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Why do we care about coal royalties? 
 
Coal is an important resource in Colorado, and coal royalties — the money paid by private 
companies to the federal government for the right to mine coal on federal lands — are a 
vital source of revenue for state and local budgets. Increasing coal royalty rates, closing 
loopholes and improving overall transparency of the Federal Coal Program would help 
Colorado communities fund schools, roads, environmental protection, public safety and 
other priorities. 
 
The federal coal program is particularly important in Colorado as nearly 75 percent of all 
coal produced in the state is mined on land owned and leased by the federal government. 
Roughly 90 percent of that is extracted from underground mines where the impacts of 
exploration, extraction and production can have long-term and far-reaching impacts on 
local communities and the local environment.  
 
The U.S. Bureau of Land Management (BLM) and U.S. Office of Natural Resources Revenue 
(ONRR) administer the federal coal program and negotiate leases, royalty rates, rents and 
bonuses directly with companies. The federal government retains 51 percent of royalty 
revenues and returns 49 percent to coal-producing states for planning, construction and 
maintenance of public facilities.  
 
 
What are royalties? 
 
Royalties are rents or taxes paid on the volume or value of the coal extracted. They are, in 
part, intended to ensure that the public gets its fair share of the value of non-renewable 
public resources and to provide local communities with the resources they need to mitigate 
the short- and long-term impacts of mining. Royalties help local districts protect the 
environment, enhance infrastructure and improve the quality of life in mining towns. 
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Like taxes, the royalty program is a program of public finance and as such should be 
regularly reviewed to ensure that it advances intended policy goals and adapts to changing 
conditions and needs. In addition, like tax policies, royalty programs should meet the 
principles of sound taxation by being transparent, fair and adequate.  
 
The current statutory royalty rate is 12.5 percent for surface mining production and 8 
percent for underground mining production.i These rates have been in effect for more than 
30 years.  
 
BLM has the authority to grant deductions from the statutory rate for certain costs of 
production, like transportation and processing, as well as rate reductions on a lease-by-
lease basis if they believe reductions are necessary to promote the greatest recovery, 
conservation and development of the resource.ii  
 
The current structure lacks a great deal of transparency. Disparate public data sources, 
proprietary information and industry self-reporting make it difficult to evaluate whether 
the rates and subsidies are effective, adequate or fair. The current review of federal coal 
policies should be done with an eye toward granting the public greater access.  
 
 
How much money are we talking about? 
 
Colorado generates a significant amount of royalty revenue for federal, state and local 
governments. In 2014, Colorado producers paid $415 million in total royalties from all oil, 
gas, coal and other mineral extraction.iii This amount does not include rents, bonuses or 
other revenues. Colorado ranks fourth among states for federal royalty payments from all 
sources.iv An estimated $203 million (49 percent) came back to Colorado. Of that, $18 
million, or 9 percent, is attributed to coal production. 
 

Table 1      Average Coal Royalty Rates and Amounts, Colorado 2010-2014 
Average Royalty Paid on Coal 5.8% 
Average Reported Royalty $46,401,200 
Average Returned to Colorado $22,736,588 
Average Royalty Revenue per Ton $2.72/ton 

 
 
 
What happens to royalties in Colorado?  
 
The money that Colorado receives in federal coal royalties is redistributed to local 
communities as part of federal mineral lease revenues (FML). FML revenues are also 
composed of lease payments and bonuses paid by winners of a competitive bid process for 
the right to use the land. Colorado distributes FML revenues by statutory formula.  
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Bonus revenues are split 50/50 between the Local Government Permanent fund and the 
Higher Education Maintenance and Reserve Fund.  
 
Non-bonus revenues, including rents and royalties, are allocated thusly: 
 

 48.3 percent to the State Public School Fund (Capped at $76M FY15) 
 10 percent to the Colorado Water Conservation Board (Capped at $17.7 M FY 15) 
 1.7 percent to School Districts (Capped at $4.1 M FY 15) 

o Any spillover goes to the Higher Education Federal Mineral Lease Revenue 
Fund (Capped at $50M) 

o Spillover to the Higher Education Maintenance and Reserve Fund 
 40 percent Local Impact Program at the Department of Local Affairs  

o 50 percent to counties, municipalities and FML districts through a direct 
distribution formula and 

o 50 percent to local communities most directly impacted through grants and 
loan program 

 
Local governments use FML revenues for roads, public facilities ranging from senior 
centers to community parks, sewer and wastewater treatment plants, planning and design, 
broadband development, human services, law enforcement, workforce housing and a 
myriad of other uses to improve the quality of life for their residents.v 
 
 
What impact would reforms have in Colorado?  
 
Raising the royalty rate and reducing subsidies for coal mined on public lands will help 
ensure taxpayers are receiving a fair return on this publicly held resource, and will inject 
millions of dollars into federal, state and local budgets to support schools, the environment, 
infrastructure and other important programs. 
 
