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Fracking for Dollars 
 

How Municipalities Could Reap a Windfall from Natural Gas 

 
It has been known since the 1950s that North America has tremendous quantities of gas and 
oil trapped in deep shale formations, but until recently, almost all of this was deemed 
unrecoverable.  Recent advances in combining hydraulic fracturing and horizontal drilling 
have materially reduced the cost of recovering shale gas, and dramatically increased 
projected reserves.  Technology emerging within the past 10 years has enhanced the ability to 
extract the gas through hydraulic fracturing, or “fracking.”  Such advances and high natural 
gas prices have prompted energy companies to start mining from such areas as the Marcellus 
Shale and the Barnett Shale in Texas.  While there are significant environmental challenges, 
particularly contamination of groundwater and aquifers, the potential development of 
trillions of dollars of domestic shale gas reserves over the next few decades could have a 
substantial impact on municipal credit quality if these shale gas reserves are developed on a 
large-scale.   
 
New natural gas discoveries have been a game changer for the industry, lowering prices and 
adding stability.  In Pennsylvania, Ohio, and West Virginia, drillers dipping into the Marcellus 
Shale contributed to a boost in fracking that helped increase supplies and cut prices 32 
percent last year.  This has led to more construction of natural gas plants and some 
displacement of coal with natural gas.  Opponents of the method point to instances in which 
the fracking process has been linked to exploded or contaminated water wells.  To address 
some of those concerns, the U.S. Department of Energy now suggests that companies should 
disclose the chemicals they use in drilling.  There is no federal requirement in place, and just 
five states have enacted some form of chemical disclosure laws.   
 
Fracking has been employed for decades.  However, technology advancements are enabling 
access to vast quantities of previously unrecoverable natural gas in regions where it is not a 
familiar practice.  While some argue that more oversight is necessary to protect public health 
and the environment, others believe that it is already adequately regulated.  At the federal 
level, fracking is exempt from the underground injection control program requirements set 
forth in the Safe Drinking Water Act.  Congress is considering legislation known as the FRAC 
Act though, which would remove this exemption and require public disclosure of chemicals 
used in fracking.  State lawmakers are also exploring more stringent requirements to assure 
that new natural gas resources are developed safely. 
 
Since October 2010, more than 100 bills across 19 states have been introduced relating to 
fracking for natural gas.  The most active states include New York and Pennsylvania.  This 
explosion of recent attention is largely attributed to fracking in regions where it is not as 
familiar to the affected communities, such as in the Marcellus Shale region.   The Marcellus 
Shale lies underground, from 300 to 6,000 feet below the surface, covering 95,000 square 
miles from the Southern Tier of New York, across Pennsylvania, and into parts of West Virginia 
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and Ohio.  It derives its name from a visible exposure of the shale near Marcellus (NY), in the 
central part of that state.  An industry-funded report released this summer estimated the 
overall economic impact of drilling in the Marcellus region exceeded $633 million in 2011.   
 
As discussion intensifies about expanding drilling for natural gas in the Marcellus Shale region, 
a major talking point is suitable compensation for the counties and municipalities where 
drilling takes place.  In Pennsylvania, debate has heated up over whether to impose a tax or 
severance fee for extracting, or “severing” natural gas from the earth.  Pennsylvania is the 
only major drilling state with no such tax.  The Marcellus Shale essentially covers all but the 
state’s southeastern portion.  Drilling has increased substantially over the past three years.  
The natural gas industry and related businesses have generated an estimated 72,000 new 
hires in Pennsylvania over the past 18 months alone.  Timothy Considine of the Laramie (WY), 
consultancy National Resource Economics Inc., cited the lack of a severance tax as reasons for 
Pennsylvania’s drilling growth.  The imposition of any significant severance tax on Marcellus 
natural gas output could induce a redirection of investment flows to other shale plays.   
 
