Texas Margin’s Tax Negative Impact on Transportation (Midstream) Assets
Issues:

The Margins tax is based on an antiquated SIC that does not account for the way midstream assets are owned, operated, or most importantly, how they generate revenue.

Today, midstream assets can gather, treat, and transport energy resources or engage in some combination of some or all of the activities. 
These entities enter into contracts ranging from purchasing energy resources at the well-head to just transporting them for a fee. 

Inequities and Undue Burden Created:

Many midstream assets do not qualify, or cannot take deductions for costs of goods sold (COGS) because of issues resulting from the lack of legal title or ownership of the goods being transported, manufactured or sold.
By allowing some pipelines to take deductions, while others cannot, inequities are created between operators and ultimately lead to a competitive advantage for some.  (see attached example)

Because of the unitary reporting requirements, midstream assets’ taxable margin is often 100 percent of their revenues. This is due to many entities having little or no deductions.

Midstream entities that provide or engage in wholesale activities are wrongly prohibited from being taxed at the half percent rate because many are “utilities.” Although they are not utilities in the same manner as telecommunication, electric or local distribution service providers.
The compliance costs of tracking and computing the tax have created a significant burden and cost to midstream assets because they do not keep records in the manner the tax requires to achieve compliance.

The property tax burden on this extremely capital intensive industry has increased substantially over the course of the last 5 years.

Solutions:

To address the burdens and inequities created by the Margin’s tax, two changes are needed in the existing statute. The changes are:

Permit midstream assets to qualify for the one-half percent rate by clarifying what types of utilities can or cannot qualify for the retail or wholesale rate.

Permit midstream owners to take the same cost of goods sold deduction for their operations when they hold the burden of ownership, however, do not hold legal title.

Pipeline A

Type of Pipeline: 

Natural Gas Gathering and Transportation Pipeline

Revenue Generated from: 

Purchasing raw gas, treating it, and then reselling it downstream.

Tax Example:

Revenue:         $1,000,000,000

COGS:                 $900,000,000
Margin:               $100,000,000

Apportionment:               25%

Taxable 

Margin:                $25,000,000

Tax Rate:                1 percent

Total Tax: 
  $2,500,000

Pipeline B
Type of Pipeline: 

Natural Gas Gathering and Transportation Pipeline

Revenue Generated from: 

Transporting raw gas, treating it, and delivering it end point determined by contract for a fee.

Tax Example:

Revenue:         $1,000,000,000

COGS:                 $500,000,000
Margin:               $500,000,000

Apportionment:               25%

Taxable 

Margin:               $125,000,000

Tax Rate:                 1 percent

Total Tax: 
  $12,500,000

Difference: The entity cannot include the costs of gas (fuel), depreciation, salaries, utilities or insurance in the COGS deduction. 

Pipeline C
Type of Pipeline: 

Natural Gas Gathering and Transportation Pipeline

Revenue Generated from: 

Purchasing raw gas, treating it, and then reselling it downstream - and -transporting raw gas, treating it, and delivering it end point determined by contract for a fee 

Tax Example:

Revenue:         $1,000,000,000

COGS:                 $700,000,000
Margin:               $300,000,000

Apportionment:               25%

Taxable 

Margin:                $75,000,000

Tax Rate:                1 percent

Total Tax: 
  $7,500,000

Difference: The entity can include only a portion of the costs of gas (fuel), depreciation, salaries, utilities or insurance in the COGS deduction. 
