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What They Do 
    Two citizen initiatives affecting the state severance tax will be on the Nov. 4, 2008, ballot. Amendment 52, a 

proposed amendment to the Colorado Constitution, would reallocate severance tax proceeds to designate a por-

tion for transportation projects. Amendment 58, a proposed statute, would change the severance tax on oil and gas 

production, increasing state revenue by eliminating a property tax credit, reducing the size of wells exempt from 

the severance tax and replacing the current progressive tax rate with a flat rate. A little more than half of the extra 

revenue would be used for college scholarships for low- and middle-income students, and the remainder for re-

serves, wildlife habitat, energy efficiency, transportation and drinking water programs. 

Background 
    Colorado‘s complex severance tax laws provide for 

the taxation of minerals and mineral fuels, based on the 

market value of production, and the distribution of 

revenue raised by the tax for specific purposes.  

    The current state severance tax system was enacted 

by the legislature in 1977. The law states that ―when 

nonrenewable natural resources are removed from the 

earth, the value of such resources to the state of Colo-

rado is irretrievably lost.‖ The severance tax is a means 

for the state to ―recapture a portion of this lost wealth 

… removed from the soil of this state and sold for pri-

vate profit.‖¹  

    Severance taxes are imposed on industries that ex-

tract molybdenum, oil and gas, coal, oil shale, carbon 

dioxide and metallic minerals such as gold, silver, zinc, 

copper and uranium.² Various tax credits can be 

claimed, including 87.5 percent of the local property (ad 

valorem) taxes paid by oil and gas producers. 

    The severance tax on oil and gas is paid at a progres-

sive rate based on the gross income of the producer, 

while various rates apply to other extracted minerals 

and mineral fuels. 

    Oil wells producing less than 15 barrels per day and 

gas wells producing less than 90,000 cubic feet per day 

are exempt from the tax. 

    State severance tax collections grew from $33 million 

in FY 2002-03 to $234 million in FY 2005-06, and then 

fell to $145 million in FY 2006-07. An estimated $170 

million is expected in FY 2007-08.³ Forecasts for FY 

2008-09 anticipate revenue as high as $356 million due 

to an expected increase in production and rising energy 

prices. 

¹ 39-29-101 et seq., C.R.S. 

² Each mineral has a separate statute defining the severance tax, thus this common list of minerals subject to the tax; see 39-29-103 through 107, C.R.S. 

³ Legislative Council, Economic Forecast, June 20, 2008, http://www.state.co.us/gov_dir/leg_dir/lcsstaff/lcs/focus/2008/08forecast0620.pdf 

Oil & Gas  Producerõs 
Gross Income 

Tax Rate 

Under $25,000 2% 

$25,000 to $99,999 3% 

$100,000 to $299,999 4% 

More than $300,000 5% 

http://www.state.co.us/gov_dir/leg_dir/lcsstaff/lcs/focus/2008/08forecast0620.pdf
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Severance Tax Revenue by State Fiscal Year (in millions)  

FY 01-02 FY 02-03 FY 03-04 FY 04-05 FY 05-06 FY 06-07 FY 07-08  

$57.5 $32.6 $125.1 $152.0 $234.3 $145.1 $170.1 

Source: Colorado Legislative Council, Economic Forecast, September 2008 

    Most of the variation in severance tax revenue is due 

to wide swings in the market price of oil and, especially, 

gas.ώ The difference in timing between severance tax 

and property tax liabilities during periods of price fluc-

tuation also contributes to the variation in severance tax 

collections. For example, if natural gas prices increase 

significantly in one year (year 1), gross severance tax 

revenue also will increase in that year (year 1).  How-

ever, property taxes on the increased production will 

not be paid until the following year (year 2) and will be 

claimed as a credit against severance taxes in that year 

(year 2). The one-year lag between the price increase 

and its reflection in the severance tax credit allows sig-

nificant increases in severance tax collections in the year 

of a price increase, but drives down collections in the 

following year when the price impacts the property tax 

credit. 

    Also contributing to wide fluctuations in revenue are 

small producers who increase production to the point 

where their tax liability exceeds the local property tax 

credit, thus triggering the payment of taxes. These un-

predictable fluctuations make accurate forecasting of 

severance tax revenue very difficult, especially for oil 

and gas. Coal severance taxes have remained steady and 

metals have declined as an important revenue source. 

