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Revenue sharing has been a popular topic in Congress for years, and especially this summer, as a
number of proposals have emerged detailing new methods and programs for disbursing revenue
from energy projects located on federal lands and on the Outer Continental Shelf.

Following a U.S. Senate Committee on Energy and Natural Resources hearing last month to
consider one such proposal, we, at the BPC Energy Project, discussed the various current sources
of federal and state revenues from natural resources, and how those revenues are disbursed. In
this post, we 1) take a closer look at how revenues are both generated and allocated under
existing law and 2) examine two select, recent legislative proposals that would change the
allocation framework.

Revenue Allocation for Onshore Federal Lands
Oil and Natural Gas

Federal lands are leased to project developers through competitive auctions. If a particular
auction draws no bids, or if all bids are below $2 per acre, then the lands in question are offered
for noncompetitive leasing on a first-come, first-served basis.*

Beyond the price determined at auction (referred to as the “bonus bid”), project developers pay
the federal government both royalties and annual rental fees. The royalty payment is 12.5 percent
of the value of the oil and/or natural gas produced on the land. The rental fee is $1.50 per acre
for the first five years of the lease and $2 per acre thereafter.?

Broadly speaking, revenues from oil and natural gas leases are distributed three ways: 50 percent
to the states in which the projects are located,? 40 percent to the U.S. Treasury’s Reclamation
Fund, and the remainder to the Treasury’s General Fund.*®

Coal

In general, coal leasing follows a competitive bidding process similar to that for oil and natural
gas. The Bureau of Land Management (BLM) solicits bids on eligible tracts of land and announces
the winning bid contingent on the satisfaction of other lessee requirements.® The winning bid must
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also exceed the fair market value of the tract(s), which BLM determines prior to the lease sale and
keeps confidential.”

As with oil and gas leases, royalty and rental payments must also be made in addition to the
bonus bid determined at auction. The royalty rate is 12.5 percent of the value of surface-mined
coal and 8 percent of the value of coal mined by underground methods. The rental fee is $3 per
acre.®

Disbursement of coal revenues follows the same structure specified by the MLA for oil and gas: 50
percent to the states in which the projects are located, 40 percent to the U.S. Treasury’s
Reclamation Fund, and the remainder to the Treasury’s General Fund.®

Geothermal

Permitting for geothermal projects is also similar to that for oil and gas, employing both
competitive and non-competitive leasing processes (where the non-competitive process comes
into effect when lands are not successfully leased in a competitive manner).° Lessees are also
required to make rental and royalty payments. For competitive leases, the rental fee is $2 per
acre for the first year and then $3 per acre for the next nine years, while for non-competitive
leases, the rate is $1 per acre for the first ten years. In both cases, the rental rate increases to $5
per acre after the tenth year. When geothermal steam is used to produce electricity, royalty rates
are about 1.75 percent of gross sales for the first 10 years and then approximately 3.5 percent
after that.™

Pursuant to the Energy Policy Act of 2005, geothermal revenues are shared between states (50
percent), counties (25 percent), and the federal government (25 percent).'?

Wind and Solar

Under the Federal Land Policy and Management Act of 1976, project developers looking to site
wind and solar projects on federal lands must seek a right-of-way from one of two managing
agencies—either BLM or the U.S. Forest Service, depending on the location of the proposed
project. Right-of-way applications are processed on a first-come, first-served basis and not
through a competitive leasing process, like those described above.!* The right-of-way holder is
also generally required to pay fair market value for use of the land, and under current law 100
percent of the revenues are retained by the federal government. The Forest Service's
corresponding process—resulting in the issuance of “special use” permitsi* —has its own unique
features, although many of its elements are similar to BLM’s.**

