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The rate ot the gross procmction tax has been five per cent since 

193S mere&& the total rate lerled Oil propert,7 baa 1.ncreued gemraUT 

since 19.35. !be grosa prodllction tu is tiw per cent ot the cub ftlue, 
. 

at the· nll. or the gl"osa UIOll!lt of oU or gu prodl'lced, It. is true the 

base of the gross prod11etiOD ta hu iDcftUed througho11t the yura, hilt 

at the s- t1Jlt ~ bue ot the propert,7 tax has · 1ncreued gemra1q. 

Baaed OD the U~tion that the rate of the gross production tax and 

tbe u ftlarea propert.J' taz WNI nch that the tn taxea wre equiftlent, 

in 193.S. lt 18 tbe plU'pose o~ t.h1a stud;r to sur,,.,- the possibility that 

this equiv!l,enoe ·haa no\ been Dlllintained. 

In addition it 1a the purpose of this etuq to en:rd :ne the revwm.Mt 

pi-oductivit7 oE the gross production tax u a source ot future reff!l118 

tor the State ot Oklahoma. The groea production tu is levied on an 

exhaustible nsouroe vhieh a4vances the question as to the reliabili't.7 

of the tax as a future soUl"C8 ot rennue tor the State. 

B. Hlthod 

'Dine years, 1935, 194S and 1,ss, will be uecl 1n this stm\r tor 

plll"pOBes ot conparing the groa prodac\ion tax rate vi th the propert,7 

tu nte.. The abOft period vu Nl~ted for t.he reason. that the propert,7 

tax rates are aftilable tor these· thl'H year•. 
Counties with groas production t-ax collections ot Oll8 million dollars 

or mre in .t'iacal :,ear 195S-s6 were •elected tor the objective of co11-

pariag the groa1 pr-od\1Ction t ax and the ad valorem propert7 tax. 



In~-- the p-oea produc'1ml ta u a tu~ 80.-.e of ren11111t 

dat. oe pft8erd,ed ~ t.o tu PlY'Sioal )fl'Od.Uon or oil and gas 

in t,be. ~ in t.be ,-.t .J.2 ,....., boYe4 ~-- .. pal)lished bf t.he 

n.e- ot. ,u ...... ai.o preN!MCI. 

c •. an.a ~Oil "·-- J.d fa1oNa ?.ropert, 

TaatfAa. ot 011 ad OM 

1t1e ~ tea.- ·---. ad ftl.Cftll propen7 ta .. the 
jjro. prodrl.ct,~ MX ill that the toll!IR 1a a • ·. el l8fT oa. the 
U1188illlld Tal.111Mo11l ~ tat 11111WOWU1841 ldMaia 'llb9nM u. 1a,i. 1a a 
aped.t1o • ti! ~ lax Oil ll1mral8 ....,194 .troa the powt dar.l.Jw 
• sped.tied l>fflod.i ' 

~ haft ~Joa wbieh - t.hla -,.rt; .tl'OII other tO!'IIII 

ot pr ... and. 118&1.tA .. ·-~ 1a t'.lll'Jla 1111lm• it. .. ...., to -

t.baa *PN1al t.rea~ tor taJaU. J.'IU1!08.. P'S.N\, tbe ~ t,f· 

Jll:bae-1 ~ ro.-, ord1rlu7 a4 w1aNa t"'..m\1.• u dlfflolllt., '.l'be 

w. w.lM ot • .lld.niaftl 1'190~ dep9nu oa bGlih 1he qunU.\y aa4 tblt: 

qualil.7 ol 1be deposit,. 1he ftl• or tihe wS':**]. NIIOl!ll'Ce 18, D0tt ·eu~ 

. •uu:rwd. SeoondlT, ld.lllnJ. depNit. are c ml1' located in .....,, 

populated ---. 'W1wD, the ad Yal.o.Na properi,r ta 19 ued to t.a: oil 

and pa: in 8pu"Nl7 populated ..... l.olf ----1,; &ml lair Jdl]age Nte8 

might.. reaul~ ~-- a ..U ~Oil Jd.&b,\ -~ nquu.. a J.uo&e. uo,_, 

ot l'nllllm• ·~1rc11y, IIS.mnl. .JWo_... are nb•:uted ill the procea ot 

ezplo1tatton. 