    Minerals are extracted in 46 of Colorado‘s 64 coun-

ties. Records are not kept showing severance tax collec-

tions by county, but property tax data show the value of 

businesses involved in the extraction of minerals and 

mineral fuels subject to the severance tax.  In 11 of the 

46 counties, the percentage of taxable property in-

volved in severance taxable activities constitute less 

than 1 percent of the total taxable value. The other 35 

counties are represented in the chart below.  

What is the Tax 

Used For? 

    A statutory formula 

determines how sever-

ance tax revenue is spent. 

The formula has been 

modified several times 

over the years to meet 

changing state budgetary 

conditions, but today the 

revenue is divided 

equally between the state 

Department of Natural 

Resources (DNR) and 

the state Department of 

Local Affairs (DOLA).ϐ 

DNR uses its portion for 

the Colorado Geological 

Survey, the Division of 

Minerals and Geology, 

the Colorado Oil and 

Gas Conservation Com-

mission and loans for 
Source: ―2006 Annual Report,‖ state Division of Property Taxation; total of all real property, personal property and improve-
ments on property in the classes/subclasses of oil and gas, coal and producing mines. 
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ώ http://www.dola.state.co.us/dlg/fa/eiaf/docs/why_is_sev_rev_volatile.pdf 
ϐ 39-29-108, C.R.S. 

http://www.dola.state.co.us/dlg/fa/eiaf/docs/why_is_sev_rev_volatile.pdf
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water projects, as well as certain ―special appropria-

tions.‖ϑ 

    Of the portion administered by DOLA, 15 percent 

(7.5 percent of total severance tax revenue) goes to lo-

cal governments based on the number of industry em-

ployees in each county, municipality or special district. 

Eighty-five percent is for loans and grants to local gov-

ernments to mitigate the impact of mineral extraction. 

How Does Colorado Compare to Other States?  

    Recent studies have compared Colorado‘s severance 

tax rates to those of its adjacent oil- and gas-producing 

neighbors (New Mexico, Oklahoma, Utah and Wyo-

ming), and in some studies, Montana. These studies 

indicate that Colorado has the lowest ―effective‖ sever-

ance tax among the states compared. The term 

―effective‖ is important because of various adjustments 

and credits offered to producers in different states. For 

example, Colorado allows oil and gas producers to ap-

ply a credit to their severance tax liability equal to 87.5 

percent of local property taxes paid. The credit effec-

tively lowered Colorado‘s severance tax rate from the 2 

percent to 5 percent range imposed by statute to an 

average of 1.3 percent for FY 2006-07. This compares 

with an effective severance tax rate for FY 2006-07 of 

2.1 percent in Utah, 4.5 percent in Wyoming, 5.6 per-

cent in Oklahoma, 6.6 percent in New Mexico and 6.8 

percent in Montana.ϒ 

    Due to the volatility of severance tax revenue, effec-

tive rates for severance taxes can fluctuate considerably 

from year to year, so caution should be exercised when 

evaluating a single year‘s effective rate. For example, 

Colorado‘s effective rate for severance tax was calcu-

lated at 0.6 percent for FY 2002-03 and 2.1 percent for 

FY 2003-04, a variation of 3½ times in the effective 

rate within the span of two years.ϓ 

    In addition to severance taxes, producers also pay 

corporate income, property and sales taxes. When these 

other taxes are added together, the total is approxi-

mately three times the effective rate of the severance 

taxes.ϔ 

    When the total effective rates of all taxes (severance, 

property, corporate income and sales) for 2004 were 

compared, Colorado ranked second lowest among the 

five states. 

How Much Will the Tax Generate? 

    Legislative economists forecast fluctuating, but gen-

erally increasing, severance tax revenue under the cur-

rent law. The forecasts are based on increasing prices 

and rising demand for oil and gas, declining inventories 

of natural gas, global economic growth and the recent 

completion of the Rockies Express pipeline, which 

opened Colorado gas production to a wider market.   

 Amendment 52 Provisions 

    Amendment 52 would add a new Section 22, entitled 

―Concerning the Allocation of Severance Tax Reve-

nues,‖ to Article X of the state constitution. The meas-

ure changes current law by: 

Establishing a new revenue limit for severance tax 

proceeds dedicated to Department of Natural Re-

sources programs after July 1, 2008. This limit is 

defined as the amount received by DNR in the pre-

vious state fiscal year (2008), adjusted by an addi-

tional amount equal to the previous year‘s Con-

Total Severance Tax Revenue Forecast Under Current Law (in millions) 

 FY 08-09 FY 09-10 FY 10-11 FY 11-12 

Revenue $356 $255 $288 $301 

         % Change 
         Year to Year 

109.3% -28.4% 12.9% 4.5% 

State Programs $178 $127.5 $144 $150.5 

Local Projects $178 $127.5 $144 $150.5 

Source: Colorado Legislative Council 

ϑ For example, the low energy heating assistance program, Kansas water settlement, General Fund transfers during the recession and tourism promotion. 