Revenue Allocation on the Outer Continental Shelf

The Submerged Lands Act of 1953 provides states with the rights to the natural resources (and
associated revenues) of submerged lands within 3 nautical miles of their coasts. For Texas and
the western coast of Florida, this jurisdiction extends 9 miles.!® Beyond states’ jurisdiction,
submerged lands are administered by the federal government for 200 nautical miles (and
sometimes more), in accordance with accepted international law.” These lands are commonly
referred to as the Outer Continental Shelf (OCS). On behalf of the federal government, the Bureau
of Ocean Energy Management (BOEM) is responsible for oil, gas, and other mineral leasing within
this territory.®



Oil and Natural Gas

Oil and gas revenue sharing with states is dictated primarily by two laws: the Outer Continental
Shelf Lands Act (OCSLA) and the Gulf of Mexico Energy Security Act (GOMESA) of 2006. OCLSA is
concerned with leases located just past states’ coastal boundaries within the first 3 nautical miles
of federal jurisdiction—also known as the “8(g) zone.”* The 1986 OCS Lands Act Amendments
require that 27 percent of revenues from federal leases in the 8(g) zone be shared with the
affected states. For certain other OCS leases, GOMESA stipulates that 37.5 percent of all revenues
be shared with the four Gulf States—Alabama, Louisiana, Mississippi, and Texas—and their coastal
political subdivisions (CPS’s). GOMESA also requires that 12.5 percent of such revenues be
allocated to the Land and Water Conservation Fund (LWCF), which helps states and local
governments with recreation and conservation goals. A second phase of revenue sharing is
initiated under GOMESA beginning in Fiscal Year 2017. For Fiscal Years 2016 through 2055, a
$500 million per-year cap is placed on the revenue allocated to states, their CPS’s, and the LWCF,
though the cap does not apply to areas associated with GOMESA's first phase. 202!

Wind

EPACTO05 amended OCSLA to address offshore wind development on federal lands. Although final
authority over development rests with the Secretary of the Interior, BOEM is responsible for
evaluating wind energy projects on the OCS.

EPACTO5 also directs BOEM to share 27 percent of offshore wind revenues with affected states. A
final rulemaking issued by the Department of the Interior in 2009 provides specifics on the
method of allocation, based on the projects’ locations, states’ coastlines, and states’ coastal
boundaries. Under this framework, it is possible that multiple states may share the revenues from
a single project.??

Recent Select Revenue Sharing Legislation

In February 2013, Senator Jon Tester (D-MT) reintroduced The Public Land Renewable Energy
Development Act of 2013 (S. 279), which proposes to make the process for onshore federal solar
and wind permitting more like that for oil, natural gas, and geothermal. The bill received
bipartisan support from 7 cosponsors,?* and would establish a competitive process (first through a
pilot program) to lease eligible wind and solar sites to qualified bidders. It would also create a
“Renewable Energy Resource Conservation Fund”?* within the Treasury to offset the impacts of
renewable energy development on communities.

Under the proposed bill, 35 percent of solar and wind revenues would be deposited into the
conservation fund, 15 percent would be used to aid BLM in renewable permit processing, and the
remainder would be shared among the states and counties within which the projects are located
(25 percent each).

In July 2013, Senator Lisa Murkowski (R-AK) introduced the Fixing America’s Inequities with
Revenues Act of 2013 (the FAIR Act of 2013) with 3 Democratic cosponsors.2® The bill includes
provisions that apply to both onshore and offshore energy production on federal lands. For
onshore lands, half of the revenues from renewable energy production would be shared with
states, as is currently done for oil, gas, coal, and geothermal. For offshore lands, 37.5 percent of
revenues from all sources - both fossil and renewable - would be shared with states. The FAIR
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Act would also gradually lift GOMESA’s $500 million per-year cap on revenue sharing and
accelerate the commencement of its second phase from 2017 to 2013.2%°

For renewable energy projects, the FAIR Act is similar to S. 279 in that it increases the proportion
of revenues from onshore renewable energy development that would be shared with states.
However, the FAIR Act is broader in scope - addressing multiple energy sources as well as
offshore production - while S. 279 includes provisions to more specifically direct the federal
government’s share of funds.

How Revenues from Energy Production on Federal Lands Are Allocated

Share of Revenue

County
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Onshore
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Onshore
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