It is therefore recommended that the federal government approve 

funding for an. Ene-rgy Corporation of the Northeast (ENCONO) which 
. ,- : ' 

would cater to the energy.needs of this region, in much the same way 

· t h at t he TV A promo t e s t h e d e v e 1 op me n t o f i ·n t e r n a 11 y - g en e r at e d 
.; . '': ', ·, ' 

low-cost power in the Tennessee Valley. "ENCONO, in contrast td the 

TVA, is intended to make-. privately-controlled energy development 

possible through such mechanisms as low-cost loans and loan guaran-

tees, rather than serving to substitute public for private control. 

This energy corporation would serve to ~ubsidize highly costly, but 

necessary~ energy-related development projects such as the .following: 

(a) the development of coal pioduction-related facilities, par-

ticularly· those associated with the open pit mining of 

anthracite coal, 

(b) the conveision of existing oil- and gas-fired industry and 

utility boilers to a coal base along with the construction 

and operation of new coal-fired facilities, 

(c) the installation and operation of scrubbers which would, 

. under the new EPA r u 1 e , be required . for both anthracite 

and bituminous coal, an~ 

(d) the upgrading and extension of the coal transportation net-

work. 

In addition, the resources of. ENCONO would be used to promote 

investment in alternative indigenous energy sources and in energy 

conservation-related technologies, which would otherwise be uneco-

nornic. 
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One such project. would be·· the subsidization of the development 
. ' . . . . ' ' . ' .. 

of solid waste ·resource recovery sy.sterns in Norfheastern urban areas· 
. . . : . _· .··:' ' . . . :_ . . 

which have the gre·atest capacity to support' these systems. This 
. . 

would reduce the consumption of foreign :oil in the Northeast,· and 

thus the U.S. balance of Payments d·eficit_by:·· 

(a) reducing the amount of . ·energy needed to tra_nsport sc>l id 

( b) 

.waste to disposal ~ites qut~ide of urban ateas, 

deriving energy from an alternative energy source indi-

genous to the Northeasti and 
. . . . 

(c) promoting deVeloprnent in· eh~:r·gy-efficient urban·• areas. 

Another project: woulcl be -the sl!bsidization of investment' in 

new,· more eificien:t, residential heating oil systems .ir:i the North-

east, which would also serve. to further fed~ral energy· conservatipn 

and effici~ncy goals., 

Additional legal or policy_ init_iatives wh,ich. should be taken to 

deal with the . issues raised in this. report in.clude _the. following: 

1) :The Departments of_Jusiice. and Energy should conduct 
. . . ' 

studies to . determine the extent .. to which . severance taxes_ imposed by 
. . 

energy-producing . states ~ay violate the provisions of the Com.rnerce 

Clause . by _ irnpos i11g an unconst it tit i9nal burden upon inter~tat;e 

corn.me rce. 
. .· .... ·· 31 

According to a· 1978. National Tax Journal . a-rt:_1cle, 

31 Walter Hellerstein, "Constituti6nal Constraints on State and Lo~al 
Taxation . o·f Energy _Resources",. Nationa1:·Tax Journal, Septernbe.r 
1978, page 249. 

-84-



"one may fairly contend that the·state's effective selec-

t ion of a class · of out-of-state· taxpayers to shoulder a 

tax burden grossly in excess of,any costs .imposed directly 

or indirectly by . such t.a·xpaye rs i on. :the state pl aces .· an 

unconstitutional burden upon interstate commercea" 

This study indicates that a large pdrtion of Gulf Coast sever-

ance taxes, and particularly Texas and Louisiana natural gas sever-

ance taxes, is likely to be exported to out~of-state consumers and 

that a significant portion of these payments will be made by North-

· eastern consumers. Also, additional severance tax revenues which 

wi.11 accrue to Gulf Coast states under current federal energy 

policies are likely to exceed any additional energy-rel~ted public 

expenditures by these s't:.ates because the .major impact of energy 

development is likely to have already .been experienced in this 

reg ion.. The possibility that Western severance taxes constitute an 

export 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 been explained 

as a means of providing payments in lieu of taxes to Western states 

where it is claimed that federal land ownership has significantly 

reduced the. potential tax base. The MLA program, however, or i-

ginally designed to use federal resources as a means of encouraging 

Western economic development, is more nearly comparable to general 

revenue sharing. In fact, a formal payments in lieu of taxes 

program already. provides payments to municipal governments based 
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upon federally owried lands within their boundaries. ·This includes 

payments in lieu of taxes based upon federal mine~al producing lands 

for which-the state~ already rece.ive minerai._leasing revenues. 
. . . . ··,, .· 

A1SO; .. the rol~ of the Dep~rtmen,t of. the<Interior in allocating MLA 

receipts·;... essentially that of bookkeeping and pa~sthrough- - as well 

as thE! substanha1 in:creases in MLA revellues expected to accrue to 

the Western· energy-producing . states over the· next several years 

suggest that these re~enues can rio longer be explained as payments 

in· lieu of taxes, and now bear more of a resemblance to a general 

revenue-sharing. prograin .-which applies only· to energy-producing 

states. 

3) .The· State should press for reform of existing fed·eral 

funding formula-s which increase state alloc.ations based upon 

a misleading. evciluation of - state. tax . effort, or by employing per-

sonal income as 'a proxy·. :for fiscal capacity~ . Energy-producing 
' . . . 

states which are ~ble to e~port a substantial portion of their taxes 

to oub-o:r-state · consumers are. now receiving inequitable . shares of 

federal . funds, and. the inequities are expected to become even more 
. . 

pronounced · as the taxes paid by out-of-state consumers ·to energy-

rich states rise substantially over the next several years. 
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