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CHAPTER I
INTRODUCTION

Income from land in Oklahoma involves not only income from agricultural
production but also, of almost equal importance, income from the subsurface,l
Subsurface income arises in several ways, Most important is the income from
actuel sale of minerals, but of wider geographic distribution is income de-
rived from the leasing of subsurface rights, The Mid-Continent Oil and Gas
Associstion states in a mimeographed release” that, "During the 10 so-called
depression years from 1930 to 1939 inclusive, there were in forece in the State
an average of 72,000 leases, covering an average of 7,350,000 acres amnually,
This amount of acreasge represented more than 16 percent of the 44 million
acres in the State."

Other data from the same source indicate that the lease rental per acre
averaged 90 centa, Moreover, it was estimated that more than 1,000,000 acres
of new leases were taken each year with an average bonus paid of about $10,00
per acre, The same release points out that there were many farmers whose
major source of cash income during some depression years consisted of lease
rental money., Incomplete investigations by workers in the field of sub-
surface land economics indicate that such income was at least an important
part of total income of some farmers during those years,

Another practice from which landowners realize cash is the selling of
subsurface rights; that is, the sale of the right to participate in any

1 Stetistics compiled by the Mid-Continent 0il and Gas Associstion show
that the 5-year average (1937-41) value of crude oil produced in Oklahoma was
$199,645,000, Data from the B,A.E., U.S.D.A., Oklshoma City office show the
yﬁmammmmmmbemé,m,omrw the same
per -

2 The 0i1 Industry in Oklahows, February 3, 1941



income accruing to the subsurface whether it be from lease rent and bonuses
or from the sale of produced oil, A transaction of this nature is simply the
sale of possible future income for a present cash consideration, but it is a
means by which a landowner can reduce his capital investment in land,

Although the most important source of income is that derived from the
gale of the actual oil and gas, this income accrues to relatively few people,’
More widely distributed, and the subject for this study, is the income aris-
ing from leasing activity,

Purpose and Scope of the Study

Mumerous indications point to the fact that landowners give considerable
thought when buying and selling land to the possibility of income from leas-
ing their land for oil and gas development, However, there has been little
in the nature of empirical data to which anyone could turn to see just how
importent, from a financial standpoint, is the income from leasing over a
period of years, Or, how often can an individual landowner expect to lease
his land over a period of years? This study is an attempt to furnish inform-
ation of this nature by analyzing factual data from public records in a cer-
tain segment of the State for a designated period,

It is believed that from these data, it will be possible to establishs
(1) the aversge income derived from undeveloped mineral rights in an ares,
(2) the income value of these mineral rights, and (3) the chances an indi-
vidual has of leasing his land,

Edwards® in his study of Payne County, in Oklahoma, found that for a
43=year period, 1904-1946, the average income per acre from leasing amounted

3 The Mid-Continent 01l and Gas Association estimated that in 1939 oil
and gas were being produced on only 620,000 acres. Ibid.

4 Roy Vernell Edwards, A Study of the Source and Distribution of Income

aterts Tonais, lishome i ani Ne Callege, Toore o s (AN,



to 55 cents per year, He further showed that 36 percent of the land was
under lease more than half the time and that 79.2 percent was under lease more
than one year out of four, On this basis, he estimated that the income value
of the undeveloped mineral rights for the county as a whole would average
$11,00 per acre,

Edwards' data show that prior to the late 1930s the proportion of land
under lease each yesr veried widely from the 43-year average, Beginning with
about 1938, the proportion of land under lease was relatively stable in that
pert of Payne County included in the area studied in this thesis, The pro-
portion leased each year after 1938 was roughly equal to the 43-year average,

Payne County lies in a transition zone between the rougher, timbered
areas of Central Oklahoma and the prairie land of Western Oklahoma, Also,
the county lies at the western edge of the area of intensive mineral explora-
tion occurring before the late 1930s, Leasing activity has been moving west—
ward in recent years, Because Payne County is situated as it is, and because
the data show that leasing activity has been relatively stable during recent
yeers, BEdwards' study served as a guide in choosing the area to be studied
in this thesis and the period of years to be examined.

The area studied is the major portion of Western Oklahoma (Figure 1),
The eastern line of the area follows, in general, the eastern border of the
Central Prairies and the Low Rolling Plains, The area extends westward to
the Texas line except in the Panhandle. At this point, the area extends six
miles beyond the western line of Harper County,

The area is relatively uniform physiographically consisting of two
natural sub-regions, the Central Prairies and Rolling Plains.’ It is an

5
Aot WPMMWMM
Region, United States of Agriculture and State taral
Agencies cooperating. (No date).




i B R A AN W T A 3% 8 R YT s o

Bt b i Temecr T
5 ¥

- SO S,

i

_
|

CTTAWA

NERD &m\;

TOUOTAN §

BOWATA (CRAIE

|
|

LA,

P

e e et
o

7

R

R . T v -

Th A A e S

L e

ey e

'NATURAL SUB-REGIONS OF [THE AREA

!
;
1
]
!
!
§

;
/
P
I

AREA STUDIED AND BOUNDARIES OF THE

FIGURE 1.

]
f

3
I

LAt

TR RE

t

F]
L

FYSRE

g |
e Be

O;.m» .;WL,J,W:, T
g8 JB
25 83
| by g |
T
|

L. B . St . Vol e 5, e €

OKLArAMA

© i s s e

kS
“
2§
m -
i -
- N
s ,,
2
<

P T

.-‘”7 -

e




area that until the late 1930s saw relatively little mineral exploration and
recovery, Newspapers and other sources indiecate that oil companies are look=—
ing to this section for new sources of oll. It might be expected, therefore,
that leasing for oil snd gas will be sctive in the western part of the State,

Edwards! study had indicated that leasing activity, at least along the
eastern edge of the present study area, was relatively stable after the late
1930s, This suggested that a considerably shorter period of time than
Edwards used might be representative of leasing activity in the area, In
order to get as recent data as possible and still keep the project small
enough to be manageable, the 10-year period 1938 through 1947 was chosen.
The assumption is that this period would not only be fairly representative of
the past but would give seme indication of leasing activity in at least the
immediate future,



CHAPTER II
METHOD OF PROCEDURE

The preliminary investigation was begun by sending questionnaires to
25/, oil companies end operators.’ The questionnaire asked for the mmber of
aeres of undeveloped leaseholds held in each county as of that year, 1947.
Replies were received from 121 firms, or more than 47 percent of those ques-
tioned, Twenty-four of the firms answering had no land under lease, Fifty-
seven percent of the firms usually designated as "major oil companies"
answered the questionnaire,

Summarizing these returns gave an indication of the intensity of leasing
in various counties, This summarization also gave further lead in choosing
the study area, With this much data availsble to indicate that leasing might
be a significant source of income, it was felt that as a guide to further
study a hypothesis should be fornmlated,

This hypothesis, broken into three parts, stated: 1. During the past
10 years, the proportion of land under lease for oil and gas has averaged 50
percent of all farmland in Western Oklahoma,

2., lLeasing activity results in a signifieant supplementary income to
landowners of Western Oklahoma,

3. Capitalization of income from leasing will indieate the value of
undeveloped mineral rights and serve as a basis of judgment on the part of
landowners for evaluating their property rights in the subsurface.

1mnﬁmmmwmmmmmmmeuhsmuﬁm
in the form of a mimeographed booklet entitled, List of Representative
Petroleum Industry Units Operating in Oklahoma and Kansas. The Secretary of
the Association, Mr, Clarel B. Mapes, designated the firms who normally are
active lessees of land for oil and gas.



The first problem to be dealt with was that of determining how much land
was under lease in the area during each year of the period under study. A
study of the entire universe was obviously out of the question because of
cost and time requirements, Some sampling technique, therefore, seemed to
be the best solution,

There are, in the study area, 23 complete counties and portions of 12
other counties consisting of roughly 15,791,000 acres of land in farms (Table
I). The study was undertaken with the idea of dividing the study area into
six sub-areas, The counties comprising each segment were determined by the
leasing activity of major oil companies during the last five years of the
study period, After the area was divided, it was contemplated that a rather
intensive study of one county within each sub-area would be made, The county
chosen was to be the one that seemed to be most representative of each par-
ticular segment as revealed by the study of leasing activity of these major
t:r:mpanieua.2

However, even after the counties were chosen for sampling (Figure 2), it
was apparent that a further reduction in the size of the sample was necessary
-~that is, all of the land within the sample counties could not be studied.
Consgideration was given to the random sampling of several survey towmships
within the county., However, the nature of leasing activity seemed to rule
out this course., Random sampling, even within all survey townships of the
county apparently would not be a representative aanple.a Leasing of land may
or may not be randomized. It is well known that leasing frequently follows

2 Statistics of this nature are available in the Yearbook of the National
0il Scouts and Landmen's Association, Volumes VII and XVII, However, the
data are rather sparse prior to Volume XIV in the yearbooks,

3 A random sample drawn of sections of a hypothetical township closely
grouped the sample areas in one part of the township.



Table I, Total Farmland Area, Acres and Percentage Leased Each Year,
1937-1947, Western Oklahoma
: Total Acres : s ] ] s H : 3
Cownty : of Farmland® : 1937 : 1938 1939 : 1940 1981 ;1942 0z 1943 0z dOWh : 19k5 0z 1946 1947
Sub-Area I (Acres and Percentage Leased)
Part Beaver (Acrcsg 240,640 22,139 22,139 13,957 6,016 16,123 16,123 2Ly, 064 74,117 98,181
(Percent 9.2 9.2 5.8 25 0.0 0.0 6.7 6.7 10,0 30,8 40.8
Harper (Acres) 605,000 55,660 59,895 45,980 23,595 19,360 22,385 47,190 52,635 133,100 232,925 270,435
(Pme!t 9.2 9.9 706 3.9 3.2 3.7 7-8 8.7 22,0 38.5 44T
Woods (Acres) 771,000 131,070 109,482 87,123 67,077 60,138 56,283 128,757 183,498 283,728 349,263 454,890
(Percent) 17.0 14,2 1.3 8.7 7.8 7.3 1627 23,8 36.8 5.3 59.0
Major (Acres) 566,000 63,958 45,280 95,088 95,088 73,014 41,884 41,884 335,638 367,900 369,598 406,388
(Percent ) 11.3 8.0 14,8 16.8 12.9 T Tk 59.3 65.0 65.3 71.8
Woodward (Acres) 748,000 28,42) 37,400 21,684, 24,684 43,348 50,116 87,516 230,38, 382,976 483,208 517,616
(Percent 3.8 5.0 3.3 3.3 5.8 6.7 1.7 30.8 51,2 8ls.6 69.2
Ellis (Acres 704,000 108,570 108,570 71,808 63,360 63,360 63,360 80,960 90,112 160,512 274,570 221,056
(P‘Nmtg 15.4 1501& 101'2 9.0 9.0 9.0 1.105 12.8 28.8 39.0 31.1&
(Pmm) 3-9 309 309 309 6- 3.9 8-3 1904 26.7 32.2 3202
Blaine (Acreng 552,000 126,408 103,224 166,704 166,704 131,928 80,592 126,408 299,184 307,464 359,352 376,464
(Percent 22.9 18.7 30,2 30.2 23.9 14.6 22.9 54e2 55.7 65.1 68.2
SUB-AREA I - TOTAL (Acres) 4,784,640 559,551 509,312 528,666 469,846 427,626 337,92 578,472 1,323,586 1,819,410 2,335,589 2,537,586
(Percmt) a1l 69 10.614. ].1..05 9.32 8.% 7.% 12009 27066 38003 1&8081 53 .mb
Sub~-irea II
Roger Mills (Acres) 696,000 105,096 92,568 83,520 Ll g SLly 37,584 33,408 Llyy Shiy 48,024 58,464 87,000 184,440
(Percmt) 15.1 13.3 12,0 6-‘# S5k L.8 6.4 609 8oy 12.5 2605
Custer (Acres) 595,000 32,130 26,180 26,180 29,155 27,965 21,420 21,420 75,565 101,745 164,815 164,815
(Percant 5-15 ‘p-‘& ‘00‘6 h09 ho? 3-6 306 12'7 1701 2707 2707
Beckham (Acres 537,000 131,565 113,844 89,679 58,533 31,146 58,53 58,533 Lh,5T71 122,289 91,782 227,151
(Percm 2)0.5 21.2 16.7 1039 5.8 1009 1009 8.3 2208 17.1 15203
SUB-AREA II - TOTAL (Acroa} 1,828,000 268,791 232,592 199,379 132,232 96,695 113,361 124,497 168,160 282,498 343,597 576,406
Percent 14.70 12.72 10.91 723 5429 6.20 6.81 920 15.45 18.80 31.53
Sub-Area II1I
Part Comanche (Acren; 430,000 42,570 46,870 55,900 49,450 49,450 55,900 53,750 49,450 64,930 87,290 85,140
(Pmmt 9.9 10.9 13.0 11.5 11.5 1300 1205 11.5 15.1 20'.3 19-8
Part Cotton (Acm; 85,000 12,070 12,070 12,070 6,035
(Percent 14.2 14.2 0.0 0.0 0.0 0.0 0.0 0.0 14,2 y 2 1 0.0

(Continued)