ϒ òEffective tax ratesó are calculated by dividing total severance taxes paid (after exemptions, deductions, credits and other adjustments) by the value of 
the mineral taken from the ground. State effective rates cited are from draft and final versions of Legislative Councilõs 2008 ballot analysis. 

ϓ Legislative Council memorandum to members of the Interim Committee to Study the Allocation of Severance Tax and Federal Mineral Leasing Reve-
nues, June 21, 2007, p. 6. 

ϔ Legislative Council memorandum from Ron Kirk and Todd Herreid, òTax Burden for Oil and Gas Producers in Five Western States,ó Nov. 15, 2006. 
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sumer Price Index. The measure leaves in place the 

law that dedicates 50 percent of total severance tax 

proceeds to the Department of Local Affairs for 

loans and grants to local governments. 

Creating a new Transportation Trust Fund sup-

ported by any severance tax revenue above the limit 

of the share dedicated to DNR. The money may be 

spent by the legislature to: 

Pay for the ―construction, maintenance, and 

supervision of the public highways‖ of 

Colorado.ϋϊ  

Give ―first priority to relieving congestion 

in the Interstate 70 corridor.‖   

    Amendment 52 does not affect the local government 

interests that currently receive severance tax money 

through DOLA and allocates any increase in revenue 

above inflation in the DNR share to the uses specified 

in the measure. The proposal would not increase sever-

ance taxes or make any other changes to severance tax 

rates, exemptions or tax credit levels.   

Amendment 52 Analysis 

Allocation of Funds and  

Transportation Planning 

    Currently, the construction, maintenance and admini-

stration of Colorado‘s highways are funded through the 

Highway Users Tax Fund. Revenue is budgeted and 

spent by the Colorado Department of Transportation 

under the supervision of the Colorado Transportation 

Commission. By allocating highway funds in this man-

ner, revenue generated by sources such as motor fuel 

taxes, fines and motor vehicle registrations is not sub-

ject to annual appropriation by the legislature. This 

mechanism is considered a safeguard against ―pork bar-

rel‖ dynamics that would authorize highway projects in 

specific legislative districts, and it supports comprehen-

sive transportation planning by the transportation com-

mission. While Amendment 52 does not change this 

fundamental process, it does create a new, ongoing 

source of transportation revenue that is subject to legis-

lative appropriation. Although the measure gives first 

priority to relieving congestion in the I-70 corridor, it 

does not prevent the legislature from distributing the 

revenue elsewhere. Will this establish a precedent to be 

followed for other specified projects in the future?  

    Another question is how I-70 funding would be co-

ordinated with the construction priorities of the trans-

portation commission. Because the legislature would 

have constitutional authority to appropriate Amend-

ment 52 funds each year, one scenario would be for 

lawmakers to fund their own priorities. This is done for 

other state capital construction projects through the 

legislature‘s Capital Development Committee. The leg-

islature also could delegate its authority to the transpor-

tation commission and/or simply follow the commis-

Frequently stated points on both sides of the Amendment 52 debate 

Arguments For    
V Programs in the Department of Natural Resources 

(DNR) do not need the windfall expected from large 
increases in oil and gas severance taxes. In five years, 
DNR revenue from severance taxes has more than 
quintupled, from $32.6 million in FY 2003 to $170.1 
million in FY 2008. 

V The funding is necessary for Colorado‘s transporta-
tion needs. Stagnant gas tax revenue, due to better 
motor vehicle fuel efficiency and slower growth in 
miles driven as gas prices have risen, along with rap-
idly increasing road construction and maintenance 
costs, have created a substantial shortfall in transpor-
tation system funding. 

V Congestion relief in the I-70 corridor should be a top 
priority for the state. The I-70 corridor is the primary 
economic artery connecting the Western Slope to the 
Front Range, and it must be improved. 

Arguments Against 
V The Department of Natural Resources needs the 

windfall it is getting from severance taxes to deal with 
the effects of oil and gas development. Helping pro-
grams that protect the environment and lessen the 
impact of mining on natural resources should be the 
primary purpose of severance tax revenue. 