While many rural areas, especially in western Pennsylvania, are poised for growth, there are 
challenges down the road.  Without a severance tax, municipalities may be strained to keep 
up with infrastructure or education requirements.  Unaccounted expenses could prove to be 
burdensome to local governments in the future if not planned for now.  In July, a 30-member 
shale panel commissioned by Governor Tom Corbett, recommended imposing an impact fee, 
as opposed to a tax, on drilling companies to offset local infrastructure and environmental 
costs.  Reportedly, state leaders are close to agreement on charging as much as $50,000 for 
each new natural-gas well; this would allow county governments to fix the bridges and roads 
damaged by industry traffic, improve water treatment, and clean streams and waterways.   
 
Companies connected with natural gas drilling activities in Pennsylvania have paid more  
than $1.1 billion in state taxes since 2006.  This has grabbed New York’s attention.  It would 
be unreasonable for New York State government to disregard the economic benefits that are 
being achieved below the state line in Pennsylvania.  The business-oriented Public Policy 
Institute of New York State said in a report that shale drilling could create nearly 38,000 jobs 
in New York annually.  The state sits on the northern edge of the Marcellus Shale, which may 
hold enough natural gas to supply the U.S. for two decades, according to Terry Engelder, a 
geosciences professor at Pennsylvania State University.   
 
Anti-drilling interests, citing concerns about the environmental impact of new gas-drilling 
techniques, have effectively delayed shale gas exploration in New York.  The state would lose 
any chance of reaping the economic benefits of the shale-gas boom if local governments are 
allowed to ban drilling through zoning laws, advocates say.  In 2010, New York placed a 
moratorium on the drilling process so state regulators can develop rules.  New York, like most 
states, regulates oil and gas development.  The state also recognizes municipal home rule, 
which allows towns to adopt laws to protect their “physical and visual environment” and the 
“safety, health, and well-being” of residents.  The state could become the only one that 
allows municipalities to ban fracking.  Most local bans would exclude heavy industry such as 
gas drilling through local zoning laws.  So far, 20 towns have done so, said Karen Edelstein, a 
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geographic information-systems consultant in Ithaca (NY).  However, the courts could view 
such blanket prohibitions by towns as a usurpation of the state’s authority. 
 
New York State’s Department of Environmental Conservation, in a preliminary impact study it 
sent to Governor Andrew Cuomo said shale-gas drilling, with safeguards in place, would not 
contaminate drinking water.  Pro-drilling interests saw that report as a breakthrough.  
Governor Andrew Cuomo said on January 4 that he would wait for state regulators to finish 
the guidelines before making a decision on how to proceed.  New York’s proposed drilling 
rules have been criticized by both industry groups and environmentalists.  The draft rules 
would ban fracking within 4,000 feet of unfiltered watersheds that provide drinking water for 
New York City and Syracuse.  New York City receives 1.3 billion gallons a day through a 
network of gravity-fed aqueducts from 19 reservoirs as far away as 125 miles.   
 
New York does not have a specific gas severance tax, but instead has a significant property 
tax based on gas production value.  Maintaining that local governments would benefit from 
new tax revenue, the Public Policy Institute of New York State estimated that the Town of 
Owego, in the Southern Tier, would generate $345,025 in combined real property tax revenue 
for Tioga County, the Town, and school districts. 
 
Natural gas severance tax collections in West Virginia totaled $52.8 million for fiscal 2011.   
West Virginia has two separate natural gas severance tax dedications to local governments.  
The state shares 10% of net natural gas severance tax proceeds with both producing counties 
— 75% of the total — and all counties and municipalities, with 25% distributed based upon 
population share.  The most recent distribution share, slightly more than $5.7 million, was 
sent out last June for calendar year 2010 activity.  The state also dedicates up to the first $4 
million per year in severance tax receipts from coal-bed methane gas wells to producing 
counties.  The Circuit Court of Monongalia County, in August overturned a Morgantown 
ordinance that prohibited fracking.  In her decision, Judge Susan B. Tucker said the state 
has “exclusive control” over oil and gas development.  The local effort was overturned 
because Morgantown failed to establish that fracking threatened the community’s right to 
clean air and water. 
 