Table I. Total Farmland Area, Acres and Percentage Leased Each Year,
1937-1947, Western Oklahoma - Continued
: Total Acres : : 3 : : : :
Cownty : of Farmland* : 1937 1938 ;1939 : 1940 ;19 0z 1942 1943 190k 1945 1946 1947
(Acres and Percentage Leased)
Tillman (Acres 531,000 210,276 1€1,602 127,440 104,076 82,305 96,642 75,402 79,119 96,111 176,823 125,316
(Percsnb : 39-6 3&02 2‘&00 1906 1505 18.2 14,2 11&09 18,1 3303 23-
Jackson (Acres 470,000 90,710 91,180 66,740 51,700 51,700 69,560 43,240 43,240 52,640 76,140 68,620
(Percent) 19.3 19.4 14.2 11.0 11.0 14.8 9.2 9.2 11.2 16.2 14,6
Kiowa (Acres 622,000 59,712 77,128 73,396 68,420 63 ,hlsly 69,042 89, 568 93,922 106,362 110,094 129,998
(Percent 1121’3 11,8 11.0 10,2 1.1 4.4 15.1 171 177 20.9
Greer (Acres 380,000 55,480 50, 47,500 47,500 47,500 67,640 60,040 60,040 57,380 60,040 69,920
{Percent 14.6 é 12.5 12,5 12,5 17.8 15 8 15.8 15,1 15,8 18.4
Harmon (Acres) 309,000 40,788 47,277 47,277 37,698 66,126 69,216 29,973 17,304 6,180 12,669 25,338
(Percent) 13.2 15.3 15.3 12,2 21,4 2.4 9.7 5.6 2.0 hel 8.2
SUB~AREA III - TOTAL (Acres; 2,827,000 511,606 506,287 418,253 358, 8&4 360,525 428,000 351,973 343,075 395,673 529,091 504,332
(Percent 18.10 17.91 14.79 12. 69 12.75 15.14 12.45 12,14 14.00 18.71 17.84
Sub-Area IV
Grady (Acres) 654,000 213,204 128,184 109,218 131,454 124,260 109,218 149,766 170,040 390,438 432,948 464,340
Caddo (Acres) 801,000 177,021 216,270 152,991 173,016 173,016 113,742 140,976 156, 996 294,768 326,007 378,072
(Percent) 22.1 27.0 19.1 21.6 21.6 14.2 . A 19 6 36.8 40,7 47.2
Part Stephens (Acres 109,000 27,250 22,672 31,828 40,875 40,875 22,672 40,875 544500 68,125 68,125 76,082
(Percent 25.0 20,8 29.2 37.5 37.5 20.8 37.5 50,0 62.5 62.5 69.8
Washita (Acres 614,000 132,010 150,430 147,360 147,360 147,360 173,762 217,356 270,77 289,808 273, 8L 324,192
(Percent 21.5 24.5 24.0 24,0 24,0 28,3 354 L4l b2 Lly o6 52.8
Part McClain (Acres 115,000 67,045 15,985 22,310 19,205 19,205 31,970 38,295 25,530 48,760 87,055 87,055
(Percm 5803 13.9 190“ 16-7 6.7 27-8 33 3 22.2 112-4 75'7 75-7
Part Garvin (Acres 46,000 19,182 7,682 7,682 7,682 15,318 23,000 23,000 30,682
(Percent) 417 16.7 0.0 16.7 16.7 0.0 0.0 33.3 50.0 50,0 66.7
SUB-AREA IV - TOTAL (Acres) 2,339,000 635,712 541,223 L63,707 519,592 512,398 451,364 587,268 693,158 1,114,899 1,210,979 1,360,423
(Percent 27.18 23.14 19.83 22.21 21.91 19.31 25.11 29.63 47.67 51.77 58,16
Sub-Area V
Alfalfa (Acres) 507,000 147,582 162,789 129,210 134,721 129,495 95,373 84,729 156,342 174,832 216, kbl 316,929
(Percent.) 29.1 32,1 25,5 26,6 25.5 18.8 16.7 30.8 34.5 42,7 62.5
Garfield (Acresg 647,000 323,500 307,325 323,500 272,387 234,214 183,101 188,924 307,325 350,674 350,67 383,024
(Percmt 50 Q ‘lv?os 50.0 14-201 36.2 2803 29.2 h?os 51&.2 5’{.-2 59.2

(Continued)
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Table I, Total Farmland Area, Acres and Percentage Leased Each Year,
1937-1947, Western Oklahoma - Continued

: Total Acres : : : : : : : : : : :
County : of Farmland® : 1937 1938 3 1939 : 1940 s 1oL 3 1942 s 1943 .z 194k s 1945 3 29k6 s 1947
(Acres and Percentage Leased)
Kingfisher (Acres) 540,000 250,020 268,380 218,700 111,240 207,900 392,580 417,960 362,880 370,440
(Percent 46,3 49.7 40,5 20,6 38.5 The7 e 67.2 68.6
Canadian . (Acres 526,000 142,020 107,830 106,252 76,796 195,672 253,532 248,272 254,058 266,156
(Percent) 27.0 20,5 20,2 14.6 37.2 48,2 47.2 48,3 50.6
Part Logan (Acres) 349,000 174,500 198,930 118,660 83,760 125,640 195,440 205,910 184,970 184,970
(Percent) 50,0 57.0 34.0 24,0 36,0 56,0 59.0 53.0 53.0
Part Oklahoma (Acreag 80,640 22,015 7,338 14,676 7,338 36,611 47,658 47,658 43,949 36,611
(Pﬂrcent 2703 901 18.2 9.1 hsall- 59-1 59»1 5!&.5 105 -ll-
SUB-AREA V - TOTAL (Acru; 2,649,640 1,059,637 1,052,592 1,040,756 821,997 557,608 839,476 1,352,877 1,445,306 1,412,976 1,558,130
Sub-Area VI
Grant (Acres) 616,000 308,000 315,392 256,872 179,872 152,152 146,608 142,912 . 142,912 172,480
(Percent) 50.0 51-2 #1.7 29.2 2‘0-7 23t8 23'2 23.2 28.0
Part Kay (Acres; 176,400 51,685 53,625 32,634 38,279 47,981 3k, 5k 38,279 38,279 53,625
(Percent 29.3 30.4 1€,5 2.7 27.2 19.6 21.7 2.7 30.4
Part Noble (Acres) 389,000 101,918 87,525 59,906 103,865 137,706 131,093 105,419 112,421 150,543
(Percent) 26,2 22,5 15.4 2607 354 33.7 27.1 28,9 38.7
Part Payne (Acres) 149,140 80,536 79, 0kds 61,147 59,656 62,639 52,199 59,656 52,945 45,786
(Percent) 54.0 53.0 41.0 . 42.0 35.0 40.0 35.5 30.7
Part Lincoln (Acres) 34,500 20,355 20,907 15,904 14,800 15,904 11,212 11,212 11,212 8,970
(Percent) 59.0 60.0 46.1 42.9 46.1 32.5 32.5 32.5 26.0
SUB-AREA VI - TOTAL (Acres) 1,365,040 562,494 556,493 426,463 396,470 416,382 395,686 357,478 357,769 431,404
(Percent ) 41.21 40.77 31.24 29.04 30.50 27.52 26.19 26.21 31.60
AREA TOTAL (Acres) 15,793,320 3,597,791 3,398,499 3,168,857 2,881,943 2,645,70h 2,284,745 2,898,068 4,256,542 5,358,509 6,161,770 6,968,281
(Percent) 22,78 21.52 16.75 Ly 47 18.35 26,95 33.93 39.02 L4 .12
Sample Counties Only
16.31 13.71 18.11 27.39 29.09 33.52 51.95

PERCENT LEASED 22,65 20,58

# Rounded to the nearest thousand where a complete county is studied.
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trends of favorable subsurface structures as revealed by seismograph or other
means of choosing leases, This is particularly true in leasing done by the
larger operators who employ seismograph crews or geologists, For this reason,
it was believed that a geographic distribution of the sample within each sur-
vey township was preferable to a random sample, Accordingly, the southwest
quarter of sections 3, 13, 15, 17, 26, 29, and 33 were selected for study,
The southwest quarter of section six was designated as an alternate to be used
whanformraasmmeoftharegularqmrtmmldnotbaud.“ An ef-
fort was made, therefore, to get a sample of seven quarter-section tracts in
each complete tovmship, A sample this size constitutes 4.85 percent of the
land in a towmship,

When the data from one county were compiled, the adequacy of the sample
was checked by splitting the sample into two parts, It was found that as
valid results were obtained with a sample of three quarters per township as
with a seven-quarter sample, After checking data from three counties by this
method, the clerks in the remaining three counties were instructed to cut
down the size of the sample to three quarters, the southwest of 3, 13, and 29,
Reducing the mmber of quarters studied not only lowered costs but accelerated
the work,

Data for the smaller sample could be compiled in less than half the time
required for the original sample, It appeared feasible, therefore, to increase
the number of sample counties and nine more counties were selected for sampling,
This gave a sample of 15 counties in the area (Figure 3), The additional
counties were selected so as to be well distributed over the entire area,

4Aragu1nqmﬂormcomiderednmbhuhmithyinatmorcity,

was publicly owned, or where property rights transfers were so confusing as
to be nearly impossible to follow,



——

i e e el — o s A e ‘
» »" - »" " L'
T  Mieis e NN | meaemne
j .' ‘ | I | |
| HIGURE 3. FINAL SAMPLE [COUNTIES | [ . | |
| |
Z | : | | | |
- | | ' | | 3.
- | | —— —-I Lo
§ Crmaraon j TEXAS | seaver | @oTIT  OrET ALFALFA Yeowara TR |C/7ARA | 1,
| I ' ( | |
| ¢ | |
1 L
o 'T J 0 [eits Tosoemuso U i
: [ ||
| |I ‘ |
| | | |
|_ if | | ChERD AbamYy |
| | { ' ‘ ||
| | |
| J ONFUSKEE [sequoran |
| | |
| | | i e
1] T . & b ]
| ' 2 2 ¥ g |
]1'{— ! J ; §; l§ i' - :
‘ J S ] '
I- |3 r PUSHATATA A :
| | mTr P M CURTAIN '-! |
; I J | ;
! | CARTER l
i ] | r !
. - | ,l AL BRVAN CNOCTAW | |
' i' S
' |
‘ OKLAHOMA
] SCALE - STATUTT MILES
3 e —
L] " F ¥ #0 -
| |

I!
.

.
L




14

However, because of the failure of the person hired in Stephens County to do
the work, the resulis are based on a 1} county sample and apply to an area
somewhst smaller than originally planned,
A Critique of the Sampling Method

The method of selecting the sample may be open to criticism, For in-
stance, why were these particular sample counties chosen? As stated earlier,
the original six countles were chosen after an examination of data pertaining
to the leasing activity of major oil companies showed them to be fairly
typical of the average of adjoining counties, The nine chosen later were
selected so as to give meximm geographic distribution over the area, A ran-
dom selection of counties was considered, This process of selection was not
carried out because of the danger of elustering or grouping the sample coun-
ties in one part of the area, Such a grouping obviously would not have re-
flected the true picture of the whole area, The breaking down of the area
into mmerous segments and taking a random selection from each was considered,
However, even this would not have entirely eliminated the element of arbi-
trary selection, Random sampling is of greatest value when little or nothing
is known of the characteristies of the universe, Considerable 1s kmown of
the characteristics of leasing, Furthermore, in research in land economies,
geographic distribution is a prerequisite to an adequate study of the uni-
verse, It is believed, therefore, that the present selection of counties,
and the stratified sampling within the county will present as sccurate a pic-
turoofhuhgactiﬁtrascanboobhinodwiﬂmtlhﬂyingmcmﬁuw
in some other way greatly increasing the size of the sample,

Method of Summarizing Data

The data pertaining to the leasing activity for each quarter section

were tabulated for each year of the l0-year period. A total of the land
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sampled was obtained by adding together the acreage of all quarter sections
sampled in the comﬂ‘.:r.5 The percentage of land under lease each year was
obtained by dividing the total acreage in the sample into the total of the
acreage leased each year. This percentage figure was then applied to the
total acres of farmland in the county in 19!.0.6

Imputing Acreages in Non-Sampled Counties

To obtain the acreage leased in the counties not smm, the following
procedure was used. Survey townships in the sample counties nearest to the
unsampled counties were picked out for separate analysis. For example, in
computing the percentage of land leased in Dewey County, the bordering town-
ships next to Dewey County in Major, Roger Mills, and Custer were analyzed,
From this arialyt:ls the percentage of‘ acres leased each year in all of these
townships was determined, These percentage figures were then applied to the
total acreage of land in farms in Dewey County. This gave an indication of
the acres under lease each year in that county,

In cases where a county was not fairly well surrounded by sample coun-
ties, only a portion of that county was considered to be in the study area;
namely, Comanche, McClain, Garvin, Stephens, Cotton, Oklahoma, Logan, Lincoln,
Kay, and Beaver.! In each of these counties only the portions so situated
that they might logically be considered as similar to adjoining sampled town-
ships are included within the area (See Figure 3).