I 
are available to pay annual taxes. Many students of tax problems teal 

that levying a tax at the time of production is a check on this possibill ty,. 3 

Stu.dents o£ taxation point. out advantages of the gl'!OSa proouct.ion 

type of taxation. Fi.rst of all, t .he state as a w~le ean benefit from 
-

the reveme of the gross production tax insteac! of . a f ev il!lolated e0llll1U-

niti.ee. 'lhe Legislature of Oklahoma is prohibited. by the Com ti. tution 

t:rom levy1ng an ad valorc property tax for state purposes. Therefore arr,

reYenue received from property tu.at.ion of oil . and gas would be retained 

by the county in which the resource is located. Secondly,, the gross pro

duct.ion tu: can be effectively and economically administered.. 'lbe gross 

production tax avoids the ditfioult.ies imrolved in assessment. Thirdly, 

collections are made when th,e oil or gas well is producing. Lastly, being 

a heritage of the state, an exhaustible resource should be taxed in ,such a 

manner as to reimburse the state to sone extent as the wealth becomes 

depleted.4 

Some student& poi~ out objections to the gross production tax. The 

gross production tax produces an unstable and unpredictable yield, fluctua

ting fl'OJl year to year. Secondl¥, the gross production tax needs to be 

supplemented by some other form of taxation because it does not aapply to 

non-produ.cing wells.5 

Jxar1 c. · Crockett., •SClll8 Polley Quest.ions Relating To nie Tuation 
o.£ Mineral Beaourcee,• Rational Tax AasociaUon ~a of The Frz
Finlt Annual Co~erenee on !ax.at.um, ed., Ronald~ (Sacriiiien o, 
dallloriila, 1948), pp .. 2'J.,:227. · · 

h:tbid.. ,. P• 227. 

'Ibid., p .. 228. 
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A change 1188 made in 1933 prpviding that tne reports and payments 

be made to the Qclahoma Tu Comnd.as!on,5 'lhe rate was three per cent,. 

as bet ore I levied on the gl"QSs value of petroleum or crude oil. based. 

7 

upon 42 u.s. gallons ~r 2Jl cubio il'.lCh• per g~~ computed at a tempera

ture ot 60 degreea .f~ei.t t~ oil measurement-. 'lhe ·qaarterly system 

ot tiling reporte an, making payments changed, · e!'fective June 30, 19)3• 

to · a aonth~ arrangement. It was also provided that no equipment or 

niachinery be. exempt from the payment ot the ad valorea property t.ax 

becawse of pape.nt of the gross production tax except the . equipment or 

machinery which waa _actually neeeasary for the productim ot oil or gas. 

Section S, Chapter , 103 ot the Session· Laws or 1933 was amended in 

1935.6 'lbe ra.te waa. raised to five per cent, and the tax levied was to 

attach to and be levied 0n the royalty intvest. 

The exiatitg lav7 pro,idee that any penon engaged in the production 

o! crude or llineral oil, natural gas and/or c~inghead gas shall file ldth 
I 

' I 

the (k]ahoma Tax Comnd.ssion. a statement under oath showing the location 

of each oil or gu well operated or controlled by said P4'raon.. Also to 

be included in the npart is the kind or Dri.neral oil or gas produc ad, 

the gross a.,unt produced, and th.e actual cash value 0£ the oil or gu 

at the time and place ot :s;roduction,. the amount of royalty pay-able on 

said ail or gu, and the £a-eta on which aD.7 claim te ex.-pt.i.on o.L royalt7 

is cl&iaa.d. .At the •ame time the report is filed a tax equal to five per 

~ 1933, Ch. 10),, P• 202, Sect. S. 

~ 1935, P• 271,, Sect. 1. 

7 68 <kl. St. Ann. Sect. 821. 



cent of the gross value of the production of oil or gas is to be paid to 

the Cklahou Tax Comm1asion. The tu attaches to and is levied on what 

ia known as the royalty interest and shall constitute a lien on such 

inte~t. 

The payment ·c;,r the groas production tax is in lieu ot all taxes 

levied on property by tbe state, eaontiea1 cities,. towns, townships and 

school diattri.cta. It 1a in lieu of any tax on produci:ng leases, upon 

-1.neral rights and. privileges for aineral.a belonging to or apertaining 

to land. 1'he gross production tax is also in lieu of any tax on machinery, . 
appllances, and equipment used in and around any well producing oil or 

gas. Oil in atorage and on. hand at the date when property is assessed 

tor ad valorea taxation is to be 'taxed as other propert.y w1 thin the taxing 

district in whiel?- the oil or gas in storage ia .located. 