New Jersey, like its northern neighbor, has been slow to embrace natural gas drilling.  New 
Jersey legislators passed a bill this summer that would have permanently banned fracking.  
But Republican Governor Chris Christie vetoed the legislation, instead opting for a one year 
moratorium, during which officials will draw up regulations.  In Maryland, Democratic 
Governor Martin O'Malley recently put a three-year moratorium on fracking so that the state 
might study its impact on the environment, and on public health.  Preliminary reports say 
that the study will recommend fees and taxes if the state issues permits for fracking. 

In Pennsylvania, municipalities cannot exclude an industry through zoning.  They do have the 
authority to limit drilling to a specific area, though a bill being debated in the Legislature 
would strip them of that power.  Industry wants one-stop shopping.  That is what drilling 
companies find in Ohio, where state law is clear in its pre-emption of local ordinances.  No 
operator would logically invest the hundreds of millions of dollars required to amass lease 
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rights if they are at the mercy of a town board vote.  Ohio Governor John Kasich has begun 
for the first time to construct a state energy policy that will likely involve oil, gas and 
renewable sources.  Kasich has said he has no qualms about fracking, and described Marcellus 
shale as a gift from heaven for a state in which one in four children live in poverty.  
Lawmakers are currently considering an increase to the state’s energy-production tax.  But 
Kasich said he wants to be careful not to “overtax” or “over-regulate” and drive companies 
out of Ohio.  Enthusiasm in Ohio does not seem tempered by a recent U.S. Geological Survey 
study estimating that the Marcellus formation contains about 84 trillion cubic feet of natural 
gas, far less than the estimate of 410 trillion cubic feet the U.S. Energy Information Agency 
had been using.  Residents of Ohio say the benefits of drilling for natural gas outweigh 
environmental concerns, a Quinnipiac University poll shows.  The drive is spurring investment 
such as a new $650 million pipe mill in Youngstown (OH), even as the U.S. Environmental 
Protection Agency studies the effects on drinking water.  In addition, the Ohio Natural 
Resources Department is reviewing data from 11 earthquakes that shook Youngstown last year 
near an injection well used for disposing fracking wastewater.  No quakes had been recorded 
there before. 

In summary, fracking has produced a boom in natural gas production and states are seeking to 
cash in.  An assortment of levies have been recommended to both cover costs for the impact 
of fracking on roads and the environment, and to restore state treasuries battered by the 
recession that began in December 2007.  State governments, many of which are operating 
with less tax revenue than before the recession, are seeking to raise funds without 
discouraging an industry that has added jobs.  The natural gas industry is pushing back 
because the costs could quickly add up.  Energy producers including Chesapeake Energy Corp. 
of Oklahoma City and Talisman Energy Inc., based in Calgary, drilled 1,751 wells in 
Pennsylvania from January through November last year, according to the state’s Department 
of Environmental Protection.  A $50,000-per-well fee would cost producers $96 million a year. 

Some state legislators are trying to ban fracking until more is known about its potential 
impact, and what techniques may effectively protect public health and the environment.  
Although fracking has been used for decades and can help access massive quantities of 
domestic resources, state lawmakers continue to debate the extent to which the practice 
should be regulated.  As fracking continues its expansion into regions where residents are not 
accustomed to resource extraction, such as near the Marcellus Shale, legislative action is 
likely to increase.  States continue to work towards balancing the economic benefits of 
accessing new resources with protecting public health, drinking water, and the environment. 

The development of this resource has the potential to materially increase the nation’s GDP, 
lower energy costs, create a large number of new jobs, and enhance national security.  
Although estimates surrounding many key factors are in flux, and concerns over health and 
environmental issues have still not been adequately addressed, MTAM believes that investors 
need to be aware of the potential credit impact shale gas development could have on 
securities issued on behalf of states, localities, and utilities. 