54 quarter section ordinarily is 160 acres but may be slightly more or
less,

© United States Census of Agriculture, 1945, Vol. 1, Pt. 25. The yeer
1940 was used in view of the faect that it was believed to be more normal.
The acres in farmland were used instead of total land area because only farm-
land was sampled,

7 wnile only portions of Noble and Payne are included in the study, they
are both sample counties.
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Acresge arrived abt by this method is, of course, subject to error, As
mentioned earlier, leasing may or may not be randomized, In many instances,
leasing follows definite trends of subsurface structures, A trend might be
broken by a river or other natural feature, but not by a county line, In
those instances, therefore, where county lines do not coincide with natural
barriers, leasing activity will be similar on each side of the line, This
method of imputation was devised in lieu of sampling all counties, The data
show (Table I) that the total percentage leased in the sample counties elosely
approaches the caleulated percentages for the area as a whole, An explanation
for the comparatively wide variations between the two figures for the last
three years of the study period, probably can be found in the situation ap-
pearing in the northwestern part of the area., For instance, caleulations for
Woodward, one of the largest counties of the area, show that 69,2 percent was
under lease in 1947, Major County to the east shows 71.8 percent leased,
Harper County to the North shows 4.7 percent leased, and Woods County to the
north shows 59,0 percent leased, However, a caleulation of land leased in
townships bordering Woodward County shows that for 1947 the bordering town-
ships in Major County were 54.8 percent leased, in Harper County 76,2 percent
laasedandinﬂoodacmty'é’?.Spmtleased. It can be seen that in both
Harper and Woods counties the greatest intensity of leasing was found next to
Woodward County. It seems reasonable, therefore, to assume that leasing
activity in Woodward County might be somewhat higher than adjoining countiau.s

3nammamwmwmmm
ship in Woodward County was tabulated to see how much land was under lease
hi.?:’?. This sample showed that 70,4 percent of the land was under lease
in t year,



CHAPTER III
LAND LEASED
Introduction
Most landowners have neither the finances nor the skill required to ex-
plore for and reduce to possession the oil and gas that might be found under
their land, Such activity is left almost entirely to oil operators whose
business is the exploration, production and marketing of petroleum, Land-
owners, therefore, are generally ready to lease their land for this purpose.
Thaleaseg:lwnthaleamthsrightltommth.elandandaplmfwthe
minerals which might be found beneath the surface, If oil is found in paying
quaentities, then the lease further provides that the oil operator can take it
mdpaytothelandomrom-eighthofthggmssproeoods&mitssala. Ifr
the landowner does not own all the subsurface rights, he shares in the one-
eighth in proportion to the amount of the subsurface rights he does own.,
Most leases are written to cover either a five~ or a ten-year period.
The lessee may commence actual drilling any time during this period. How-
ever, practiecally all leases provide that unless drilling is started within
a year af'ter the lease is made, the lessee will forfeit the lease unless he
pays an amount stated in the contract to kesp it in forece. This payment is
called a delay rental and, as the name implies, is simply a payment to the
landowner for the right to delay drilling for another year. The operator may

make these delay rental payments for the life of the loase.l

1 1% sometimes happens that a lessee will forfeit his lease for non-
payment of delay rent without giving a lease release; or the release may not
be recorded by the lessor. In any case where no release was shown, it was
assumed in this study that the lease ran for the duration of the term of the
lease, It should be pointed out, however, that in nearly all cases releases
are given promptly and as promptly recorded. Landowners know that it is to
their interest to have such releases on record so that potential lessees will
know their land is svailable for lease,

17



The privilege of paying delay rental is a convenience to oil operators
who do not wish to begin drilling within the first year of the lease, There
may be any mmber of reasons for the delay, The lessee may want to explore
further the possibilities of getting oil if a well is sunk since drilling an
oil well is a costly venture, The lessee may wish to wait for higher oil
prices; he may not be able to get the required equipment, Still, the possi-
mmsdmmmwthtmmemu
contime delay rental payments in order to keep the lease, It is for this
reason that a considerable proportion of land is constantly under lease in
Oklahoma,

In Chapter I it was pointed out that only a portion of Oklshoma is to be
studied, There may be great variations in leasing activity within an area
the size of the study area which includes some 16,000,000 acres, For this
reason, an analysis of leasing will be made, not only for the area as a wholse,
but for designated segments of the area (Figure 4). In some parts of the
area, leasing activity has been sporadie over many years, In other parts of
the area, relatively little leasing occurred until recent years,

leasing activity may last for only a few years in an area if exploration
proves fruitless, On the other hand, new techniques of exploration may keep
leasing active even if old techniques have been slow in discovering oil,
Under either cireumstance, enough new oil or favorable geological formations
may be disecovered to stimulate further leasing,

The Area

The proportion of land leased, even in a small area, will vary from year
to year, lLeasing activity is affected by the general economic situation in
much the same way that other businesses are affected. The proportion of land
under lease in the study area for the years 1938 through 1947 is shown in
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Figures 5, 6, and 7 and in Table II.

The year 1942 was the low year in land

leased, not only for the area but for nearly all segments of the area,

Table II,

Total Acres, Total Acres Leased by Years,
and Acres Under New Lease Each Year,
Entire Study Area, 1938-1947

20

H 3 : sPercent ofs

: H : sland Area ¢ Acres Leased

: ] Pment 3 krot tUnder New : Under Acru
1938 15,793,320 21.521/ 3,393,4993/ 1. 303, 6702 ,962-/
1939 20,06 3,168,857 2.8 44, 588 674,230
1940 18,25 2.381.943 1.9 299,045 585,959
1941 16,75 2,645,704 2,2 345,060 581,299
1942 1L.47 2,284.,745 R4 380,646 741,605
1943 18,35 2,898,068 7.6 1,196,149 582,826
1944, 26,95 4,256,542 12,9 2,046,577 688,103
1945 33.93 5,358,509 9.7 1,534,638 432,671
1946 39,02 6,161,770 7.3 1,151,257 347,996
1947 Ah.12 ,968,281 7.2 1,131,765 325,254
Average 25.34 4,002,292 5.6 883,3 546,290
1/ Calculated,

2/ Total of all sections.

It is probable that the low in 1942 was due to the reaction of oil oper-

ators to unsettled conditions the first year of the war,

It appears that

many operators not only refused to lease new land in 1942 but allowed many

leases to lapse through failure to pay the delay rental, While the data show
that 380,646 acres were under new lease in 1942, 741,605 acres were released,
In other words, more than a fourth of the land (28,0 percent) under lease the

previous year was dropped, While there had been a downward trend in land
leased in nearly all sub-areas since 1938, the trend became more pronounced
between 1941 and 1942,

The increased demand for oil and the subsequent encouragement for the
oil industry to find new sources of supply led to the sharp rise in leasing
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which began in 1943, In that year more than a million acres in new leases
were taken, This amounted to about A4l percent of the land under lease in
1943. The following year, 1944, shows about 27 percent of the land under
lease of which about 48 percent was newly leased, This was the peak year for
the taking of new leases during the period under study with a little more
than 2,000,000 acres being taken, Sinee 1944 there has been a gradual de-
eline in the taking of new leases, The decline in new leasing has been more
than offset by a decline in releases so that a net gain has resulted., In
terms of acres, prior to 1940 an average of slightly more than 3,000,000 acres
were under lease in the area each year. This figure dropped to a little above
2,000,000 acres by 1942. A sustained upward trend began in 1943 and in 1947
nearly 7,000,000 acres were under lease. The 1l0-year average of acres leased
is roughly 4,000,000 or 25 percent of the total land in farms (Table II).

Considerable stability of leasing is noted for the area in spite of the
fact that the proportion of land leased ranges from 57 percent of the 10-year
average in 1942 up to 174 percent of that average in 1947, It may be seer)
however, that the trend either going up or coming down is smooth, That is,
there is no year-to-year fluetuation, This might be expected for an area as
large as the study area where a great change in leasing activity in one part
might be counteracted by an opposite change in another part of the area
(See Figures 5, 6, and 7).

By Sub-Areas

Sub-Area 1

Sub-Area 1, some 4,785,000 acres in size, is by far the largest sub-
division of the area. In spite of its size, however, study of the individual
counties comprising the sub-area show them to be fairly uniform in leasing
activity, particularly during the last half of the study period (Table I).
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The counties lying to the northern and western parts of the sub-area lag
about a year behind the southern and eastern counties in the increase in
leasing which occurred during the last three or four years of the period,

Prior to 1944, relatively little land was leased., The first seven years
of the period show approximately 10 percent under lease each year, This
varied from 11,1 in 1939 to the low year, 1942, when 7.1 percent, or 337,942
acres, were under lease, The upward trend in leasing began in 1943 when
282,294 acres of new leases were taken., The greatest incroa.se came the
following year, 1944, when more than 950,000 acres of new leases were taken
(Table III)., By 1947, 53 percent of the sub-area was under lease. The heavy
increase in leasing during the last four years of the study period caused the
yearly average of acres leased to pass the million mark or 22,7 percent of
all land in farms under lease.

Table III, Total Acres, Total Acres Leased by Years,

and Acres Under New Lease Each Year,
Sub-Area 1, 1938-1947

: : . “iPercent of: 3
H : s sland Area : Acres 3 Leased

: ¢t Percent : Acres sUnder New : Under 3 Acres 1/

B
L

1938 4,784,640 10,64 509,312

0.9 43,060 93,300
1939 11.05 528,666 2.2 104,325 84,970
1940 9.82 469,846 1.1 52,630 111,450
1941 8.94 427,626 0.8 38,275 80,495
1942 7.06 337,942 1.9 90, 500 180,185
1943 12,09 578,472 5.9 282,294, 41,76,
1944 27.66 1,323,586  20.1 961,712 216,598
1945 38,03 1,819,410 12,6 602,864 107,040
1946 48,81 2,335,589 12,4 593,295 77,116
1947 53.04 2,537,586 5.9 282,294 80,297
Average 22,70 1,086,803 604 305,145 107,322

1/ call.c::lated—-now leases plus previous year's land leased minus current
year's land leased,



Becanse of its size, sub-area 1 has been an important factor in the
leasing picture of the area as a whole, It may be noted that the curve of
leasing activity in this sub-division is closely followed by the curve for
the area as a whole (Figure 5).

Sub-ires 2

Sub-Area 2, comprised of three counties, is located in the central por-
tion of the western part of the study area., Leasing has been relatively slow
in this sub-division., The leased acreage averaged about 227,000 acres each
year of the 10-year period, This acreage amounts to 12.4 percent of the land
area, the lowest proportion of any sub-division in the area (Table IV), ILeas~
ing was active in this sub-area only during the last four years of the perioed,
during which roughly 600,000 acres of new leases were taken, During the six
previous years, a total of only 107,000 acres of new leases were taken,

Table IV. Total Acres, Total Acres Leased by Years,

and Acres Under New Lease Each Year,
Sub-Area 2, 1938-1947

tPercent of:

H H ]
: 3 sland Area ¢ Acres & lLeased
3 S H

1938 1,828,000 12,72 232,590 0.3 5,485 41,685
1939 10,91 199,380 0.5 9,140 42,350
1940 7.23 132,230 0.6 10,970 78,120
1941 5.29 96,695 1.4 25,590 61,125
1942 6.20 113,360 2.1 38,250 21,585
1943 6,81 124,500 1.0 18,280 74140
1944, 9.20 168,160 5.3 96,885 53,225
1945 15.45 282,498 646 120, 648 6,310
1946 18,80 343,597 T4 135,272 T4y 173
1947 31.53 576,405 13,7 250,436 17,628
Average 12,41 226,942 3.9 71,095 40,334

1/ Caleulated--new leases plus previous yesr's land leased minus current
year's land leased.
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The 10-year average of 227,000 acres of land under lease would have been
even lower had not the final three years of the period, with their sharp in-
crease in leasing activity, raised the average (Figure 5). For instance, the
average acreage under lease during the first seven years was only 152,400
acres or 8,3 percent of the land in farms, The three-year average for 1945,
1946, and 1947 was more than 400,000 acres or about 22 percent of the land
in farms, In 1947 alone, more than 250,000 acres in new leases were taken,
The acreage taken in new leases in 1947 was nearly five times as great as the
51,170-acre average of the previous nine years,

Sub-Area 3

Sub-Area 3, consisting of around 2,827,000 acres, is next in size to
sub-area 1, It is made up of five complete counties and parts of two others
in the soutlwestern portion of the study area (Figure 4), There has been an
average of about 420,000 acres under lease in the sub-area, or 14.8 percent
of farmland in the sub-division, The proportion under lease for the period
is one of the lowest of any of the sub-areas (Figures 5 and 7). However, the
uniformity from year to year of the proportion of land under lease has been
marked (Figure 5). The difference between 1946, the year of the greatest
leased acreage, and 1944, the year of the smallest leased acreage, is only
186,000 acres or about 6,6 percent of the land area,

In 1946, 529,091 acres were under lease or 18,7 percent of the land
area, This year also had the greatest amount of new leasing with a little
more than 192,000 acres being taken., In 1944, 343,000 ascres were under lease
(Table V),

The average of new leases taken amounts to 86,050 per year for the peried.
The smallest acreage of new leases, 22,615, was taken in 1940,
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Table V. Total Acres, Total Acves Lessed by Zears,
and Acres Under New Lease Each Year,
Sub-Area 3, 1930-1947

: 3 $ :Percent of: s

3 s : tLand Area ¢  Acres ¢

H ¢ Percent : Acres  :Under Wew : Under : dcres 1/

: Tobal Acieg 3 Ieased = Isaced 3 Iesse @ Hew Lease :Released
1938 2,827,000 i7.91 506,287 oG ?9,150 8y 459
1939 .79 418 253 1.4 578 127,612
1940 , 12,69 358,844 0.8 .,2, 615 82,024
1941 12,75 360, 525 2.4 68,945 67,264
1942 15,14 428,000 3.3 %, 291 25,816
1943 12.45 351,973 1.8 50,835 126,912
1944 12,12 343,075 3.0 84,810 93,708
1945 14,00 ?95,673 3.9 110, 250 57,652
1946 13.72 529,001 6.8 192, 25 58,8617
1947 17.84 504,332 Rek 118,735 143,494
Average 14,24 419,605 3.0 86,050 86,777

1/ Calevlated—-new leases plus preovicus yeer's land leased minus eurrent
year!s land leased, -

leasing has been fairly setive in this area for many years and several
small oil or gas fields have been discovered, It is likely that years of
exploration in this section has given to oil operators considerable knowledge
ag to vhere the more promising formations are located. The higher average of
acres relsased ag comparod to acres under nsw lease seams bo indicaite thab
operstors are gradually eliminabing from consideration‘more and more of the
land, Unless new fields or farmations are discovered in this sub-area, it is
_ probzble that the gradual decline will continue.
Sub-~Area 4

Sub-Area 4, in the coutheastern part of ths ares, consists of threse com-
plete counties and portions of threc others. There are 2,339,000 acres of
land in farms in the ares.

During the 10-yoar period 1938.1947, there has been an sverage of

745,500 aeres under lease with roughly 134,000 acres of new leases taken
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each year, Year-to-yeer varistions heve been wide. In 1942 only 451,000
acres or 19.3 percent of the land was under lease {(Figures 6 and 7). In that
year ahout 42,000 acreg of new leases wers token but 103,000 acres were re-
leased. There wag a nominal incresse in l;aasd acresge in 1943 and 1944 bub
in 1944 there was a net gain of about 422,000 acres under leass. VIﬂ that
year, 500,546 acres of new lesases were token ond only shoub 79,000 acres
raleased, The leased acreage conbirmed to show an inereass and by 1947,
1,360,423 aeres were under lesse, This acreage iz slightly mors than 52 per-
cent of the land in farms, which is hicsh wvhen compared with most of the other
sub=divisions (Tables I and VI and Figures 6 and 7).