V There is no guarantee funding from the amendment 
would increase money available to relieve congestion 
in the I-70 corridor. The Colorado Transportation 
Commission could re-direct funds already slated for 
the corridor to other projects. And even though the 
amendment declares I-70 as a priority, the legislature 
could expend most of the additional money elsewhere. 

V Revenue provided by the measure is a small fraction 
of the amount needed to pay for projects that would 
relieve congestion in the I-70 corridor, the measure‘s 
stated priority.  

ϋϊ Pursuant to Art. X, Sec. 20, of the Colorado Constitution, a citizen initiative enacted in 1934 that earmarks motor vehicle-related revenue to be used for 
highways. 
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sion‘s priorities. This issue likely will be addressed 

through implementing legislation if Amendment 52 is 

approved. 

Relationship of New Revenue to Costs 

    Amendment 52 is projected to allocate $212 million 

for highways over the next four years, an average of $53 

million per year. The fluctuations in funding generally 

mirror the fluctuations in severance tax proceeds and 

range from as high as $86 million in FY 2008-09 to as 

little as $33 million in FY 2009-10 under current fore-

casts. These fluctuations in revenue for the new Trans-

portation Trust Fund would make bonding against this 

source of revenue difficult. 

    Would the additional revenue generated by Amend-

ment 52 be adequate to pay for I-70 corridor improve-

ments? A draft Programmatic Environmental Impact 

Statement released by the Colorado Department of 

Transportation in late 2004 outlined options for im-

proving congestion between C-470 and Glenwood 

Springs. The options ranged from a ―minimal action‖ 

plan costing an estimated $1.3 billion to an $8.7 billion 

proposal for a six-lane highway and an advanced guide-

way transit system . The minimal-action option of iso-

lated improvements was deemed to do little to alleviate 

congestion along the corridor. The next least costly 

alternative – at $2.4 billion – would expand the highway 

to six lanes rated at a speed limit of 55 mph. 

    These estimates are significantly understated because 

they are expressed in 

2003 constant dollars and 

construction costs have 

skyrocketed since publi-

cation of the study. From 

2003 through the second 

quarter of 2008, Colo-

rado‘s composite cost 

index for highway con-

struction components 

rose 88.4 percent. Adjust-

ing for these price in-

creases, the minimal-

action scenario would 

cost $2.4 billion in 2008 

dollars, the mid-range 

option $4.5 billion and 

the most expensive option $16.4 billion. It is important 

to note that ―constant dollars‖ do not adjust for infla-

tion in future years, so the actual costs of these alterna-

tives would be much greater. It is clear that the addi-

tional funding provided by Amendment 52 would fall 

significantly short of the cost of addressing congestion 

problems in the I-70 corridor.  

Earmarking in the Colorado Constitution 

    Putting severance tax allocations to highways and 

two state departments into the Colorado Constitution 

would make them very difficult to change in the future. 

The legislature could change the statutory requirements 

of how DNR and DOLA use those funds, but their 

allocations could not be changed without another con-

stitutional amendment. 

    Amendment 52 specifically excludes severance tax 

revenue from oil shale production. If the measure 

passes and full-scale oil shale production begins some 

day, there would be a constitutionally-mandated bifur-

cated approach to the use of severance tax revenue. Tax 

revenue from oil shale would be distributed according 

to the historical 50/50 split and would not be ear-

Projected Changes in Severance Tax Spending Under  
Amendment 52 (in millions) 

 FY 08-09 FY 09-10 FY 10-11 FY 11-12 Four-Year  
Total 

Total Revenue* $356 $255 $288 $301 $1,200 

State Program 
Money under  
Current Law 

$178 $128 $144 $151 $600 

Amount for State 
Programs under 
52 

$92 $95 $99 $102 $388 

Shift from State 
Programs to 
Highway Projects 
under 52 

$86 $33 $45 $49 $212 

*Excludes interest earnings 
Source: Colorado Legislative Council 

It is clear that the additional fund-
ing provided by Amendment 52 

would fall significantly short of  the 
cost of  addressing congestion 

 in the I-70 corridor. 
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marked for transportation, while revenue from metallic 

minerals, coal, molybdenum, and oil and gas would be 

used for the purposes mandated by the measure.¹¹ Fol-

lowing the precedent of Amendment 52, oil shale pro-

duction in Colorado would likely lead to additional pro-

posals to constitutionally earmark severance tax pro-

ceeds. 