Sme questions have arisen as to interpretation of the above aect.1.on 

or the present law. Since the gl"OSB Jr oduction tax is an in lieu tax it 

vu thought by saae owners ot interests in oil. and gas properties that it 

is also in lieu of the State Inc.e111e Tax. However, the courte -have held the 

gross production tax t.o be in lieu of the ad val,arem property tax only 

and does not relieve the taxpayer from paying the State Inc·ome Tax on 

incaae derived from the production of oil. and gas,., 8 It was also ques.tioned 

whet.he!' 1 because or oil. or gas beneath_ the surface, the land shwld be 

.aaaessed at a value gJ'e&ter' than the surface value. 'lhe courts held that 

866 Ciel. st,. AJ.m.. Sect. 6211 Hotea et· Decisionst ·Note 61 p. 127.., 
Sbaftei- v" Cartw, 40 s. ct. 221.,, 2,2 u,.s. 37,, 64 L. Ed. WaS (1920). 



~-- ftblea in ell and pa 19eourcea -, not. be ill:lud.ecl 1a ,._. 

~JIIUlent, of land !OP ad valarelll plil'p08ft.,9 

.Solla ditf'1c11lt.7 ..... men -~ ~\bl,:, oil ol" gas la 

prc:dacet ._in___._• ·a ill the priocen o_t pl"Odut.lon. T11B c·oUZ"U 

hold that.~ •oll ..,..., ... aid to be: prodllc.ed tor 8'0U prochlct,1on tax 
' 

. . 

9 

as to permit, 11* JINSUNllffit .. to .quntitJ" and it• t.ti.Jr":u·:to, ftl•.•10 . ~~. ~-,,.. 

oll prodla1111d t1"0ll l.eulhold 1n at&te and re~1ned ia ·9"0k t..eaa on 
pNMTIB llbn'il p~ t• Jll'll'PO• ~Nine ......... 'Lo cauan~v aacl 
d*Y$.V 1a 1n pw• or lmDs' prodaNd ..a •• not. eouU-. oil 
1n ~ ud oil .. Nta1ae4. a Jmma17 tint ot _,. J9f!' is ~ 
nbjeot. \o ..... lllllld ..t ftl.oNII tor the ·811CCt18Clin& ,-r. n 

-n. ,re·ll!IJd, JQ _petlatn1Dg 'k the groa pNdnet,tan t.az aJcu it 

clear that OIU1' ~-_.. snM•171'h1ah 1a ~ ---.r;r_ and 

1a ~inl' aecl SA pl'Odllcing oU or ID i• WI 14 *'· fl"OII a4 Y&1.o.Na propel'Q' , 

-.rat.ion., the la expllclt.~ •tatelt :that ica Pi.nt•~ hoep1talaa office 

buildinp• ld'&Ce•• Naidll:rmea, paollne abftNet.tou or abeorpUoa pl.anti, 

•ter ~. _ hiel 91,8'taa, ancl roa1og hOUN aft not to be 81Gp~ fl'OII _ 
-.a Yal01'911 propert.7 t.m..t.1.GD bec;auae ot PQIIIQlt. at a gross production ta. 

. . 

rn o• 1na~ •rtia1u IIIICbinerr .&1111 equ1,..nt-.. dffoted ~ t .. ditt~ 

llltea. !he 18_. - w.\hlr trhlt• "ta.. ab.oulcl ),e 1:aiMl _.., the &4 

, 'n.u., •ote s. P• 128. reno,.~ T. Boud ot lqu:U•t.1.on ·ot O\taia. 
COllldf'.r lJO' ·Okl. ). 26k l>. 891 (1928)~ . 

JO:ndA.;-·1°'9 12_. P• ]JO,. Slm,lail" Prairle 011 Co.• 1-,S Ok]... ts,., 
S3 P-. 2c1 211 (1936). 

llibtd., Rote 12., p. UO. 

.-
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crucle oil or gaa tram.ported and subj·eet to the gross produc ti.on tax. 