Table VI, Total Acres, Total Aeres Leased by XYears,

and Acres Under Hew Lease Each Year,
Sub-irea 4, 1938=1947

3 H 3 tPercent of: :

: s 3 sland Area 3 Acres

H s Percent : Aferes  iUinder New :  Under @ Acres 1/

s Total Acreg 3 Tessed :  lLonsed ¢ ILesse 3 New leese :Released
1932 2,339,000 23.14 541,223 1.3 30,405 124,294
1939 19.83 463,707 3.1 T2, 510 150,026
1940 22,21 519,592 Loo'T 110,340 544455
1941 21.91 512,398 2.8 65,170 72,364
1942 19.31 451,354 1,8 . 42,100 103,134
1943 25,11 587,268 8.3 194,140 58,236
1944 29,63 623,158 8.7 203,495 97,005
1945 L7.67 1,134,899 Rl.4 500, 546 78,805
1946 51,77 1,210,979 7.0 163,730 67,650
1947 58,16 1,360,423 5% 159,050 9,606
Average 31,87 745,501 6.6 154,149 81,678

1/ Caleulated--new leases plus previous year's iand leased minmus curvent
year's land leased.

Leasing was relatlvely sctive in this sub-area all through the period.
In only two of the years was less than 20 percent of the land under lease,

In 1939 and in 1942 the leased acreage dropped to 19.8 and 19.3, respectively.
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011 play has besn activs hero for meny vears and severel oll fields hove been

daveloped, Inbterest in the ares had declined vwuolbil in rocent years the disg-

Furthermore, in 1945 one of the despest test wellso In the world was begun i

the western part of the sub-division which gave ¢ further stimulus to lsasing,

wher talk of the test waell hegan, and while the tect wes in g

wore eager bo lezse land, Apparently bhey wanited to be in :

o

:O
QL

the discovery of any Taverable forma 8 that night be found ab

»

¥Weu leasing hes deelined since 1945 and may continue to do so. Most of

the land ig leased in the probable territory and the deep test may have cone

demnnd ¢ portion of ths arsa,
Sub-Area

Sub-Area 5, loecated in the northern perdt of the crea, includes four com-
plete counties and portions of two others. There are approximately 2,649,640

acrss of land in farmg in this sub-division, ILeaging was active in the

section all though the 10-vssr» nerded with an sverage of 41,6 percent of the
land under lease, This l0-year average is the highest aversge of land under

lezge found in any of the subeareas (Tables I and VII and Figure 7).

The proportion of land under leocse Toll to 21 porcent in 1942 bub never
below 31 percent during any other yesr of %he period (Figurc 6), The low
rabio in 1942 can be abiributed to the small numbor of acres of new leases
taken that yesr, 45,000, and to the Tget that some 309,000 scres of leases

J f

were pernitited to drop {Table VII), The teking of aew leazes in 1942 was the
epallest for any ysar, beinz approached only by the relatively emall acreage

taken 1ia 1946, The small acreage leased in this latter year is difficult to
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Table VII., Total fcves, Total lAcres Leoged by Yecrs,
and Acres Under New Lease Hach Year,
Sub=Spes 3, 19338-1047

s : s tPercent of: :

: H : tlend Area ¢ dcres ¢

s 3 Percent Aeres  :Under New : Under s Acves 1/

¢ Total Acres s Lessed -3 Tessed @ Iesseo 3 Hew Leoce :Beleased
1928 2,643,640 32673 1,052,592 4.0 105,985 113,030
1939 39.28 1,040,756 6.0 158,975 170,811
1040 35,26 9344373 2.3 8L,540 167,923
1941 31.02 821,997 3.0 80,640 193,016
1942 21.C4 557,608 1.7 45,045 309,434
1943 31.68 839,476 21,7 5744970 293,102
1244, 51.06 1,352,877 23.9 633,265 113,864
1945 54455 1,445,306 5.5 145,730 53,301
1946 53.33 1,412,976 1.2 504345 82,675
1947 58.81 1,558,130 7.9 209,320 64,166
Aversge 21,58 1,101,609 7.8 206, 580 156,732

é/ Calculabed——ney leases plus previcus year's land leased minus current
yearts land leased,

explain, It is poassible that oil opsrabtors adlopted a "wall and see" attitude
while further exploratilons were bheing made, Moreover, during the years 1943,
1944, and 1945, more than 1,350,000 scres of new leases were taken, It is

1

pfobable that everything was leased during thsse three yenrs that looked atb
all favorable up to that time,

The proportion of land under lesse during the last four yesrs of the
study period, exceeds 51 percent. No other section has as gzood a leasing
record as this. In 1947, 1,558,000 scres were vrder lesse or 53,8 percent of
all land in farms, This ie the highest proportion found loased in any one
year in any svb-division of the area,

Sub-Arez 6

Sub-irea 6, unlike other sub-divisions shows a dounward trend in leasing

activity during the peried (FPigurss 6 and 7). About 38 percent of the land
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e

was under lease the flrst Threo years of the period. During the lasgi three
years, an average of 28 percent was leased, In 1947, vhen 112,000 acres of
nev leases were taken, the land under lease vose to a little above 431,000

acres or 31,6 poreent of the land erea. This acreage was the highest since

1240 (Table VIII).

Table VIIT. Totol Acres, Total fcres Leased by Years,

and hAeres Under Now Lease Rach Year,
Sub=hrea &, 1938-1247

s : H sPercent of: :

: : H :Land Area ¢ Acres ¢ _

s ¢ Percent @ Acres  :Under New : nder  t Acrea 1/

: Total Acres s Leased ¢ Teased s Ieaso 3 New Lessce sRelsased
1938 1,365,040 Viel i 556,493 2.9 39,585 45,586
1939 L 37.95 518,096 e 60,060 98,457
1941 3124 426,463 o 66,440 107,033

R e R RS A B R PU .
L L .
NN DOVWMNY O b

1942 29,04, 396,470
1943 30,50 416,382

71,460 101,453
75,580 55,668

1944, 27,52 375,686 . 66,410 107,106
1945 26,19 357,478 . 54,, 600 72,808
1946 26,21 357,769 . 14,380 16,089
1947 31,60 431,404 . 111,930 38,295
Average 31,52 430,330 . 60,340 73,448

1/ Caleulated—-new leases plug previous year's laad leased mimus current
yearl!s land leased.

Ieasing activity in thic sub-area appears to be falrly well stabilized,
The proportion under lease averaged 31.5 percent for the period and the cnmaal
variation has not been great., The high year for acres under lease, 1938,
shows 41 percent leased, and the low year, 1945, shows 26,2 percent under
lease.

Sub-fwen 6, which lies in the nertheastern part of the study area, has
a relatively large amount of mineral development, A number of sizmable oil

fisclds were developed prior to 1938, some in ths cerly 1920s. The discovery
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of 0il and the delimitation of aveas of production tend to rehard leasing in
the immediate vieinity of preoducticn. "Wildeat® welle in verious obther parts
of the section have failed to discover oil and so have virtuzlly condemnad,
for leasing, land in the neizhborbood of thsses wells, On the other hand,
there remains in the area a considerabls amount of unexplored terribory and,
although leasing activity has been declining, the average hag remained fairly

high,



CHAPTER IV
INCOME FROM LEASING AND BONUSES
Introduction

In Chapter III it was shown that a considerable proportion of the land
in that portion of the State studied is constantly under lease for oil and
gas, It was stated that this land is held under lease through the payment
of a stipulated sum called a delay rental, In this chapter, consideration
will be given to the income derived from delay rentals and bomuses in order
to examine the second portion of the hypothesis which states: "Leasing active
ity results in a significant supplementary income to landowners of Western
Oklahoma,"

As a rule, one dollar per acre 1s paid as a delay rental on land under
lease, This may vary, however, In the early 1930s, when conditions were de-
pressed, many new lease conbracts were made at 50 cents per acre rental,
Numerous contracts current at that time were re-negotiated and the rent re-
duced to 50 cents per acre, This apparently was to the advantage of both the
lessor and the lessee, For the lessee, it enabled him to retain or to take
new leases he could not otherwise afford, For the lessor, it enabled him to
keep leased, laul which would otherwise have yielded no return to the sub-
surface, :

Even in more prosperous periods, some leases will be made which ecall for
a delay rental of less than one dollar per acre. Land less favorably sit-
uated in relation to known promising geological formations frequently will
be leased only at a reduced rate, It-iaforthssammuthattha average
rental rate is less than one dollar,

Since it is seldom that the rental rate goes above one dollar per acre,
some adjustment usually is made to compensate landowners whose holdings lie

34
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in favorzble territory. This adjustment Is in the form of & bomus which is

an additional poyment made to the londownsr at the time the lsase contrach

is mfzde..
Tho bomue is o particularly elusive thing to isolate; one may or may nob

be paid, ¥hether & bonus is paid and the size of the payment depends on

meny things; the genersl demond for lessse in the ares, the econcmic position

P

of the landowmer, and thé location of th@vtract in relation to known geologi=
cal formations. In generzl, cvﬁpetitibn for leases is the dominating factor
in setting the bonus. Competition usually is sharp when scme lessee attempto
to lease all land within a 1ocaliﬁy.l Conmpetition also is strong in the
vieinity of a "wildeat! well vwhile it is being drilled, Bven though the
Hyildeat" mey not discover cil, it may reveal favorable geological formations:
which further stimulate competition for leases., Bonuses may; therefore, range
fram nothing to several huadred dollars per acre in order to persuade the
landowner to sign the lease, However, lease scouls interviewed reported thet
mofe carmonly benuses range from $1.00 to $15.00 per acre with $5,00 beingi
the figure most often quoted. Such bonuses are of frequent enough oceurrence
that the individual landowner may hove reasonable expectations of receiving
a bonus vwhen he leases his land,

Factual data on bonuses are difficult to obbain., Only infrequently is
a bonuslmentioned in the lecse conbract on file in public records, For this
reason, the bomus figure used in the analysis wvhich follows is based on

opinions and such factual date ag obbained from lease seoubs, oil companiesy

1 Fhis iz referred to as a lease block and individuals are particularly
eager to lease land within the block, ususlly with the idea of reselling at

a profit Lo the lessee who is atbempbing Lo esteblish the block.
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the U, 5. Geolagical Survey, and the Oklahoma School Imnd Cozmnission.z It is
an estimated bonus and is 2 composite figure reached after careful considera-
tion of the availablé factual data tempered Ly the opinions obbained.
It iz believed that thsse figures are ag representative of an average or
a normal bonugs as can bz obtained, Some landowners will obtazin bonuses much
lorger than the figures used; a few will obdaln less. The data show thot
over a period of years, bonus income is larger than lease income in mest arcas,
It is a pasriticularly importent source of income dvring periods of great leas-
ing activity when competition for leases is sharp, It is during these perinds
that lump swm payments are large enough to permit landowmers o retire mort-
gage debbs or te moke needod improvanents or to buy necessary eguipment,
The Ares
Lease rent for land leased in the area ag a whole averaged 93 cents per
acre over the past 10 years. The average lease rent inecoms in the ares was
32,900,626 per year during the period, In 1942, the per acre lease rent
eached o lowv of 87 cents. However, becaouse of the great number of acTes
droppel fron lease in that yesar, the following year shows the lowest total
lease rontal income for any of the years studied, $1,554,727 (Table IX),

3 were under

The highest average rental was in- 1947 when 5,836,516 acres
lease at 98 ceants per acre. This was also the high year for total rentsl

income to landowmers when slightly more than $5,743,000 was received,

2 The School Lend Comaission, in particular, has o great deal of factual
dats on file in the form of bids on school lond leases,. Hbvever, sceheool land
lease sales are held only upon request of a prospective lessee, Such a re~
quest causes the Schoosl Land Cormission to advertise the tracts as open for
lease which, in effect, is public notice that someone bolisves the tract is
valuable for oil and gza, Competition is thereby stimulated and bids usuaily
go higher than for bonuses ordinwrllv paid in the loeality. For this reason,
data obtained from this source must be used with caution,

3 Total acres leased minug coves undor now loase on which no rent uss
dne or wpoid,



Table IX, Income From Ieasing and Bonuses Per Acre
and Total, Entire Study Area, 1938-1948 1/

.lai ..'.. - <

1938 89 2,739,053

4eR5 1,289,084 1,18 028,137

1939 .90 2,458,150 3425 1,455,503 1.24 3,913,653
1940 .92 2,383,183 2450 755,009 1.09 3,138,192
1941 .89 2,036,437 3,65 1,262,273 1,25 3,298,710
1942 .87 1,660,686 2,60 992, 549 1,16 2,653,235
1943 91 1,554,727 5.60 6,712,917 2,85 8,267,644
1944 97 2,132,993 4,60 9,400,782 2,71 11,533,715
1945 97 3,706,729 4,10 6,330,249 1.87 10,036,978
1946 .96 4,819,433 4430 4,986,745 1.59 9,806,178
1947 .98 54743,050 4ol 4,985,227 1,54 10,728,277
Average .93 2,900,626 3.53 3,115,646 1.50 6,016,272

1/ Total of the six sub-areas,

2/ Lease income divided by acres on which rent was paid,

3/ Total Bonus income divided by total of new leases taken,

4/ Total income divided by total acres under lease,

The estimated bonus income for the area averaged $3,115,646 per year or
$3.53 per acre for new leases.* The greatest income from bomuses was received
in 1944, In that year more than 2,046,500 acres of new leases were taken at
en estimated $4.60 per acre. The resulting bonus income totaled $9,400,782,
nearly four times as great as lease income during that year. Per acre bonuses
were highest in 1943 when an estimated $5.60 was received for new leases., The
low point for bonuses was in 1940 when $2,50 per acre was received, In 1942,
a low year for total leasing activity, bonuses averaged $2.60 per acre (Table
IX).

Total income for the area as a whole averaged $6,016,272 per year for
the period, or $1.50 per acre for all land leased. This income was almost

%4 See Table IX for method of arriving at these figures,
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equally divided belween lesse rentals snd bomuses, The highest income yeer
was 1944 when lesse rents and bonuses tobaled 511,533,775, ahout 80 percent

i,

of which cans from honnses, Howevsr, on sn incame per sere baels, inceomes in
1944, vore oxceeded by those in 1943 vhen the swveraege per aere income amounbed
to 12,85 on the aercase wider lease {Table IX), The low point in dobal ine

%

eome during the period cecurred in 1942 when slightly more than $2,653,000
¥oo raceived By landowners, roughly two-Lhirds coming from lezse rentals. In
1940, the year of lowest per acre income, more than $3,000,000 was received
in leases and bonuses.

