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Introduction
Oil and gas production in the United States has increased dramatically over roughly the past decade, leading 
to a range of consequences—both positive and negative—at local, regional, national, and international scales 
(Raimi 2017). At the state and local levels, production growth has boosted public revenues but it has also 
increased volatility, creating new opportunities and challenges for state and local governments. 

As the shale revolution enters its second decade, policymakers will continue to face choices in how to 
manage these revenue streams as they seek to promote investment while providing quality public services 
such as education, transportation, public safety, and more. At the same time, officials will need to consider 
how to balance the public service demands of the moment with the option to save natural resource 
revenues for future generations. 

This brief describes how oil and gas production contributes to state and local government revenues in five 
major producing states: Colorado, North Dakota, Pennsylvania, Texas, and Wyoming. These states offer a 
range of approaches to raising and allocating revenue from oil and gas production and deploy these policies 
across a range of geographic, economic, and political contexts.

Principles of Revenue Collection and Allocation
State and federal governments receive revenue directly and indirectly from oil and gas development. This 
brief focuses only on direct revenue; that is, revenue generated directly by the production of oil and natural 
gas. Indirect revenue sources, which include sales taxes, income taxes, and property taxes on non-oil and 
-gas property, can be significant but are more difficult to quantify precisely. For a review of the broader 
economic impacts of oil and gas development in the shale era, see Krupnick and Echarte (2017).

Direct sources of oil and gas revenue include (1) leases on federal land or waters generating royalties, 
bonuses, and rents; (2) leases on state land or waters generating royalties, bonuses, and rents; (3) taxes and 
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fees levied by state governments on the production of oil and natural gas or, in the case of Pennsylvania, 
on each shale well drilled; and (4) ad valorem property taxes on oil and gas property collected by local 
governments (e.g., counties, cities, townships), school districts, and other local jurisdictions. 

The allocation of these revenues varies by source and across states. For federal lease revenues, the federal 
government collects and retains a portion of revenues (typically 51 percent for onshore leases) and 
allocates the remainder to state governments (revenue sharing for tribal nations is not examined here). 
Income collected by states from leases, taxes, or fees is allocated according to state-specific policies which 
distribute revenue to state general funds, long-term savings funds, local governments, schools, and other 
purposes (Newell and Raimi 2018a). Local property taxes are collected and retained by local governments. 
Figure 1 illustrates the general process. 

Figure 1: Oil and gas revenue collection and allocation process

Revenue Collection
Revenue collection from federal and state leases are fairly straightforward: the government collects (1) 
bonuses paid by companies for the right to explore a lease for a specified period of time, (2) royalties based 
on a percentage of the value of the produced oil and gas, and (3) rental fees paid to keep equipment on 
site. Typically, royalties constitute the largest income stream, though bonuses can also be substantial. The 
federal government collects a royalty of 12.5 percent, while states collect up to 25 percent in some cases. 

For state production taxes and other fees, policies vary widely. Most states levy a production or “severance” 
tax based on the value or volume of oil and natural gas produced (Pennsylvania is an exception, and 
instead levies an “impact fee” paid annually by operators of shale wells). However, production tax rates 
vary across states and are subject to a variety of deductions, exemptions, and incentives. These may include 
deductions based on the costs of installing gathering systems or incentives for drilling “unconventional” or 
“high-cost” wells. As a result, the nominal production tax rate in a given state does not necessarily match 
actual collections. 

Notably, research on the effects of such state-level incentives suggest that they have limited effect, as 
companies’ decisions on where and when to drill are more heavily influenced by resource characteristics, 
commodity prices, access to market, and other factors (Agalliu 2011; Chakravorty, Gerking, and Leach 
2011; Gülen et al. 2013). 

For local property taxes, state policies and local rates also differ. In most states, local property tax rates 
are applied to the value of oil and gas produced along with equipment such as rigs, wellheads, and other 
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production-related equipment. In some states, such as Texas, property tax rates are applied to the value of 
reserves (oil and gas that is economical to produce using current technology) estimated using a discounted 
cash flow model. In several states, including North Dakota and Pennsylvania, state governments do not 
allow localities to apply their mill levies to oil and gas property. In these cases, state governments typically 
allocate a substantial portion of state-collected revenues back to the local level. 

Coupled with different levels of leasing activity on state and federal lands, these variations in policy 
result in substantial differences in revenue collection across states. Figure 2 shows the share of oil and 
gas production value flowing to state and local governments in FY 2016. For example, if $100 worth of 
oil and gas were produced in Colorado in FY 2016, state and local governments received $0.91 from state 
production taxes, $4.28 from local property taxes, $1.00 from state leases, and $0.84 from federal leases. 
In total, state and local governments collected 7 percent of oil and gas value in Colorado, 10.3 percent 
in North Dakota, 4.4 percent in Pennsylvania, 6.2 percent in Texas, and 18.3 percent in Wyoming (for 
estimation methodology, see Newell and Raimi (2018a)).