Amendment 58 Provisions  

    Amendment 58 would change the existing severance 

tax statute pertaining to oil and gas production only. It 

leaves the current severance tax on coal, molybdenum, 

metallic minerals and oil shale in effect as it is today, 

and maintains the existing statutory direction on uses of 

that revenue. The measure substantially rewrites the oil 

and gas severance tax law in three ways:  

The current credit for local property taxes paid 

would be eliminated, increasing severance tax reve-

nue in the first full year (FY2009-10) by an esti-

mated $258 million. 

The size of wells exempt from the tax would be 

halved, from the current maximum of 15 barrels 

per day of oil and 90,000 cubic feet per day of gas, 

to 7.5 barrels per day of oil and 45,000 cubic feet 

per day of gas. This would increase severance tax 

revenue in the first full year (FY2009-10) by an esti-

mated $62 million. 

The new tax would be a flat 5 percent for all pro-

ducers with a gross annual income in excess of 

$300,000, eliminating the progressive nature of the 

current tax. This would increase severance tax reve-

nue by an estimated $1 million annually. 

    Because the effective date of the measure (Jan. 1, 

2009) falls halfway through Colorado‘s 2008-09 fiscal 

year (July 1, 2008, through June 30, 2009), initial new 

revenue from the measure would be about $145 million, 

only half of what a full year would have brought in. In 

2009-10, its first full state fiscal year, severance tax reve-

nue is projected to increase by $321 million over the 

$255 million currently forecast for that year, a 126 per-

cent jump. This would raise the total General Fund and 

cash fund revenue forecast for FY 2009-10 by about 3 

percent.¹²    

Use of New Tax Proceeds 

    Proceeds from the new tax would be exempt from 

the state revenue and spending limits of the Taxpayer‘s 

Bill of Rights (TABOR).  

    A revised distribution formula was designed to keep 

current recipients from losing tax revenue. Under the 

measure, 44 percent of severance tax proceeds would 

be dedicated to current uses (22 percent to state pro-

grams and 22 percent to local projects). The remainder 

would go into two new accounts – 10 percent into a 

―perpetual base account‖ held as a reserve and 90 per-

cent into an ―operational account‖ earmarked for the 

Frequently stated points on both sides of the Amendment 58 debate 

Arguments For    
V Increasing effective severance tax rates would bring 

Colorado more in line with the tax levied in neighbor-
ing oil- and gas-producing states. It is doubtful that oil 
and gas companies would cut production in Colorado 
due to a tax rate that is comparable to what is im-
posed in neighboring states. 

V The five programs getting additional tax revenue each 
provide long-term benefits to the state. The money 
primarily would be used for college scholarships, 
which would result in a better-educated workforce 
and help keep Colorado more competitive in a global, 
knowledge-based economy. 

V The measure is a proposed statutory change, rather 
than a constitutional amendment, giving the legislature 
flexibility to make future adjustments that may be nec-
essary due to changing economic conditions. 

Arguments Against 
V Increasing taxes on oil and gas production, an industry 

vital to local economies in the state, may lead to de-
creased production and increased costs to consumers, 
as well as business decisions not to invest in future 
development of oil and gas reserves in Colorado.  

V The funding source is dependent on a volatile oil and 
gas market that has been prone to boom and bust cy-
cles. If funding for programs earmarked in the amend-
ment declines during a ―bust‖ cycle, the legislature will 
be forced to cut services, shift funds away from other 
priorities or seek to raise other taxes or fees. 

V It would eliminate a credit that has counterbalanced 
the highest tax that oil and gas producers pay in Colo-
rado, the property tax. Property tax revenue is used, in 
part, by local governments to mitigate the impact of 
energy development on their communities. 

¹¹  As noted above, there are a variety of tax systems at work in 39-29-103 through 107, C.R.S.  This, however, would create a unique approach to the reve-
nue derived from the severance tax on oil shale. 
¹²  Source of all estimates, 2008 analysis of ballot proposals, Legislative Council staff; Combined gross General and cash fund revenues are forecast at $10.8 
billion for FY 2009-10; Legislative Council Economic and Revenue Forecast, September 2008. 
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following new purposes:  