Sub-Area i

Loase rent per acre averaged 92 cents Tor the land leased in subearea 1
for thoe l0-yesr period, The snnusl rental sceruing to iandowners smounted to
©712,125, The low point in rental income was reached in 1942 when $212,800
were received by lessorse. The average per acre lease incone in 1943 wae
lower, bub e larger acresge drawing rent income mode returns aboub $30,000
higher then in 1942 (Teble X).

Bonus income is estimoted at $686,576 per yesr for the period, only a
little below lezse income. This amounts to en average bonus of $2.25 per acre
on all ieases taken from 1932 through 1947. In 1940 and again in 1942 per-
acre bonuses are ostimated ab $l.25, the lowest figure reached during the
period. However, in 1941, bonus income was only $57,413, Por thab year,
bonuses are estimated ot $1.50, but new leases were a2t their lowest figure rovr
the period with only 38,275 acres taeken., Bonus income reached its highest
figurs in 1944 when $2,644,708 were received by landowmers, While the per~
acre boaus was nob particularly high, nearly a million acres of new leases

were bLakep during thaet yeor,.



Table X, Income From Leasing and Bonuses Per Acre
and Total, Sub-Area 1, 1938-1947

1938 89 414,964 1,50 6, 590 4 &l LT9,554
1939 .87 369,177 1.50 156,488 .99 525,665
1940 .98 408,872 1.25 65,787 1,01 474,659
1941 89 346,522 1.50 57,413 94 403,935
1943 .82 242,866 2,50 705,735 1,64 948,601
1944 95 343,719 2,75 2,644,708 2,26 2,988,487
1945 95 1,155,719 3.50 2,110,024 1.79 3,265,743
1946 .96 1,672,602 4,00 2,373,180 1,73 4,4045,782
1947 .98 2,210,186 4,00 1,129,176 1,32 3,339,362
Average .92 719,125 225 686, 576 1.29 1,405,710
1/ Computed by applying per acre income to acres leased mimus acres under new
lease as shown in table on leasing for the sub-area,
2/ Per Acre income estimated and applied to acres of new leases as shown in
table on leasing for the sub-area,
lease income plus bonus income,

Total income averaged $1.29 per acre for land under lease in the section,
An average of 1,086,803 acres drawing rent together with an average of
305,145meaofmlemstakeneaehym,rmltedmgym]ymage
income of $1,405,710 to landowners of the section, The lowest income year
was in 1942 when landowners received $325,925 or 96 cents per acre for land
leased, roughly two-thirds of which was lease rent income, In 1946, the
high income year, landowners received more than $4,000,000 in lease rent and
bonuses, Roughly 60 percent of this amount came from bonuses, However, the
best per-acre return occurred in 1944 when $§2.,26 per acre yielded slightly
less than $3,000,000,



Sub-Area 2

ILease rent per acre averaged 86 cents in sub-area 2., With an average of
155,847 acres drawing rent, a return of $134,028 per year was received by
landowners from this source, The low year for lease rent income was 1944
when only $60,58, was received by landowners, While there were 168,160 acres
under lease in 1944, nearly 97,000 of these acres were newly leased on which
no delay rent was paid.(See Tables IV and XI), On a per acre basis, 1938 was
the low year with an average of 79 cents being paid in delay rentals. Per
acre rentals as well as vent income veached their highest during the period
in 1947. In that year, an average of 97 cents per acre on nearly 326,000
acres gave an income of $306,411 to lessors,

Teble XI, Income From Leasing and Bonuses Per Acre
and Total Income, Sub-drea 2, 1938-1947

1938 .79 179,413 1.50 8,227 81 187,640
1939 .80 152,192 1,50 13,710 .83 165,902
1940 .83 100, 1,50 16,455 .89 117,101
1941 .86 61,150 2,50 63,975 1.29 125,125
1942 .86 6hy 195 2,50 95,625 k1 160,220
1943 .88 93,474 3.00 54y 840 119 148,31
1944, .85 60, 2,50 242,212 1.80 302,

1945 89 1oy 047 2,50 301,620 1.58 445,667
1946 92 191,659 3.50 473,452 1.94 665,111
1947 9% 306,411 3.50 876,526 2,05 1,182,937
Aversge .86 134,028 2.25 159,964 1.30 293,992

% See Table X for method of computation,

Bonuses are estimated at $2.25 per acre for the period., This resulted
in an income of $159,964 per year to landowners, the bonus income averaging
higher than lease incame., The peak for bomus income during the period was
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reached in 1947 when $876,526 uas received for 250,236 acres of nev leases,
In 1938, when 5,485 ncres of nev leases were token at $1.50 per écre bonus,
incone ifrom this source was léwest. In that year only $8,227 was received
by landovmers.

In terms of tobal income, landowners in sub-area 2 received, on the
average, $L1.30 per acre for the land they leased, one of the lowest per-acre
- averages of any sub-diviclon. The average yearly income from leases and
bomuzes amounted to $293,992,

vTotél income as well as income per acre in this section was highest in
1947 (Table XI), Leasiﬁg reached a peak for the p@ribd in that year with
576,405 acres under lease of which 250,435 acres were newly leasaed., The

highest lease rent for the period combined with one of the highest bonus yoars

w

rave 2 total return of $1,182,937 or $2.05 for each acre lsased, Of this

G

amount, nsorly thres-fourths came from bomus incoms,

The low year for btotal income during the period was 1240 when landowners
received $117,101 or &9 cents per acre for their leased land., Four-fifths of
the incoms in 1940 came from leasze rentals., The low in 1940 can be atbributbed
to the small acreage leased and to the small taking of new leases at one of
the lowest average bonuses {or any year of the period,

Sub-Area 3

The average lease income per yesr in this sub-area smounted o $316,877
or 95 cents per acre for land under lsase during the period (Table XII), The
average per-acre rental during the last two yesrs of the study was $1.01,
This high rental can be attributed %o the greater than ordinary amount of
Indian land under lease, which freguently draws a rental-of_$l.25 per acre,

In 1941, per-acre rent incomes were lowest when they averzged 8¢ cents.

However, the tobtal rent income was lowest in 1944 when only $253,100 were



Table XII, Income From Leasing and Bonuses Per Acre
and Total Income, Sub-Area 3, 1938-1947

Total Income*
Per Acre Sub~Area

Lease Income#® 3 Bonus Income’®
Per Acre 3 Sub-Area ¢ Per Acre ¢ Sub-frea

Year

Lo T

-
.
.
*
*
e

dollars
1938 92 392,966 4,00 316,500 1,40 709, 566
1939 .96 363,528 2.50 98,945 1.10 462,173
1940 .93 312,693 3.50 79,152 1.09 391,845
1941 .88 256, 590 400 275,730 1.46 532,370
1942 .93 311,279 2.00 185, 582 1.16 497,861
1943 .92 277,001 3.50 178,097 1.29 155,098
194/, .98 253,100 450 381,645 1.85 634,745
1945 1.00 285,423 450 496,125 1,98 781, 548
1946 1,01 340,225 4450 865,058 2.28 1,205,283
1947 1.01 389,453 4,00 474,940 1,71 864,393

iverage .95 316,877 3.50 301,175 1.47 613,052

e

# See Table X for method of ccmpubation,

received by landowners., In this year per-acre rentéls averaged 98 cents, bub
the number of acres drawing & rent reached a low for the perlod (Teble XII),
In 1944 only 343,075 acres were under lease and of these leased acres nearly
85,000 were newly leased and hence called for no rent that year (See Table 7).

The highest lease rent income accrued to landowners in 1938 when 92 cents
per acre on 427,127 seres gave a return of $392,966.

Bonus income aversged $301,175 per year for the period studied. On a
per acre basis, the average bonus is estimated at $3.50. Bonus income was
highest in 1946 vhen an average of $4.50 was received for 192,235 acres of
new leases, In 1940 a low for bonus inecome was reached when an average of
$3,50 was received as bonus on 22,615 acres of new leases (Tables V and XII).

Total income from leases and bonuses averaged $1,,7 per acre to landowners
in sub-area 3., This per-acre wreturn amounts to slightly more than $618,000
per year income on an average of 419,605 acres, the income being almost

equally divided between lease rentals and bonuses., The peak year in total
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income was 1946 when 529,021 acres carned an average of $R.28 from lease
rent and bonuses. The total return that year was $1,205,283, A greater pro-
portion of this income, about 72 percent, can be abttribubted to the great
nuzber of aecras taken in new leazes at a reletively high bonus.

The low income yvear was in 1940 when $1.09 ner acre was reeeived by
landovners on 358,844 acfes. The low income that year; a 1little less than
$392,000, can be attributed to the small mumber of acres taken in new leases.
Sub-Ares L

Lease rent incéma averaged 98 conts per cere in this sub~division and
gave an aversge annual reburn of $57%,525 to landowners, The yearly per-
acre return from lease rent fell below 96 cenbs in only one yeaf, 1938, and
in only one vezr afber 1938 did per-acre rentels fall below 92 cents (Table
XI1I). In 1939 rent incomc amounted to $375,543, the year of lowest income,
from lease rents, In the peak year, 1947, leass rent to landowmers of 'the
sub-area reached $1,201,373. During the five-yesr periocd beginning with 1943,
slightly more than 244,000 scres of new leoses were taken each year. During
the smme period, an averege of only 62,380 ascres were released amnually. The
yearly net gein of land leased during the period resulted in a total of

1,201,373 acres drawing loase rent in 1947, the highest for any vear of the

o)

period studied in this sub-arca,.

Bonus inecome in this gection aversged $4.50 per acre on ney leaces, giv—
ing an anmual return from this source of 8693,071, which exceeds lesse rent
ineome hy more than $100,000, The low yeor, 1938, shows a return from bonuses
of $152,025, Uhile bonuses that yesr averaged £5,00 per acre, only 30,405

el
L

acras were htaoken., Apparently during this year a few highly desirsble tracts
were plcked up, the rest ignored, It was five years before Donuses again

reached $5.00 per acre., In 1945, $5.00 por acre was peid for move bhen
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500,000 acres of new leases. Bomus income in this peak year totaled more than
$2,500,000 (Table XIII),

Table XIII, Income From Leasing and Bonuses Per Acre
and Total Income, Sub-Area 4, 1938-1947

s lease Income* : Bonug Income* 2
:

1938 94 480,160 5,00 152,025 1.17 632,194
1939 .96 375, 549 2,50 181,275 1,20 556,824,
1940 .98 401,067 2.50 275,850 1.30 676,917
1942 .98 401,079 4450 189,450 1,31 590, 529
1943 .98 385,265 5,00 970,700 2,31 1,355,965
1944 .99 481,766 5,00 1,017,475 2,17 1,502,241
1945 1,00 614,353 5.00 2,502,730 2,80 3,117,083
1946 1,00 1,047,249 6,00 982, 380 1,68 2,029,629
1947 1,00 1,201,373 6,00 954, 300 1,58 2,155,673
Average .98 579, 525 4450 693,671 171 1,273,196

# See Table X for method of computation,

Total income in sub-area 4 averaged $1.71 per acre for the period studied,
This means that on an average of 745,501 acres under lease each year, land-
owmers received $1,273,196 per year, with slightly more than half of this
amount coming from bonuses, The peak income was reached in 1945 when an aver=
age of $2.80 was received on 1,114,899 acres. In that year more than
$3,000,000 was received by landowners of the section as income from undeveloped
mineral rights, The great amount of leasing activity in 1945, which saw high
bonuses being received on a record number of acres of new leases, accounted
for about 80 percent of the income that year.

Total income was lowest in 1939 when roughly $557,000 was received by
landowners for lease rent and bonuses, While in that year a low was reached
in the number of acres drawing lease rent, two-thirds of the total income
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in 1939 wes from this source. On a per zcre basisz, however, total income
was slizhtly lower in both 1938 and 1941,
Sub-~ires 5

sang rent in sub-ores 5 averaged 00 conbs per acors and geve an average
anmual incoms to londevmers of slightly more than $805,500 from this source

{(Table XIW). Income from delay rentals reached ite highest point during the

(o

period in 1947 vhen $1,335,322 was recaived on 1,348,810 scres or an average
of 99 cents per zers, This acreage, 51 percent of all fermland, had been
built up by the great activity in the ares during the previous five years.
During that period, sn averase of 322,726 ccres of new leases wers taken afie
rually: = net goin over releases of more than 200,000 scres per yeor.

Table XIV, Income From Leasing and Bonuses Per Acre
and Totol Income, Sub-Area 5, 1039-1947

t Lease Income®
Year ¢+ Per Acre : Sub—Area

Bonus Income# 3 Total Income® ,
Por Acre : Sub-Arez : Per Acwe : Sub-Arca

{dollars) : {dollars) : (dollers)

LT L

1938 .83 785,684 5,00 529,925 1,25 1,315,609
1939 .87 767,150 5,00 794,875 1,50 1,562,025
1940 87 759,365 3.50 215,390 1.04 974,755
1941 .83 615,327  5.00 403,200 1.2, 1,018,527
1942 T 394,674 3.50 157,657 99 552,331
1943 .93 245,991 7.50 4y 379,~:3 5.43 2,9 558,265
194/, +99 712,416 7.50 4,749,487 404, 5,461,903
1945 495 1,234,507 5,00 728,650 1.36 1 963,247
1946 .92 1,253,621 5.00 251,725 1.06 1,505,346
1947 .39 1,335,322 5.00 1,046,600 1.52 2,381,022
fverage .90 805, 526 5,00 1,032,900 1.67 1,838,426

#* Sge Table X for method of computation,
The lov lezse rent income year was 1943. In that year slightly less
than $246 000 were received on 264,5“6 acreg, In the five years preceding

1943, the trend in lezsing had been downward with a net loss of more than

100,000 =cres per year bebueen nsew leases and releases,
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Bonus income i estimated at $5.00 on an aversge of 206,850 acres of new
leases given each year. The annual income resulbing from new leases amounted
to more than $1,000,000 for the period studied which excééds the annual ine
come from lesse rent. In 1944 with an estimated bonus of $7.50 per acre, in-
come to landowners was neerly $4,75C,000 from this souree (Table XIV). This
high figure was approached in only one other year, 1943, when $4,312,275 in
bonuses wove received. During these two years more than 1,200,000 acres of
ncvvleases were taken by oll operators, Bonus ineome was lowest in 1942 when
$157,657 wero received by landowners. Per—acre bonuses in that year droppsd
to $3.50 and only 45,045 acres of new leases wers given. A4s shated earlier,
in 1942 the insctivity of lessees was pronounced.