 
Federal spending in Colorado 
 
The federal government uses its share of royalty revenues for reclamation, water 
conservation, historic preservation and other general purposes, many that help states. For 
instance, in Colorado, the Division of Reclamation, Mining and Safety’s Coal Regulatory 
Program is funded primarily with federal funds, 79 percent, and a state severance tax 
match. The funding ratio is based on the proportion of coal mine acres on federal lands in 
Colorado.vi  
 
The Coal Regulatory Program handles the permitting and regulating of coal mines in order 
to protect public and environmental health and safety. The program also ensures that coal 
companies mining in the state have adequate resources and insurance to pay for site 
reclamation so that taxpayers aren’t left footing the bill if a company leaves the state or 
declares bankruptcy.  



1905 Sherman Street, Suite 225 Denver, Colorado 80203 | 720-379-3019 | coloradofiscal.org  
Page 4 of 6 

 

 
In eight of the last 15 fiscal years, the federal contribution to Colorado’s Division of 
Reclamation, Mining and Safety Coal Program has fallen below statutorily required levels, 
requiring the state to refinance with state severance tax dollars. While the amounts are 
low, between $33,000 and $200,000, the impact of lost revenue to the Coal Program is 
significant and could result in fewer inspections, fewer permits issued, production delays, 
loss of specific expertise (engineer, hydrologist, etc.), additional lost revenue — all of which 
jeopardize public safety, health and Colorado’s environment.vii 
 
While the state has been able to refinance lost federal dollars with state severance tax 
funds, these changes can reduce money for programs funded with severance tax. Severance 
tax in Colorado is divided between the Department of Local Affairs and Department of 
Natural Resources. Both agencies redistribute money to programs and local governments 
for water projects, natural resource related programs, low-income energy assistance, 
agriculture and other community benefits.  
 
 
Decreasing deductions and rate cuts in Colorado 
 
Decreasing allowable deductions and lease rate reductions would generate additional 
revenue for Colorado communities.  
 
According to an analysis by Headwaters Economics (Haggerty 2015) on leases in Colorado 
since 1990, allowable deductions for transportation and processing reduced the statutory 
royalty rate paid by producers by 0.9 percent. BLM granted additional rate reductions, 
which further reduced the rate by another 1.7 percent. 
  
Headwaters found that if BLM had not granted the lease rate reductions (1.7 percent) on 
Colorado leases since 1990, coal royalty revenue would have been $97 million higher over 
that time. Without deductions for processing and transportation, royalty revenue would 
have been $51 million higher since 1990. Colorado’s share of these forgone revenues (49 
percent) would have been $73 million, returned directly to local school districts, 
municipalities and counties, benefiting thousands of Coloradans. 
 
   

Table 2      Reductions and Deductions, 1990-2013 
Royalty foregone in lease rate reduction, 
total (federal and state share) 

$97,965,234 

Royalty foregone in transportation and 
processing cost deductions, total (federal 
and state share) 

$51,855,634 

Total foregone royalties, total (federal 
and state share) 

$149,820,868 

Total foregone royalties, state share $73,412,225 
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Increasing the royalty rates in Colorado 
 
The majority of mining operations in Colorado occur in underground mines. If Colorado’s 
mines had paid the statutory requirement of 8 percent and had only deducted the average 
0.9 percent in transportation and processing costs, coal royalties would have totaled $51.2 
million in 2014. That is an increase of roughly $15 million in total funds that would mean 
an additional $7 million to the state.  
 
More specifically, this would mean an additional $3 million to the Department of Local 
Affairs for local governments and school districts, $3.4 million to the permanent state 
Public School Fund and $708,000 to the Colorado Water Conservation Board Construction 
Fund for water projects.   
 
If the statutory royalty rate in 2014 had been increased to 12.5 percent for both surface 
and underground mining operations, as some have recommended, and if transportation 
and processing cost deductions were kept in place, reported royalties on coal would have 
increased significantly from $36.7 million to $83.6 million. This would be an additional $23 
million to Colorado: an additional $9.4 million for local governments and school districts, 
$11.1 million to the permanent savings fund, and $2.3 million to the CWCB Construction 
Fund.  
 
 

  12.5% Statutory Rate, 
11.6% Reported Rate 

8% Statutory Rate,  
7.1% Reported Rate 

New Total Reported FML Royalty 
Revenue 

 $                     83,641,497.85   $                          51,194,365.06  

Additional Share to Colorado  $                     22,979,400.58   $                            7,080,305.51  

Additional Share to DOLA for DD 
and Grants 

 $                       9,191,760.23   $                            2,832,122.20  

Additional to school districts  $                           390,649.81   $                                120,365.19  

Additional Share to State Public 
School Fund 

 $                     11,099,050.48   $                            3,419,787.56  

Additional Share to CWCB 
Construction Fund 

 $                       2,297,940.06   $                                708,030.55  

Source: Colorado Fiscal Institute analysis of U.S. Office of Natural Resources and Revenue data 
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Conclusion 
 
Coal royalties are an important source of revenue for the state and local communities. 
Royalty revenues are used to support local mining communities today and ensure their 
future health and safety. As the federal government looks to reform the Coal Program, it 
should consider whether or not the program meets the goals and purposes of our changing 
energy and environmental needs. It should also evaluate the financing structure and rates 
to ensure that they meet the high standards of public finance and are open and accountable 
to the public, effective and efficient at achieving their policy goals, adequate, fair and, most 
importantly, best serving the public good.  
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