60 percent for college scholarships for low- and 

middle-income students 

15 percent for wildlife habitat and open space 

10 percent for energy efficiency projects 

10 percent for transportation projects in areas af-

fected by oil and gas development 

5 percent for small community drinking water and 

wastewater projects 

Amendment 58 Analysis 
Source of Funds 

    The new revenue generated by the measure comes 

from a single sector of Colorado‘s economy – the oil 

and gas industry. According to the U.S. Bureau of 

Economic Analysis, oil and gas accounted for approxi-

mately 2.9 percent of Colorado‘s ―gross state prod-

uct‖ (the market value of all goods and services pro-

duced by labor and property in the state) in 2006. Ac-

cording to the most recent forecast, severance taxes on 

oil and gas likely will account for about 2 percent of 

total General Fund and cash fund revenue in FY 2009-

10.¹³ But if Amendment 58 is enacted, they will consti-

tute 4.8 percent of this state revenueϋώ – more than 

Revenue & Distribution of  Severance Tax Revenue from Oil and Gas 
 Under Current Law and Amendment 58 (in millions)  

Current Law (June 2008 Legislative Council Forecast) FY 08-09 FY 09-10 FY 10-11 FY 11-12 

Oil & Gas Severance Tax Revenue, excluding interest earnings $314.7 $213.5 $243.5 $254.0 

Distribution of Oil & Gas Severance Taxes   Allocation   

         Dept. of Local Affairs - Local Projects 50% $157.4 $106.8 $121.8 $127.0 

         Dept. of Nat. Resources - State Programs 50% $157.4 $106.8 $121.8 $127.0 

Proposed Amendment 58  FY 08-09 FY 09-10 FY 10-11 FY 11-12 

Severance Tax Revenue, excluding interest earnings*  $416.2 $534.5 $568.5 $606.0 

Distribution of Severance Taxes Allocation   

       Dept. of Local Affairs - Local Projects 22% $135.6 $117.6 $125.1 $133.3 

       Dept. of Natural Resources - State Programs 22% $135.6 $117.6 $125.1 $133.3 

       Severance Tax Stabilization Trust Fund 56% $145.0 $299.3 $318.4 $339.4 

            Perpetual Base Account - 10% of new trust fund $14.5 $29.9 $31.8 $33.9 

            Operational Account - 90% of new trust fund $130.5 $269.4 $286.5 $305.4 

                   College scholarships - 60% of Operational Account  $78.3 $161.6 $171.9 $183.3 

                   Wildlife habitat - 15% of Operational Account  $19.6 $40.4 $43.0 $45.8 

                   Clean Energy Fund - 10% of Operational Account  $13.0 $26.9 $28.7 $30.5 

                   Transportation projects - 10% of Operational Account $13.0 $26.9 $28.7 $30.5 

$6.5 $13.5 $14.3 $15.3                    Drinking Water Grants - 5% of Operational Account 

¹³  $213.5 million oil and gas severance tax forecast for FY 2009-10 and $10.8 billion total gross General and cash fund revenue without Amendment 58.  

ϋώ $534.5 million oil and gas severance tax revenue with Amendment 58 and $11.1 billion total gross General and cash fund revenues with Amendment 58. 

* The severance tax forecast is based on eliminating the property tax credit and halving the size of wells exempt from the tax. 
Source: Colorado Legislative Council economics staff 

Severance taxes in FY 09-10 will ac-
count for about 2 percent of  total 
General Fund and cash fund reve-
nue. If  Amendment 58 is enacted, 
they will constitute 4.8 percent of  

this state revenue 
 ñ more than double. 
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double. This sector of Colorado‗s economy also pays 

other state taxes, such as corporate income taxes and 

sales taxes. Because there are no forecasts of the oil 

and gas industry‘s liability for these other taxes for FY 

2009-10, it is not possible to evaluate how much the 

industry‘s total state tax share would increase due to 

Amendment 58. 

    The volatility of the severance tax is also an issue, 

especially with Amendment 58 proceeds earmarked for 

ongoing state programs. As previously noted, this vola-

tility is caused primarily by wide 

swings in the price of oil and gas, 

the two natural resources that in the 

most recent fiscal year accounted for 

about 92 percent of total severance 

taxes paid in Colorado.ϋϐ    

Interstate and Intrastate Rate 

Comparisons 

 The basis of computing the value of 

oil and gas properties for property 

taxes in Colorado is greater than for 

other commercial and industrial 

properties. The taxable value of 

most commercial and industrial land, improvements 

and other property is currently set at 29 percent of its 

―actual‖ appraised value. The taxable value of oil and 

gas property includes the 29 percent assessment rate for 

―improvements‖ and other ―personal property,‖ but the 

assessment rate for oil and gas ―land and leaseholds‖ – 

most of the industry‘s property – is set at 87.5 percent 

of the income produced, measured as the price of the 

mineral fuel at the wellhead.ϋϑ 

    This is why Colorado has the second-highest effec-

tive rate for property taxes 

on oil and gas among Colo-

rado and its four surround-

ing oil- and gas-producing 

neighbors.ϋϒ The property 

tax credit that Amendment 

58 would eliminate has 

been viewed by some as a 

mechanism to compensate 

for the relatively higher 

burden of property taxes on 

oil and gas producers. 