The averzge per acrs total inecome in sub-area 5 was $1,.67 on 1,101,609
geres, This gave s total anauval return to landowmers in the section of
roughly $1,838,000, more thar half of which was from bonuses., Total income
and par-acre income reached =z low for the period in 1942, Per-acre income
from lcases and bonuses dropped to §9 cenbes durdng that year which gave land=-
owners =n incoms of $552,331. The low income during 1942 can be attributed
to the fﬁct that in that year 309,000 acres of leasss were dropped and only
45,045 aevzs of new leasés taken. In 1943 per-acre income resched its maxi~
rmum with $5.43 per acre being recsived on 839,476 acres of lessed land., HNearw
ly 95 percent of the total income during this year came from bonuses., In
1944, per-acre incomes dropped to $4.04 but that amount was received on more
than 1,350,000 acras. As = result, total ineoms in 1944 reached $5,461,903,
the psak income for any year of the period, More than 85 percent of the

total income in 1944 was from bonuses paid for new lezses,.
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Sub-Area 6
Lease rent in sub-area 6 returned an average of $336,609 per year to

landowners during the period studied, On a per acre basis, this amounts to
91 cents on an average of 360,99C acres drawing lease rent, The low on per
acre returns was 1942 when delay rents averaged 85 cents, However, in 1945,
rent income reached a low of $272,590, Although rents averaged 90 cents per
acre in that year, rent was received on only 302,878 acres (Table XV), The
peak in rent income during the period was reached in 1938 when nearly $486,000
were received from this source, I-eaga rent that year averaged 94 cents per

acre,

Table XV, Income From Leasing and Bonuses Per Acrs
and Total Income, Sub-Area 6, 1938-1947

1938 94 485,893 5450 217,717 1,26 703,610
1939 94 430,554, 3.50 210,210 1.2 640,764,
1940 94 400, 540 2,50 . 102,375 1.08 502,915
1941 .86 309,620 450 298,980 1.43 608,600
1942 «85 276,259 3.50 250,110 1.33 526,369
1944, 90 R78,348 5450 365,255 1,71 643,603
1945 «90 272,590 3.50 191,100 1.30 463,690
1946 92 314,077 2.50 40,950 «99 355,027
1947 9% 300,305 4450 503,685 1,86 803,990
Average 91 336,690 4,00 241,360 1.34 578,051

# See Table X for method of computation,

Per-acre borus income in sub-area 6 has been fairly stable, averaging
$4.00 per acre on new leases., In this area, lease rent income exceeded bonus
income. The highest bomuses were received in 1943 when the per acre average
reached $6.50, In that year $491,270 in bonus income were received by land-
ouners, That figure was exceeded in only one year, 1947, when $503,685 were



received in bonuses, The per-acre bomus in 1947 was $4.50, but considerably
more acres of new leases were taken in that year than in any other year dur-
ing the period. In 1940 and again in 1946, per-acre bomuses fell to an
average of $2,50, In the latter year, bomus income reached a low of $40,950
when only 16,380 acres of new leases were tsken,

Total income averaged %i.BA Der acre in sub-area 6 during the period;
$578,051 income for lease rent and bonuzes on 430,330 acres, The highest
total incoms was received in 1947. In that year, 431,404 acres ylelded a
return to the undeveloped mineral rights of $1.86 per acre or $803,990, sbout
two-thirds of which was bonus income., The low income year was 1946 when an
average income of 99 cents per acre was received on.357,769 acres of land,
The low in that year can bz attributed largely to the small mumber of acres
of new leases taken st one of the lowyest average bonuses paid during the
period, During that year, bonus income was only a little more than 10 per-
cent of total income, In addition, the acreage upon whieh rent was paid was
second lowest of any year of the period.

Subsurface and Agricultural Incomes Compared

It is of some interest to see how subsurface income compares with agri-
eultural income., Cash Income from crops in the area,as reported by the
census, > totaled roughly (46,765,000 in 1939 and $121,455,000 in 1944. In
view of the fact that wheat and cotton are, by far, the predominairh cash erops
of the area, the total crop income was divided arbitrarily»according to. the
cash income relationship that wheat and cotton held to each other in those
two years. In 1939, 70 percent of the cash income from these two commodities

was from wheat, 30 percent from cotton. In 1944, 67 percent of the cash

5 United States Censug of Agriculture, 1945, Department of Commerce,
Bureau of the Census, Vol. 1, Part 25,




inecome from these btuwo commodities was from wheat, 33 percent was from
cotton,

Divided in this mamner, caleulations show that in 1939 wheat income
amounted to &332,735,500;6 cotton income was $14,029,500, In 1944, wheat ine
come was $81,374,850;7 cotton inceme was $40,080,550,

Income to land from usdeveloped mineral rights in 1939 was roughly
$A,OOD,OOO‘in the area (Table IX). This figure is sbout 8.5 percent of the
casgh income from crops that year. waéver, cask income from crops is not netb
income to land., It is difficult to determine the net income with accuracy,
but it is believed that an estimation can be made which will refleect the
relative importance of surface and stbsurface income with some degree of
accuracy. |

For crop income, it will be assumed that the normal crop share going to
the landlord represents the landlord's gross réturn from land due te crop
production. According to figures compiled by the ﬁniﬁed States Departuent of
Agriculture, cstimated landlord expensss comprise aboub 36 percent of the
gross rent income to landlowds in the Unlted Stateé.g

In 1939, the calculated wheat income amounted to $32,735,500 in‘ﬁhe ares.,
One-third of this amount normally goes to landlords, Thelr gross return from
wheat vas, therefore, about $10,912,000. Cotton income im 1939 was caleulated
to be $14,029,500, of which cne-fourth normally zoes to landlords. The lend=-
lords' gross return to land %as $3,507,000 from cotton. The estimated

gross return to londlords from crops totaled $14,419,000 in 1939,

6 Seventy percent of 345,765,000, the total crop incoms,
7 Sixty-seven percent of $121,455,000, the tobtal crop income,

8 Five~yeor average, 1938-1942, Agriculiural Statisbics, 1943, ©. &.
Dopartment of Agriculbure, Washingbon, D. €., Tablse 499, p. 412.



The return from livestock production is even more difficult to estimate,
Apparently, the mosh accurste estimgbion would be a caleulated figure based
on the normal rent paid for pasture. There are approximately 6,525,000 acres
of land used for pasture in the area., Over the arsa as a whole, it reguirves
about 10 acres of pasture to support onc animal unit. The going rate over
the area is one dollor per animsl unit per month, The normsl grazing season
is geven months, Therefore, the return to landlords from pasture rent is
approximately $4,557,500. This amount added to crop income gave a gross
reburn to landlords of $18,926,500, The net return to the land, then, would
" be 36 percent less then this amount or 12,151,350 from sgricultural produetion
in the area in 1939.

As nentioned earlier, returns to land from undeveloped mineral righte
emounted to $4,000,000 in 1939. This amount, about 25 percent of the total
roturn to land from both surface and subsurface, is an importent element in
lend income,

However, these two {igures may not reveal relative importance withoub
further analysis, |

Over ths area as = whole, there is a probability that landowners! ine
vestunents in mineral rights could have been liguidated at an average of aboutb
$5.00 per aere in 1939, The only factual dsta available which shows the
gelling price of land in the area with minerel rights and without are for
counties with a considerzble amount of oil production.9 In these countiss,
laad conveying one-halfl or more of the mineral rights sold for about $10.00
per acre more than did land with none of the mineral rights. There is much

land in the study ares that would have sold for considerably more than $5,00

9 Grady and Payne Countiss, Davidson and Parcher, QOp. Cit.
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per acre for nmineral rights; there probably is more land with subsurface

rights which could have been sold only if the selling price had been very
low.lg If, however, it be assumed‘that $5.00 per acre is a‘fair average, then
a1l mineral rights in the study arca would have cold for a total of 78,966,600
in 1939. The return %o this investment was $4,000,000 or about 5 percent that
year,

The census value of farms in the area in 1940 was approximately
%462,724,000.11 From this figure, the assumed valua of the subsurface is
deducted, leaving $383,757,400 as the estimated value of surface roalty, The
net return to land from agriculbure was ostimated at $12,151,360 in 1939 or
about a 3 percent return to the invesiment in the surface.

In 1944, cash income from crops was roughly $121,455,000., Using the
same procedure for caleculating as before, it is found that the gross return
to landlords from crops was $37,144,985. There are reasons for believing that
pasture rent was about 25 percent higher in 1944 than in 1939, This means
that roughly 45,709,400 were received for pasture rent in 1944, This amount
added to the gross reburn from crops gives a gress reburn bo lzndlords of
$42,854,385 fron agriculture. The net return to land is caleulaited to be
$30, 426,600,

Subsurface income in 1944 was $11,533,755. This amount is é? percent

of the tobal net retura to land from bobh the surface and subsurface. However
¥

10 It must be rcnembered that reluctance of a buyer Lo buy land without
complete title and reluctance of some sellers to convey all mineral righte
when conveying lond makes the transfler of aminercl rights contirzent on some
thing more than the economic value of those rights,

11 consus of Agriculture, Op. Git.
12 Twenty-nine percent of the gross ineome., This iz the average for the

United States for the years 1943-1940. Agricultural Statistics, 1947, Y. S.
Department of Agriculture, Table 644, p. 543.



\Jt
b2

it is probable that, in 1944, iavesiments in subsurface rights must be
reckoned at a Tigure higher than in 1939, It is difficult to say how much
higher, bul returns to land from oil and gas leasing asti;ity are so obvious
and dirvect that it may be possible to estimale the inerease with some degres
of accuracy, The per-acre returns to land from leases and bonuses in 1944
vere 118,5 percent pgreater than in 1939. There is o probability that mineral
rights increased in value by something like that amount between 1939 and 1944,
The value of mineral rights in 1944 is, therefore, estimated at $10.92 per
acre, with a total value of mineral righﬁs in the area of $172,463,000; An
$11, 533,755 return gave a 6,7 percent yield on this investment,

The census-reported value of land and buildings in 1944 was $608, 672,500
© in the ares, If, from this is taken the assumed value of subsurface rights,
there remains $436,209,500 invested in the surface. The reburn to ths surface
from asgriculture, ealculated to be $30,426,600, is & 7.0 percent yield on the
investment.,

Although year-to-year agricultural incoms and value figures for the area
are lacking, it may be thalt an average of the two years, 1939 and 1944, cen
be tzken as representative of the whole 1l0-year period 1938-1947. On this
basis, the average net income to land from agriculture is calculated to be
$21,288,9805 the average value of the surface, $409,983,450. The average ine
come gave a 5.2 percent rebturn on the average investment,

The average investment in subsurface rights, assuwming 1939 and 1944 are
representative of the 1l0-year period, was $125,714,800. The average income
for the two years was 7,723,700 or a 6.1 percent return on the investment.
Returns to the subsurface were 26.6 percent of the net cash return to land

from both surface and subsurface.
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It appears, therefore, thalt for the 10-year period the return to the
subsurface is soméwhat better than the return to the surface., That, perhaps,
is as it should be, Iu the foregoing analysis, it was ascumed that all land-
owners were one corporabe body and that its investments in surfaee and sub-
surface yielded the returns as stated, 5.2 percent on the surface investment,
6.1 percent on the subsurlace investments during the 10 years. Actually,
there are many individusl investments and the risk of the individual investor
in subsurface rights is greater than the risk involved in imnvesting in the
surface, Therefore, a higher rate of return to the subsurface investor prob-
ably would be necessary to encourage such investmenbs if a fair rate of rew
turn were the only factor governing such investments., As a matter of fact,
invesitments made solely in subsurface rights usually are speculative and a
return from the actual production of oil andrgas iz the primary consideration
rather than a return to the undeveloped subsurface rights,

It must be remembered that many of the {foregoing figures are estimsied
and little data are svailable to substantiate them, The figures were arrived
at after careful consideration of all the data available, and it is believed
that the relationships shown are proximate. If they are, then subsurfiace
rights are an important source of supplementary income to landowners of the
area and return, roughly, an smount eguivalent to one-fourth of the estimated

net income to land,



CHAPTER V
INCOME VALUE OF UNDEVELOPED MINERAL RIGHTS
Introduction

In this chapter, an examination will be made of the third part of the
hypothesis which states:

"Capitalization of income from leasing will indicate the value of
undeveloped mineral rights and serve as a basis of judgment on the part
of landowmers for evaluating their property rights in the subsurface,"
It was stated earlier that consideration is given to the value of mineral

rights by buyers and sellers of land, Awbneatimlofnatndyoftharo-
action of buyers of land to the mineral values of that land reports that over
98 percent of the buyers indicated that some consideration was given to such
values before purchasing, The average of their estimated value was $4.95 per
acre and ranged from $15,33 per acre average in one county down to $2,53 per
acre average in another of the eight counties studied,

Those who gave congsideration to the value of the mineral rights but
placed no estimate on 1%, generally indicated that they had no basis for juige
ment, It is believed that this study will furnish a basis for valuing the
mineral rights in the portion of the State studied,

It will be assumed that income from leasing and bonuses over the past
10 years is indicative of future income to land in the various sub-areas and
in the area as a whole, However, as was stated earlier, some localities will
be so situated in relation to favorable geological formations that incomes
will be considerably higher than the average. Other localities may only
rarely have any land leased, The particularly good localities from the

1 pavidson, R, D., and Parcher, L. A., The Influence of Rights
Transfers Farm % Oklahoma, Oklshoma Agricul Experi-
‘Snt Station gllotin, .ﬁ,ﬁh—m 1944«

>k
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gtandpoint of leasing, as well as the particularly poor localitiss, generally

will have a fairly well established value for minerals., It is proposed here

to ectablish some sort of 2 bage fron which landomers ecan work in areas

where nineral values have not been established,

There are, however, certain factors in addition to income vhich a londe
owner shovld consider if he contemplstes selling any or all of his mineral
rights, For insbance, it iz possible that a trect of land will suffer a loss
in value greater than the price received from the severcd mineral rights,
There is a hesibaney on the part of‘pﬂtentiél buyers in aceepﬁing>anything
less than a clear and wnencumbored title, This lessens the demand for encume—
bered land except at a considerably lower price, There iz evidence that ab-
straeting costs and $itle clearance problems increase when a porbtion of the
mineral rights is sold.g Ssle of a major portion of the mineral rights ususl-
| 1y results in the loss of control the landowner formerly had in governing whab
takes place on his land, Mineral deeds usually confer on the grantee not only
the right to participate in subsurface income, bub also the right to come on
the land end explore for oil and take any that is found. Therefore, the pos—
sible loss of income, nct only from the actual produetion of oil but also
income from fulure leases and bonuses should be considered.