Persons,, fl.ms, or eorporat:1,ons engaged in reti~ng must file aonth:cy

inf'o:nnation xelat.1.Te to the amount. of crude oil or other nd.neral oil, 

which ia subject to the g1"'088 p- oduction ~, that baa been processed 

during :such montb:cy- period. Those eng,ed in the purchase of or storing 
I 

crude o.il or other mineral oil llllat file fl report to the. Cklahoma Tax 

COlllliss.ion showing the amount o! oil in storage plus intormation showing 

th& ~atl.GD1 identity, cbara.cter and capacity ot the storage l'ttCeptacle 

in which the oil ia stared., A. t'ine ot twenty-ti ve dollars fer each dq 

15 

ia levied tor fail.Ve to .fumish .such information aa 011tlined above...31 

'Dle_ 1916 law provided fer a penalty of one, hundred dollars & day for eTer:, 

day .in which a report was failed to be mad~.32 Thie JrO"fision was im:lu"" 

ded in the 1933 Act..33 

Section 825 ot t.he present law at.ates that an:, peraon who makea a 

false oath to any of tbe required reports is guil-ty of perjU17.J4 Thia 

provision vas written into the finrt law of 1910_. 35 

Section 83.3 of the present law makes provisions as to who is to pay

the tax. Cb oil or gas sold at the· tine of production the tax i .s to be 

paid by the purchaser., The purchaser in turn is authorized to dedu: t the 

tu in makirc aettlemente with the producer and/ or, .royalty owner,. If the 

Jlur1d."' sect. 8?9.,. pp •. ~l4S. 
32 . · 

1awa, 1916, Ch. 39,, P• l<Jf, s~~. 1.ar. 
3.)Lawa 193.3, Ch. 103, ~ -207,, Sect. 9. . . . 
3468 Qcl. St. Ann. Sect;. 825, p. 139. 

JSR.J., •. 1910 Sect. 7468. 
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10T4L ·· l'ROP&llff TlX XILLlGI l2VI FOil OAJlnR 
cotnrtt Ml 19JS,, U~, UD ~S 

19Ss ms . . 1921 
couv 'Levr, 

Oeneral .Fund. 
COllatt Wide 

School 
$1nld.n& ,.., ... 

. 
Total COlin't7 Levy1 

School District LAVI 
Ge11al'&l Fland 
S1n1c1ng Fund 
bi,lding hnd 

To1*1. Sc11ool 
Dist,rict LeYJ"t 

Total SOhool DUtriot 
Le't7 apd County' LeY71 

a.es O.nen.1 FQd 

4.00 Se~~ Sohool 
81 nJdq hod 

1.70 Gld 

lk.~S 

21.00 Gemnl Pad 
4.19 Sinldng Faod 
s.oo Bid] dhJC lf\aDd 

.30.19 

la4. ?h 

T,40 Gellel'a1 Jund 

2.00 S.~ate Sohool 

1..32 
S1~n1 Fland 

014 
Special ·, 

10.12 

11.so o-.rai hnd 
2.i.o SinJdnc Fud. 
s.oo Buildiilg ~ 

-
24.90 -.C,(. 

,S.62 'iw. 

"' 

6,4' 

LSS 

s.g, 
.26 

13.e, 

10.59 
6.59 -

11,18 

3407 

Source, Data oii Propeny Tax levie1 tor the tt•te of Oklaho• collected 1n a •tW,, ot the, General Proper1;y 
Tax b7 Rqmond D, 'lboaa, De~ IEJ'itu of the Sobool ot Business, OklAhau. State Uninrsit,'. 

= 
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TOTAL PROPDff 1'il MIIUGI' Lfff FOR otWIClll 
COUftr·· POI U)S, 191',. AID 1,SS 

19SS r .. , .~.. . . . , , , 1'4S 11li · 
Coutt LeT.r• ~ 

General had 
Q*1t7 VS.de 

School 
S1 nJd ng Fund 

Mew 
Special 

Tot.al Co=v tevs 

Sohool Dietr!ot Lff.rs 
OQeral Fml4 
S1*1q 1'mcl 
Bu1141,w hnd 

Total School 

~ 

1.00 

h.00 

2.so 
6.03 

19-.SJ 

l 

2).00 
S~80 
s.oo 

District tevs · · · )J. 80 ·. 

Total School DUtJ'i.e\ 
i.v ._ OOIUIV IA'fJ:t SJ.33 

:....::.__-,..-

Gellllftl hnd. 