Earmarking  

    The earmarking of sever-

ance tax revenue in 

Amendment 58 would oc-

cur in the following se-

quence: 

Twenty-two percent 

each to the state depart-

ments of natural resources 

-60.0%

-40.0%
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FY 04-05 FY 05-06 FY 06-07 FY 07-08 FY 08-09 FY 09-10 FY 10-11 FY 11-12

Colorado Severance Tax Volatility 
Percent Change in Revenue by Year* under Current Law

* Actual FY 04-05 through FY 06-07, estimated FY 07-08 and forecasted FY 08-09 through FY 11-12 
Source: Severance Tax Revenue Forecast by Source, June 2008, Colorado Legislative Council 

ϋϐ Coal accounted for 6.9% and metals 1.5%.  
ϋϑ The terms in quotes are all subclasses of the oil and gas class in the property tax system. 

ϋϒ Legislative Council memorandum from Ron Kirk and Todd Herreid, òTax Burden for Oil and Gas Producers in Five Western States,ó Nov. 15, 2006.  

* Rates in adjacent oil– and gas-producing states and Montana in FY 2006-07 and what the effect of Amendment 58 
would have been in that year. 
Source: Colorado Legislative Council 
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(DNR) and local affairs (DOLA)  

Ten percent of the remaining balance  to the re-

serve account 

Left-over proceeds to new programs according to 

specified percentages 

    Although the intent of Amendment 58 is to preserve 

funding for programs that address the impacts of min-

ing, the DOLA and DNR earmarked percentages do 

not remain at the current law‘s level in FY 2008-09. 

However, those programs receive additional funding 

each year thereafter. 

    Earmarked revenue from Amendment 58 is intended 

to ―…supplement, rather than supplant, current appro-

priations...‖ Amounts provided to all of the five new 

programs combined are less than the earmarked 

amount for college scholarships for low- and middle-

income students. Funding for the new Colorado Prom-

ise Scholarship program in its first full year is projected 

to be more than 2½ times greater than the current $60 

million appropriation for state need-based aid. In 2007, 

more than 32,000 students in Colorado received state 

need-based aid averaging $1,605 each. If Amendment 

58 passes, grants ranging from $1,000 to $6,000 – de-

pending on the institution and student/family income – 

could become available, according to guidelines being 

analyzed by the Colorado Commission on Higher Edu-

cation. That would raise the number of undergraduates 

eligible for aid to more than 65,000. 

    Would this new program encourage more students to 

seek admission to institutions of higher education? And 

would an enrollment increase place additional financial 

pressure on universities and colleges without providing 

the requisite funding to expand operations to accom-

modate these new students? Costs associated with in-

creased enrollments, such as facility construction and 

repairs, additional instructors and utility expenses, usu-

ally are covered by appropriations to the governing 

boards of colleges and universities but are not provided 

by Amendment 58. That is why some in the higher edu-

Earmark Amendment 58  
Sequenced  
Earmark 

Percent of  
Total 

 Proceeds* 
DOLA Programs 22% 22%  

DNR Programs 22% 22%  

10% Reserve 10% of balance 5.6%  

College  
Scholarships 

60% of net balance 30.2%  

Wildlife Habitat 15% of net balance 7.6%  

Clean Energy 10% of net balance 5%  

Road 
 Improvements 

10% of net balance 5%  

Drinking Water 
Grants 

5% of net balance 2.5%  

* Percentages do not total 100% due to rounding.   