Men of wide experdence in dealings in farmland are in genersl agreement
that only in exceptional cases should a landowmer sell nore thon helf his
royalty. Most of these men feel that for the landowner to protect himself,
the per—acre selling prics of the mineral risghts should st lecst b equal bo
the per-acre agricultural value of the land itself, Of course, individusl

circumstances might be such that it would be wise bo accept a smaller figure,

2 Davidson and Parcher, Op. Cit.
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The following analysis, then, deals with percentages and averages, and

i?,“).t

inimm veluss. No esatimate of speculative

fe
1)

the velues caleulabed ave docome
vaolugs is attenmphed.
The Avea
The arez, consioting of some 15,703,320 acraes has received an average

anaval income of 3% cents per sere from lense ront aond benuses (Table XVI),

(D

This smount capitzlized at the usual rate of capitalization of land income,
5 percent, indicates an aversge valus of minerzl rights over the ares as s
whole of $7.60. If, for instance, mony tracts of oqual size were purchased
in the area, and if those tracts were geogrephieslly distributed throughout
the area, it appears that the buyer could expecht to realize ar average income
of 32 cents por acre {rom these tracte, He would, therefore, be justified

Y

n paying an averags of

!.J-

§7.60 per scre for the subsurfoce rights iIf he cone

gidered 5 percent an adequate return on his investment,

Table ¥VI. Yearly Aversge of Acres leased, Income to the
with Aversge Per Acro Income to Land lessed, gnﬂ
the Average Per Acre of the Area

Arca,

3 s : 3 ¢tTncome Per :Income Per
Sub~ : Tobal Acres ¢ Percent ¢+ Acres @ Total 3 Leased ¢ Acre in
Ares 3 s Teoged 3 Tegsed s+ Income 3 Aore 3 Ares
Dollars Dollars Dollars
1 LyT8L,640 2207 1,086,803 1,405,710 1,29 29
a 1,828,000 12,4 226,942 293,992 1,30 .16
3 2,827,000  14.8 419,605 618,052 1,47 22
4 2,339,000 21,9 745,501 1,273,196 1,71 .54
5 2619, 640 1.6 1,101,609 1,838,426 1,67 69
6 1,365,040 3.5 430,330 578,051 1.3 A2
Total
Ares 15,793,320 25,3 4,002,292 6,016,272 1,50 38

Or, the buyer of mineral rights might look at his chences in this

fashion: The weighted average income value of all tracts leased is $12.60



per acre, The chances ave 6 oub of 10 that an individual trachk will be
leased (Toble XVII), In other words, out of ten tracts, he can anticipste

leossing sixz of thom a part or all of the time ovrovided he has o spfficient
i ) - Py

number of well-distrihuted tracte., It appesrs then, that an investor can

afford to pay six~tenths of 312,60, the weighted average per acre income value

of leamsed tracts, or an sverzge of §7.56 per scre. This figure is, of cours

very close b0 the avercgze income velus of mineral righte for the aven as a
whole, However, therc might be a considerable varistion betwscen these tun
figures,

Table XVII, Percent of Tracts Under Lease for Specified Number
: of Years with Cumulative Percentages, 19381947

e’;

: Years leased

Sub-Area s None z 1 ¢ 2 : 3 s L s 5 2 6 2 7 3 & s 9 330
1. Percent 31.0 7.0 12,7 12,7 19,0 6.3 3.0 2.0 2,7 2.3 1.3

Cumulative 100,0 69.0 62,0 49.3 36.6 17.6 11,3 8,3 6.3 3.6 1.3
2. Percent 60,9 8,0 80 6,9 10,3 1,7 1,7 0,6 0.6 1.2 0.0

Cumalative 100,0 29,1 31,1 23,1 16.2 5.8 L, I 2.4 1.8 1,2 0.0
3} .Perceﬂt 58.1 709 901 307 5.4— 3-3 201 500 197 lné 201

Cumulative 100,0 41.9 34.0 29.9 21.2 15,8 12,5 10,4 54 3.7 2.1
4o Percent 17,3 8,0 5,8 27,6 16,1 8.1 3.4 3.4 5.7 1.2 3.4

Cumulative 100,0 82,7 74.7 68.9 41.3 22,2 17.1 13.7 10.3 4.6 3.4
5. Percent 15,3 5.8 3,6 9,5 21.2 16.1 3.6 5.8 6,6 8.0 L.A

Cumulative 100.0 84,7 78,9 75.2 65,7 A4.5 28,4 24,8 19,0 12,4 /4.4
6. Percent 26,9 10,6 5.6 6.9 12.5 6.2 s.1 8.7 5.6 3.8 4.5

Cumulative 100.0 73.1 62. 5 56‘9 50.0 370 5 30 .6 22, 5 13-8 802 1:-0'4'
Areas .

Percent 33,3 7.9 2.5 9.8 13.8 6.4 3.2 4.0 3.3 2.8 2.3

Sumulative 100.,0 OL.7 53.8 45.3 35.5 21.7 15.3 12,1 8.1 4.8 2.3

If a high proportion of the leased land was under lease for only one or

two years of the veriod, the weighted average income value would be lower

than if a high provortion had besn under lease for, say, saven or eisht vears,
g prot 2 » 3 g

-3

[

he disuesaion of the various sub-areas shows bthab counsiderabls variation

actually dees exict betuween the averags income value of all land and the



58

welghted income value of the lessed land, That difference can be atbributed
to-the variations in the length of time land was under lease,

The buyer or the owmer of an individual tract selected at random within
the area must place his evaluation of the mineral rights on a different bagils
than the man who has widsly scatbered holdings. There are 38 chances ouk of
100 (Table XVII) that his lsnd will not be leased one year out of ten and,
of course, it may never be ‘eased., The chances are the same, therefore, that
the subzurface rights are worth from nothing to something less than $3.00 per
acre.s In other words, roushly two-fifthe of all tracts have little or no
income value from mndeveloped mineral rights (Table XVIIT and Figure 8). On
the other ﬁand, the chances are betber than 50-50, ebout 54 chances out of
100, (Table XVIII) that he can lesse his lsnd two years out of ten at $1.50
per acve per year, This would regult in 2n average ammal jincame of 30 cents
rer pere, OCapitalizing this amount indicates a value of at least $6,00 per
scre. That is to say, the mineral rights are worth a minimum of $6.,00 on nine
tracts out of 17, Whether s particular tract is included in the nine can be
determined only by exsmining the peblic records on thak trackh,

There are some tracts so located that they may be leased o minimm of
three years out of ten. Out of every 100 tracte, 45 fall in this category
{Table XVII). These trachs will earn an average annual income from lease
rent and bonuses of 45 cents per aare,4 and therefore the capitalized value
of the mineral rights is &3,00 (Table XVIII),

One out of five or sboub 22 percent of all tracts will be leased a

k)

ninimm of five out of ien years. For these tracts the anmual average income

3 Fifteen cents (one~tenth of the income per leased acre, Table XVI)
capitalized at 5 percent,

4 One dollar and fifty cenis for three yeers ocub of ten.



FIGURE 8. THE DISTRIBUTION OF LAND BY THE INCOME VALUE
OF MINERAL RIGHTS, WESTERN OKLAHOMA, 1938-1947
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Table ZVIII, Percent of ALL Trects iIn She Arssz Under Lease A Specified
Mumber of Years, With the Cummlative Percentages, the Annual
Income Per Acre, and the Proportion of Tracks in

Each Category

3 . , Years lLeased _
s None z 13 2 3 3 32 L2 53 £ 7 : 8 3 9 3 30
Percent 38.3 ‘7-9 805 9.8 13.6 6-4- 3.2 4»0 3.3 205 2:3
Cumilative 00,0 61-7 5308 45.3 3505 2107 15'3 1201 851 408 2.3
Annual Income
Per Acre
(Dollars) L0 15,300 W45 W60 .75 .90 1,05 1.20 1,35 1.50
Practs in
Gategory 2/5 3/5 9/17 5/11 Y3 1/5 1/7 1/8 1/12 1/20 1/50

per acre will be 75 cents vhich indicabes an incomz value of at leash $15,00
per acre. As the length of time a tract will be leased increases, the chances
for a particular trect falling into that category decreass very rapidly. There
is gbout 1 chance in 20 that a tract will be leased nine years oubt of ten =znd
so have an income value of $27.00 per acre., There is only about 1 chance in
5C that a tract chosen at rendom in the area will be leased all the tine and
so have an income value of $30.00 per acre (Table XVIII),

To state the chances somewhat differently, the following night be saids
If o farm has been leased at any time during the past ten yeurs, the experience
in the areaz as a whole would indicake that certain projectiéns as to future
income value could be mads for Shat tract, For ingtance, it magy be agsumed
that the tract will be leased a minimuom of one year in ten and hence will have
a ninimum income value of $3.00 per acre for the mineral rights {(Table XIX);
there are 7 chances out of & that the ftrect will be lezsed two years in ten
and will have an income value of $5.,00 per acre; the chances are 3 ocub of 4

n ften and hove an inceons valus of

2

that the trach will be Jssnsged three yosrs

$#0,00 per zcre. The chances ars aboub even that the tract will be leased
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Table XXX, The Percent of Leased Tracts in the Ares Under Lease
A Specified Mumber of Years, With Cumulative Percentages,
the Annual Income Per Acre, and the Probability
of Lessing an Individual Tract
the Specified Tine

fica

Yoarg Leased

s Home s 1 : 2 : L ot 53 b6 ¥ 32 8+ 9 & 10

3 s
Percent 12,8 13.8 15,9 22.3 10.4 5.2 6.5 5.3 4l 3.7
Cumulative Percont  105.0 87.2 T5.4 57.5 35,2 24.8 19.6 13.1 7.8 3.7

Anmaal Income
Por Acre (Dollars) L5 30 W45 L6075 .90 1,05 1,20 1,35 1.50

Probzability of
Leasing AL 7/8  3/4 9/16 1/3 1/4 1/5 1/¢ 1/12 1/27

o

four years in ten and have an income value of $12,00 per acre. There is only
about 1 chance in 5 that the tract would be lezsed seven years in ten, and 1
chance in 12 that it would hz leaszed nine years in ten and so have an incone
value of $27,00 per acre.

Txperience in individual localities should govern landowners or land
buysrs in estimaling the value of ths mineral rights, Howcver, it appears
that the chances are cven that the undeveloped mineral rights are worth ab
least $6.00 per zcre on a parbicular tracht any place within the study sarea,
The chanees are only 1 to 5 that the income value of the mineral rights on
an individual traet sclected ot rondom in the area is worth as mmch as $15.00
per acre.
Sub-Area 1

Arnval income in sub-srea 1 from wndeveloped mineral rights aversged 29
cents per acre for all lend in farme (Table XVI), This ancunt capitalized at
5 percent indieates an aversge velue of $5.90 per acre for mineral w»ights in

this section, However, it appears that the owner of, say, 100 tracts well
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distributed throughout the sub-ares can place the income value of his sub-
surface holdings at a figure somewhat higher than $5.80 per acre., The
weighted income value of all leased tracts is $2.90 per acre. Tho disbribu-
tion showz thalt about 7 out of 16 iracts were lazased a part or all of the
time during the period studied. He can, therefore, reckon the avarage valus
of his holdings ab seven~tenths of §2.90 or $6.93 per acre. This figure is
roughly one dollar per acre higher than the average for all land in the sulbe
area, The higher figure is due to the fact that a relatively high proportion
of the land was under lease for four years or morse.

On an individual tract basis, values are, of course, arrived at differ-
ently, For instance, thers are 31 chances out of 100 that an individual
tract will not be leasced onee in ten years--perhaps never (Table XVII), This
means the income value of the mineral rights may range from nothing to some-
thing lese than $2.585 per sere.

The chances are good, 62 out of 100, thet an individual tract will be
leased two years oub of ten (Table IVII). This indicates an income valuc of
@5.16.6 The chances are bebter than 1 out of 3 (3% in 100) then an individual
tract will be leased four years out of ten, Tracts falling into this ecategory
will earn an average annual income of $1.29 per acre four out of ten years
or an everage of 51 cents per acre per year, The income value of the
mineral rights on these tracts is $10.32 per acre at the stated rate of
capitalization,

The chances are less than 1 in 5 that a tract will be leased for five

yvears or more out of ten., Slightly more than 1 trazet in 10 is so situated

5 One-tenth of $1.29, the average annual income for leased land, capi-
talized at 5 percent,

6 Two~tenths of $1.29 capitalized al 5 percont.
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that it has been leased six years or mors out of ten., These trscts have
earned an average annual income of more than 77 cents per acre. Mineral
rights on these tracts are worth at least $15.50 per acre and mey go as high
as $25.50 per acre, However, only 1.3 perecent of all tracts fall inte the
latbter price elass,

It appears, therefore, that the owner of an individual tract will most
likely have an average annual income of from aboui 13 cents per aere up to 51
cents per acre. These fipures, capitalized, indicate that a majority of land-
owners (51.4 percent) have mineral rights with an income value of between
$2,60 and $10.32 per acre (Table XVII),

Sub-Area 2

Values of undeveloped mineral rights have been lowest in sub-area 2,
Over the l0-year period, 1938-195.7, the average income amounted to only 16
cents per acre per year to land in that section. Therefore, on the average,
mineral rights in sub-area 2 are worth only $3.20 per acre (Téble V1.

