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Natural gas tax: Patience will yield greatest payoff
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We can say with confidence that whether and how much to tax the natural gas industry will be the hot-button issue in Pennsylvania this year. The state is facing a difficult budget equation again this year, made all the more difficult by Gov. Rendell's persistent approach that all discussions must start with proposed spending greater than the rate of inflation. The state treasury is facing a $5.6 billion gap in 2011 and 2012 resulting from spiraling public pension costs and expiration of federal stimulus budget aid.

Given that this state always looks for tax revenues rather than cuts in spending to heal its budget shortfalls, it doesn't take much imagination to see the bulls eye implanted on the natural gas industry, which is in the midst of massive research and development of exploration of the Marcellus Shale bounty in Pennsylvania.

Our fear is that the Legislature will become blinded by the governor's gas tax projections of $180 million in the fiscal year beginning July 1 and a projected increase to $530 million after five years and just rubber stamp a tax on natural gas development. That would fit in with the state's usual course. Give Pennsylvania an historic economic and employment windfall, and the first thought is not to nurture the source of the windfall but rather to tax it.

That's how a state gets the well-earned reputation for being unfriendly to business.

The better course would be to folllow the path of Texas, another natural gas hotbed. There is a 7.5 percent tax on natural gas there but it is discounted for 10 years or until the operator recovers 50 percent of the drilling and completion costs.

During that decade, the state would be receiving all the economic benefits of increased employment and all the ancillary benefits that come with the industry developing in the state. And the full tax would take effect about the time the infrastructure that is pressured to support the industry is in need of a boost.

There are other states where the gas industry can locate. The most important thing to Pennsylvanians should be to make this state the place they want to locate and thrive, all the while taking the regulatory and review steps necessary to protect the state's environment. Just shaking down the industry right from the get-go with a heavy tax is not smart business.

 