Current Law and Amendment 58 Earmarks for DNR and DOLA (in millions) 

 2008-09 2009-10 2010-11 2011-12 

Current Law Oil & Gas Severance Tax Revenue $314.7 $213.5 $243.5 $254.0 

Oil & Gas Severance Tax Revenue with Amendment 58 $416.2 $534.5 $568.5 $606.0 

Current Law Distribution 

DNR $157.4 $106.8 $121.8 $127.0 

DOLA $157.4 $106.8 $121.8 $127.0 

Distribution with Amendment 58 

DNR $135.6 $117.6 $125.1 $133.3 

DOLA $135.6 $117.6 $125.1 $133.3 

Difference if Amendment 58 Passes 

DNR -$21.8 $10.8 $3.3 $6.3 

DOLA -$21.8 $10.8 $3.3 $6.3 

Total Change: DNR + DOLA -$43.6 $21.6 $6.6 $12.6 

 Source: Colorado Legislative Council 
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cation community would prefer that at least a portion 

of Amendment 58 funds go toward governing board 

operations. If the measure got more students to enroll, 

colleges and universities would have to compete with 

other state funding needs to accommodate them. 

    The Amendment 58 distribution plan also creates a 

second system for distributing severance tax proceeds. 

The taxes paid on coal and metallic minerals would 

continue to be distributed evenly to DNR and DOLA. 

Only the tax revenue from oil and gas production 

would be distributed under the new ratios: 44 percent 

to DNR and DOLA and 56 percent to the reserve and 

new programs.  Because this is a statutory measure, the 

legislature could alter this distribution plan if more 

flexibility is needed to respond to new fiscal conditions. 

The legislature has made these kinds of adjustments 

many times in the past. 

Downstream Impacts of the Tax Increase 

    Economists generally agree that business taxes are 

passed along as increased costs to consumers, and that 

is why they are sometimes referred to as ―indirect 

taxes.‖ It is unlikely, however, that ending the current 

property tax credit for oil and gas producers would in-

crease the price of oil because total Colorado oil pro-

duction amounts to only 0.1 percent of the world‘s oil, 

and oil prices are determined in the world market.ϋϓ 

Gas prices are set by a nationwide market. The addi-

tional tax would be a relatively small share of total costs 

for producers. 

    States compare their tax policies both regionally and 

nationally to determine whether they are at a competi-

tive disadvantage. If Amendment 58 is implemented, 

Colorado‘s effective severance tax rate would go from 

being the lowest among adjacent oil– and gas-

producing states and Montana to being second lowest 

(see chart on page 8). It is unlikely that this change by 

itself would prompt an existing operation to move to 

another state or cease production in Colorado. Oil and 

gas companies typically put their businesses where the 

resources to be extracted are located. 

    Major changes in the tax structure sometimes stimu-

late new and unexpected ways for taxpayers to lawfully 

alter economic behavior. For example, if exemption 

thresholds for small wells are lowered, some producers 

may decide to reduce production to remain below the 

adjusted threshold. Others may stop production, while 

still others may see no reason to avoid expanding pro-

duction if they are substantially above the threshold. It 

is possible that severance taxpayers will find creative 

ways to legally minimize their tax liability. We know of 

no research that would forecast the impact of Amend-

ment 58 on the economic behavior of taxpayers. It is 

far more likely that factors such as global prices, the 

size and depletion of reserves and transportation costs 

will play much larger roles in determining these choices.  

What Happens if  Both Amendments 52 

and 58 Pass? 
    If both Amendments 52 and 58 are approved by the 

voters, apparent conflicts between the two proposals 

would have to be resolved. The two initiatives most 

obviously differ in the way each allocates severance tax 

revenue among the various earmarked programs. Con-

ventional wisdom is that provisions in the state consti-

tution prevail over conflicting statutes. However, his-

tory shows that it is likely the Colorado Supreme Court 

would attempt to determine whether provisions of the 

two measures are in ―irreconcilable, material, and direct 

conflict,‖ and whether one authorizes what the other 

forbids or forbids what the other authorizes.ϋϔ  

    In the event there are irreconcilable conflicts, the 

court would determine whether only portions of a 

measure — or one of the measures in its entirety — 

would need to be overturned. One previous approach 

used by the court in such instances has been to declare 

that the measure with the most votes prevails.  In the 

event that both measures pass, it is certain that these 

questions will be resolved in the judicial system. 

 

Authors: Geoff Withers and Charles Brown 
Sources: Colorado Legislative Council, Colorado Depart-
ment of Local Affairs, Colorado Division of Property Taxa-
tion, Colorado Department of Natural Resources, U.S. Bu-
reau of Economic Analysis, Colorado Department of Trans-
portation 

ϋϓ ò2008 State Ballot Information Booklet,ó Legislative Council.  
ϋϔ Submission of Interrogatories on Senate Bill 93-74, 852 P.2d 1 (Colo. 1993).  

It is unlikely that ending the 
current property tax credit for 
oil and gas producers would 

increase the price of  oil. 