Figure 2: 2016 State and local revenues as a share of oil and gas production value

Sources: See appendix.

Revenue Allocation 
Estimating oil and gas revenue flows to specific state and local government entities is challenging. As 
noted above, each state follows its own procedures when distributing funds to state agencies, savings 
funds, local governments, school districts, and other purposes. While allocation formulas are typically laid 
out in statute, state budget pressures and other factors sometimes push revenues to other destinations. In 
addition, a substantial portion of revenue in some states (e.g., Texas) flows into a general fund and is then 
allocated based on a budget process. Table 1 describes the major destinations of these revenues.
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Table 1: State and local oil and gas revenue destinations

Destination Description
State current 
expenditures

Funds which flow directly to state agencies or into a state budget process for near-
term spending

State trust funds
Funds which flow into savings funds designed to support future state government 
operations

Education current 
expenditures

Funds which flow directly or are allocated to educational purposes, including 
primary and secondary education

Education trust funds
Funds which flow into savings funds designed to support future education at the 
primary and/or secondary level

Local governments
Funds which flow directly or are allocated to local governments including counties, 
special districts, cities, and other municipalities. 

Figure 3 shows how the oil and gas revenues collected in FY 2013 (the most recent year for which detailed 
analysis has been carried out) were allocated to different levels of government. The figure shows wide 
variation across states. For example, Colorado allocates 7 percent of oil and gas revenues to state current 
expenditures, while Pennsylvania and Texas respectively allocate 58 percent and 41 percent. North Dakota 
and Wyoming both allocate relatively large shares of revenue to state trust funds, while all states other than 
Pennsylvania allocate at least some revenue to education trust funds. Local governments receive the largest 
shares of revenue in Pennsylvania (42 percent), Colorado (38 percent), and North Dakota (27 percent).

In some states, challenges associated with managing local infrastructure and other services have led to 
changes in revenue allocation policies. In North Dakota, following several years of major challenges for local 
governments in the Bakken region, state lawmakers passed a one-time “surge” funding bill and adjusted the 
distribution formula for its state production tax, sending more revenue to cities and counties in the region. 
In Texas, the state legislature allocated more than $200 million in matching grants for localities struggling to 
manage road impacts from heavy industry traffic, primarily in the Eagle Ford and Permian basin regions. 

Figure 3: FY 2013 Oil and gas revenue allocation shares

Note: Figure shows the shares of total oil and gas revenue collected by state and local governments. In FY 2013, total revenues from relevant 
sources were $705M (CO), $369M (PA), $2,845M (ND), $8,216M (TX), and $1,849M (WY). Allocation formulas based on policies as of 2017. Data are 
from Newell and Raimi (2018a). For sources, see appendix. 
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The one comprehensive study on this topic indicates that for most local governments increased revenues 
have outweighed greater demand for public services, even after the downturn in oil prices (Newell and 
Raimi 2018b). However, recent news reports have indicated that with the upsurge of oil prices in 2018, 
infrastructure and education systems in some regions, particularly the Permian basin, face substantial 
strains. In addition, a substantial number of local governments in some regions have borrowed heavily to 
finance infrastructure upgrades, and these debt loads could create major fiscal challenges if a prolonged 
downturn in energy production and/or prices occurs.  

Volatility
State and local governments that are heavily reliant on revenues from oil and gas activity have faced large-
scale volatility in recent years. Because these revenues are typically tied directly to volatile commodity 
prices, collections can swing dramatically from one year to the next. 

Since 2010, revenues for most states have followed the trajectory of oil prices and production, rising 
through 2014 then declining the following two years. However, variation in the level of volatility across 
states offers insights. 

North Dakota has experienced the most volatility because its oil production has increased more than any 
other state in percentage terms. In Colorado and Texas, revenues also grew rapidly during the early 2010s 
then sharply declined with oil prices after 2014. Pennsylvania has experienced little volatility as the state 
impact fee, which became effective in 2011, is collected based on the number of operating wells, which has 
varied less from year to year than the price of natural gas.

Figure 4: Change in state and local government oil and gas revenue, 2010=0

Notes: Includes federal and state leases, state production taxes/fees, and local property taxes. 2010 data from Pennsylvania not included 
because the state Impact Fee became effective in 2011. For sources, see appendix.

Wyoming is the only state where 2016 revenues were well below 2010 levels, primarily reflecting a 
substantial decline in natural gas prices. Figure 4 documents the revenue volatility for state and local 
governments from the four major sources examined in this brief, while Table 2 highlights the differences 
in 2016 relative to 2010.
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Table 2: State and local government oil and gas revenues in 2016 relative to 2010

Colorado North Dakota Pennsylvania* Texas Wyoming
Oil price 

(WTI spot)
Gas price  

(Henry Hub spot)
+22% +69% -10% +2% -44% -46% -42%

Sources: see appendix. 