Separate Sohoo1 
Sinldng FlaD4 

Old 
SinldJ:ag Flllld 

Jlw 

Ge•ral hafl 
8:tnldnc hlld 
BvJ.l,ding,.. 

S.-7S 

2.-00 

tt76 

J! 
8.87 

u.oo 
1.19 s.oo 

21.79 

30.'6 

GQeral hnc1 

Sepu-ate School 
Sink1 DI hDd. 

Old 
lpeoi&l 

Oemftl. J'wld 
8in)r1•11'm4 
Bu1.141ag rmact 

~.20 

l.6S 

2.st 
.48 

,.Bk 

s.68 
3.62 
s.oo 

]Ji,.30 

24.14 

Source t Data on Propen7 · Tu l.ertea tor the et.ate of Oklahosp. collected · in a ltlld;r of the Oenel"&l Propert,7 
Ta b7 ~ ». ThollU, Dean Z.ritla• of the School ot Buineaa, Oklahoma State University. 

I\) °' . 



21 

"' ' .. 



· 8 8 . .a- .l 

:b_-!_.a: 

iJi1 

u I 

28 



29 

.SS.1/ 'Li\ 

S'/16/ 'Li\ 

°' /..tNagJ SIY.;>#o'.7..LS S~II 
rl 

... 
'Li\ 
_.:;t 

°' rl 

~,{'A ., 
'Li\ ~/~- CV', 

°' h~'l Oc:./ ;nONI W~s rl 9.s· f ; 
~£ ·"s §,{/ @§ 
~, 'O" sV rx.. ' 

h_LN'Jo;} frtv0#6'7,)yQ Sf'I/ 
Cl) "/~ f:1 
.~ 

5 
SS-6/ 

0 

.~ t:1 ~~v 8 :> 
h.LN'n"J N702N/7 ~~/ ~ H"' 

~ :> .. 
A:: :> 
0 

N,// rx.. .. 
::,,.. 

1:,0·9~ Sp£/ § : .. h..L/Y"' "J #IM~,:3 ~Ir~/ .%'ii 
H 

(:cl H 
Cl 

:j ~" 
C3'"2'h SS'.1/ ~ .. 

so·9~ S:Q6/ H 

~ (I) 
..t!N"'1~ A';~JIJ Sf:b/ ~ ·~ 

~ .. 
r-i 

'ft~~;,f SS'6/ .. 
'2!'9S£ ~6/ ~@ 

/bVt19 d'~.LJ'i,I Q Lo·~ .S£t/ ~g 
0\00~0\i') OVi~LO~V)O ~ IQ ~ l.r) 0 0 (:)'- (:)--. OQ """ 'I°" ,.,9 -.s> V) ~ r'0 I') 

' 
Mil :fr DVI1IW 1 V.LO.L 



D. JAmitat.iona 

Comparison of the equiYalence of the gross product.ion tax and the 

ad valorem property tax as has' been done in this study" ha• ctefini te limi• 

tati.ons., 

The first limitation 1s at.he aasumpt1oii tba\ the base ot the gross 

production tax and the b.aae o£ the .ad TAlo~ ~opert,.. tax were such, that 

with the given rates of each, there .was equi....:Lenc.e .in 19..35. 

The aeoond liml.tatlon 1.$ the assumption that the base of the gross 

production tu did not increase enough to maintain equivalence even though 

the rate of the ad val crem property tax increa,.ed and the rate of the 

gross prod.ue.tion tax remained the ,same through the period 19JS to 19.55. 

For purpose of illuatration .a h1J>otbet1cal problem will be presented. 

Sup.P()Se for Carter County the base and rate of the g?Oas production 1ax 

ware ESUeh that they were equivalent in l935. With. reference to Table Cile 

it is seen the ad valorem property tax rate increased _from three and one

tenth per cent in 1935 to four and rwr-tenths ~r cent in 1955.. It' the 

base of the groes product,1.on tax ,and the ad Talor• property tax. would 
, 

have been the same in 1955 .as they were in 19.35 then equivalence would 

l)Ot have been llaintai ned. If the base of both taxes would have increaaed . . ' 

at approximately the same r.ate then equi v...:Lence would not have been main-
. . 

tained. Another possibility is that the bue of the grQss production tax 

JJUl1' have increased enough so as to maintain equivalence even. though the 

rate ot the ad 'Yalarem property r has increased and the rate of the 

gi-oss production tax bas remained. the same. 
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