Conclusion and Policy Considerations
Oil and gas production can raise large amounts of revenue for state and local governments. However, 
revenue volatility driven by unpredictable commodity price cycles has created planning challenges for state 
and local leaders. 

Managing volatility will continue to be a concern in regions heavily dependent on oil and gas revenues, 
but there are tools available to policymakers to limit the challenges. Policies in some states, such as 
Pennsylvania, have succeeded in limiting volatility by tying revenue to the number of operating wells 
rather than the value of production. On the downside, this policy limits the government’s ability to reap 
the fiscal benefits when commodity prices or production spike. 

In other states, such as North Dakota and Wyoming, a large proportion of funds are invested in long-term 
savings funds, the interest from which will support public services for decades to come. Such policies can 
be an effective tool to benefit future generations but may limit the resources available to manage near-
term government needs. As an extreme example, the state of Alaska manages a savings fund derived from 
oil revenues which distributes a substantial (>$1,000) check each year to every Alaskan. At the same time, 
the state has faced large budget shortfalls in recent years as oil production and prices ebbed. 

In short, policymakers must balance multiple considerations in collecting and allocating revenues from 
oil and gas development. An ideal policy mix would seek to limit revenue volatility for state and local 
governments, and at the same time strike a balance between spending for the needs of today while 
simultaneously saving for the needs of tomorrow.
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Appendix

Figure 2 Sources 
1. Federal lands data from US Dept. of Interior Office of Natural Resource Revenue  

https://revenuedata.doi.gov/explore/, 2006-2017, Accessed August 2018. 

2. Colorado
 ▪ State lands data from Colorado State Land Board, Annual Income and Inventory Report, 2009-

2017. 

 ▪ State tax data from Colorado Department of Revenue, Annual Report, 2003-2017. 

 ▪ Property tax data from Colorado Department of Local Affairs, Annual Report and Assessed Values 
Annual Report, 2010-2017. 

3. North Dakota
 ▪ State lands data from North Dakota State Lands Department. Annual Financial Statements. 2008-

2017. 

 ▪ State tax data from North Dakota Office of the State Tax Commissioner. Annual “Redbook” Report, 
2006-2016. 

4. Pennsylvania
 ▪ State lands data from Pennsylvania Dept. of Conservation and Natural Resources, Bureau of Forest-

ry, 2018 Shale Gas Monitoring Report. 

 ▪ State Impact Fee data from Pennsylvania Public Utility Commission. Act 13 Interactive Website, 
https://www.act13-reporting.puc.pa.gov/Modules/PublicReporting/Overview.aspx. 

5. Texas
 ▪ State lands and state tax data from Texas Comptroller of Accounts. Annual Cash Report, 2010-

2017. 

 ▪ Property tax data from Texas Comptroller of Accounts, provided via email. 

6. Wyoming
 ▪ State lands data from Wyoming Office of State Lands and Investments. Summary of State Land 

Trust Revenue reports, 2008-2017. 

 ▪ State tax and property tax data from Wyoming Department of Revenue. Annual Report, 2005-2017. 

7. Oil and gas production data from
 ▪ U.S. Energy Information Administration. Crude Oil Production, https://www.eia.gov/dnav/pet/

pet_crd_crpdn_adc_mbbl_a.htm. 

 ▪ U.S. Energy Information Administration. Natural Gas Marketed Production, https://www.eia.gov/
dnav/ng/ng_prod_sum_a_EPG0_VGM_mmcf_a.htm. 

https://revenuedata.doi.gov/explore/
https://www.act13-reporting.puc.pa.gov/Modules/PublicReporting/Overview.aspx
https://www.eia.gov/dnav/pet/pet_crd_crpdn_adc_mbbl_a.htm
https://www.eia.gov/dnav/pet/pet_crd_crpdn_adc_mbbl_a.htm
https://www.eia.gov/dnav/ng/ng_prod_sum_a_EPG0_VGM_mmcf_a.htm
https://www.eia.gov/dnav/ng/ng_prod_sum_a_EPG0_VGM_mmcf_a.htm
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8. Oil and gas price data from
 ▪ Oil prices from U.S. Energy Information Administration. Domestic Crude Oil First Purchase Prices 

by Area, https://www.eia.gov/dnav/pet/pet_pri_dfp1_k_a.htm. 

 ▪ Natural gas regional hub prices from Bloomberg. Accessed via Bloomberg Terminal, August 2018. 

Figure 3 Sources 
Detailed in Richard G. Newell and Daniel Raimi, “US State and Local Oil and Gas Revenue Sources and 
Uses,” Energy Policy 112 (January 2018): 12–18, https://doi.org/10.1016/j.enpol.2017.10.002

Figure 4 Sources
See sources for Figure 2. 

Table 2 Sources
See sources for Figure 2. 

https://www.eia.gov/dnav/pet/pet_pri_dfp1_k_a.htm