The owner of many tracts geographically distributed over the sub-area
will find that the weighted average income to the tracts he can lease is abou%
41 cents per acre, The income value of these leased tracts is $8.24 per acre.
He can anticipate leasing about 4 out of 10 tracts as 39,1 percent of all
tracts was leased for one year or more. Four-tenths of the weighted average
income value of leased tracts is $3.30. This figure, virtually the same as
the average income value of all land in the sub-area, must be the average per
acre for his investmenis if he expects a 5 percent return,

A study of the occurrence of lsasing of individual trachs shows that
nearly Gl percent were not leased during the 10 years studied, The income

value of the mineral rights on a majority of the land in the area is, therefora,



something less than $2.60 per acre’ (Table XVII),

Some tracts, 39 out of 100 if past history is indiestive of the future,
will be leased a minimum of one yesar out-of ten. The income value of the
mineral righits on these tracts is =t least $2.90. The chances are falrly
remote that the income value of the mineral rights on an individual ¢ract ic

-any greater than this. Oubt of 100 tracts only 31 wers lessed two out of ten
years; 23 were leased three out of ten years; and 16 were lessed four out of
ten years. Tracts in the last cabegory have a mineral income value of £7.80,
The highest average income value shown was $23.40 per acre and only 1 fvtcel
in 100 fell in this group. On oaly about & tracts in 100 did the incoms
value go as high as $15.60 per acre,

It appears, then, that the mejority of owners of individusl tractec should
place.the income value of thelr undeveloped mineral rights at soemething lssg
than $2.60, Unless the individual ovner knows $hat his tract is favorably
located, he can hardly assume the income value of his mineral rights 1s more
than $5,20 per acre, zad fewer than one=third of zll trasts fall into a class
this high. |
Sub-Area

Income values oi undeveloped uineral rights in sub-area 3 average only
a little higher than in suh-ares 2, Income from nmineral rights averaged 22
cents per acre per year during the period studied, This mesns, thalt for the
sub-area as a whole, the average ineome value of mineral rights is only $4.40
per acre {Table XVI).‘

The weighted income value of tracits leased abt somebime during the psried

is £12,05, Four-tenths of all tracts werc leased., It appears, then, that

7 Land leased in the area one year in ten would have an income value
of $2.40 per acre.
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the owner or buyer of a sufficiently large number of well-distributed
tracts will receive a 5 percent return if his average investment per acre
in subsurface rights is no greater than $4.82.

Slightly more than 58 pereent of the tracts in the section haﬁe an in-
come value of less than %2.94.per acre, this being the proportion of tracts
not leased at all during the l0-year period (Table XVII).

Roughly, one~third of the tracts in this section were leased two of the
ten years studied. These tracts earned an average of about 29 cenis per acre
per year and so have an income value of $5.88 per acre.’ Slightly.more than
one-fifth of the tracts were leased for a_minimum of four‘yéars during the
period, The per-acre income on these tracts averaged about 59 cents per year
and had an income value of at least $11.76. Only 15.8 percent of the tracts
were leased for five years ér more.,

It appears that the majority (58.1 percent) of landowners in sub-area 3
must reckon the value of their mineral rights atrless than $2.94 per acre.
other landowners may place such values higher but to go sbove $11,76 would be
going beyond reasonable income expectations., For the one man in ten vho has
land which past experience shows is well located for leasing activity, the
income value might be placed at $20.58, Only about 5 tracts in 100 will:
have income values higher than this,

Sub-irea 4

Income values of undeveloped mineral rights in sub-area 4 are relatively
high. The average income for 2ll land in the seetion amounts to 54 eents per
acre and so can be valued 2t $10.80 per acre (Table XVI). Moreover, the
chances of leasing an individval tract are relatively great. Only 17 itracts

out of 100 were not leased sometime during the period studied,



Tha weightsd income value of tracts len ed one or more years during the
period is $14.12 por acre. Ths date show that € out of 10 trects will bé
leased, REight~tenths of $14.12 iz §11.30. This is the sverage amount per
acre the owner or buyer of a large number of well-distribubed tracts can have:
invested and realizo z § percent rsiurn on his Investment,

-

In regard to individual tracts, roughly 83 percent of the traets were

o

lsased for one ysar or more snd thros-fourths for two years or more {Table

XVII)., Those tracts lessed for two or nore earned an annual average

f~:=
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e
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income of at least 34 cenbs per acre. This indicates thal a subsbantisl majore
ity of the traéts in the section have an incoms value for the undeveloped
mineral rights of at least $36.84. More than 40 trects in 100 heve an incomo
value of at least $13.68, and move then one-fi ?th an income value of $17.10
or TIoYe. One tract in 10 rsceived an income of more than 81,36 per acre and
on this basis was worth abt least 27,36,

It appears that most owners of individual fracts can be fsirly cerbain
their undeveloped mineral righis have an incone value of at leamst $5.84 per
acre. 4 substantial nuber (41.3 percent) can justifiably zo to $13.68 per

B

acre; about one—fburhh of Shese can reckon the income value of the undaveloped

on their lond at 827.38 per zere.

i)

mineral vights

Sup-ires 5

Recanse of the intenso ae tivity in sub-area 5 over the past ten years,

C‘!

the indications are thah minersl values averase the highest here. The average
ineome to all land in the pection amounted to 49 cents per acre per year durw
ing the pericd (Table XVI). This amount eapitalized gives an aversge income
value of $13,80 Zor mineral rights,

However, bacauss of the great mmber of tracts leased for four and five

years, the welghted average income value of mineral rights is 317.24 per acre.



4s 85 trocts oub of 100 were leazed, it appesrs that the buyer or owmer of a

large mmber of well-distwibuied tracts could place the aversge income value
of those tracts alb $14.60 per acrs,

As’pointed out above, only 15 trachs out of 100 were not leased somelbime
during the period (Table ¥VII). TFor those that werec leased at sometine, the
ninimm income was 16,7 cents per acres, Therefors, the chances are excellent,
85 out of 100, that individuol tracts have an income value of st least 33.34
per acre, However, the chenees are almost as good, 75 oubt of 100, that an

individual tract will bs leased a minimum of three years out of ten and con-
sequently have an income value of at least $10,12 per acre.

Hearly a fourth of the trachs were lezsed a minimum of seven years Jduring
the period. Tracts in this category have an income value for the minsral
rights of 423,38 per acre, More than 10 percent of the tracts have & lease
ineone value of more than $30,00 per acre.

5 o ppears probable, therefore, thzt en individual owner should esbimate

1 - -

z ineoms velue of his mineral righbs st no less then $10,12 per acre, The

chenees are more than fair that such values should he as high as $23.33. The

multiplie buyer who can obbain & pood distribution, will get a 5 percent rebturn

S
o]

r<y

on hig investment 1f Ids purchases of mineral vights do not average above

Average income to undeveloped mineral righits in subeares 6 was A2 cente
per acre, Gepibtelining this income at 5 pereent gives an average income value
of $3,40 per acre in this ares (Table WI). The weighted aversge income value
of 511 leased tracts is $13,19. Ilore than 7 out of 10 tracts were leased
at sometime during the period. It appears, therefore, that an average invest=

]

ment in mineral rights of aboud $9.25 per acre in the sub-ares would yield g



5 percent roturn from leasing activibty, 1T a2 suffiecieutly large number of
well-distributed trects was obbained, This average investment of #9.25 is
roughly 81,00 per acre higher than the average incowe value of all land in

the sub=arez due to the fact thsat nearly one~third of the lamd thab wag lessed
yzs under lease for siz yeors or more during the periocd (Table XVII),

O an individusl trect basis, slightly more than a fourth of the tracts
were never leased during the 10<yesr p@riod.s This would indicate that sracts
in this category have mineral income velues of something less than 32.68.@

The chances are aboub 63 out of 100 that an individual tract will be leassed

two years out of fan if leasing continves =2z it has dufing the past ten years,
The average anmual income from undeveloped nineral rights on these tracts will
he aboub 27 cents per acre. This would make an income value of $5.40 per acre
Por tracts in this cabegory.

However, the chances are even, 50 oub of 100, that an individusl tract
will he leased four years cubt of tan. The Incomz value of the nmineral righbs
on these tracte is $10.,72. The chances arc falr, 31 oud of 100, that an
individual tract will be leased 2 minimm of six oub of ten wyears, Incoma
value for fracts in this class is $16,28 per acre. More than 10 percent of
the tracts ceorned sn average of more than $1.07 per acre per year. The ine
eome value of these tracktes is $21.44.

It oppears, therefcre, that a substantial majority of the landowners can
ploce the ineeme value of thelr mincral righits on individual tracts at sone~

thing more than $2,62 but probably not much obove 510,72 per zcre, However,

8 Edwerds, Roy, Op. Cit. Edwards, in a study covering 43 years for one

county of thig subeares, found that fower than 2 percent of the tracts had
never been leaged,

? ne-~tenth of the gversge snnuel incoms esplialized abt 5 percent.

€
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a nugber of cwners of such drects, asbout 14 oub of 100, can place the value

of their mineral rights az hich as 821,44 per acre, TFour oub of 100 can o
=3 5] 1 3

4o 426,90 per acre. The oumer of meny, well-distributed tracts can antici~

1.8
a4

pate an incone great encugh that he will cbtoin a 5 porcent reburn if
average investment does not exceed (33.25 per ascre,
Land Values
The value of land and bnildings in the arsc as reporked by the Census
was approximately $462,724,000 ia 1;&0.10 It is gensrally believéd that lande
simers, in reporting the valus of thelr forms, use s fipure bthey bslisve Lo be
currant market prices, The ouestion is, how much of this reported value re—

flects the income value of the nmineral righta?

It vas seen in the chapher on incowe that in 1939, about $4,000,000 in

e

income geerued from the leasing of the subsurface in the area, This amounk
capitalized at 5 percent indicates an income value of $80,000,000~—about 17
percent of the total reported vulue of land and buildings in the ares. In-

come from undeveloped mineral rights waz about 25 percent of the caleulated

net cach income te land from hoth surface snd subsurface that year,

o

The census value of Jand and buildings in the area in 1945 tobtaled ap—
proximately $617,873,000, Income from the undeveloped minersl rizhts in 1944
fotaled $11,533,775, which if capitalized indieates a value of $230,675,500
or about 37 percent of the tobal reported velue. Income from undeveloped
mineral rights in 1944 wos cgual Lo 27 percent of the caleulated net income
to land from both the surface and subsurface.

There appears bo be o relationship between the oroportion of income

ariging from the subourfoce and the proportion of the tobal Iand value

10 gonsus of Agriculturse, On. Cit.
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reflected in the capltalized subsurfoee incone, In one yeor, 1939, the ine
coms valus of undeveloped rishts was 17 percent of the revorbed value of

lznd and wildings, In that vear, subsurfoce income was 25 percent of the

uly

caleunloted not inecome abbributebleo to lsed, In 1944 the ivcone valvs of 1une
devseloped mineral rights was 37 porcent of the reported valus of land and
buildings, Subsurface income in 1924 was 27 percent of the calculated net ine
came ahitribotable o land, Usuelly there is o log betweeﬁ an inerease iu
farm ineome and an incresse in Darm value, therefore it is probable that the
incvease in farm income between 1939 and 194 was not yeb reflected in an
increase in form value by 1945, For this resson, the income value of minerals
loones larger in totael form values than 1t otherwise would, It may bo note-
worthy thet the average values ond incomes Tor the 10-year period which were
nentlonad earlier show svbsurface income to be roughly 25 percent of net in-
come to land and the average income value of minersl righte 40 be aboub 25
vercent of the aversge census value of land and bnildings, While year-to-
yesr variations are to be cxpected, 1t seems reasonable To believe thet over

a period of time, subsurface income will be reflected in land valves in its
approximete relationship ko total income to land. There is the chanee, of
course, that the gpsonlative velue of the mineral rights will keep tobal

valnes higher than ineome from both the surface and subswrfoce would jushify,



CHAPTER VI

SUMMARY AND CONCLUSIONS

This study was comducted so as to examine the hypothesis formulated in

Chapter II which stated:

1.

2

3.

During the past ten years, the proportion of lard under lease fof
oil and gas has averaged 50 percent of all farmland in Western
Oklahoma,

Leasing activity results in a significant supplementary incoume to
landowners of Western Oklahoma,

Capitalization of income from leasing will indicate the value of
undeveloped mineral rights and serve as a basis of judgment on the
part of landowners for evaluating thelr property rights in the sub-

surface,

To summarize, statement 1 of the hypothesis will be examined first,

In Chapter III it was seen that while the amount of land under lease in

Western Oklahoma is substantial, at no time during the period studied was 50

percent of the land wnder lease in the ares as a whole, The average acreage

wder lease each year amounted to about one~fourth of 21l farmland., In only

one year, 1947, did the proportion approach 50 percent, In that year, 44.1

percent was under lease,

in examination of the several sub-areas shows that during the peried

studied, none consistently shows 50 percert of the farmland under lease,

In sub-area 1, the proportion of land leased averaged about 23 percent

during the 1l0-year period. However, during the final two years, the average

was above 50 percent, The upward trend, when coupled with oil imdustry

reports, indicates that the proportion leased may remain above 50 percent

for some years to come,

71
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The 10~year average of land leased in sub-area 2 was slightly more than
12 percent of all farmland, The highest proportion leased during any one year
was 31.5 percent in 1947. The average acreage under lease for the final three
years of the period studied was less than one-fourth of the land in farms,

Sub-area 3 had a 10-year average of about 15 percent of the land in farms
vnder lease, The highest proportion under lease during any one year was 18,7
percent in 1946, Leasing in this sub-ares is noted chiefly for the uniformity
of the proportion leased each year.

Sub-area 4 had an average of roughly one-third of the farmland wder lease
during the 10-year period. In only two years did the acreage leased fall be-
low one-{ifth of the land in farms, However, during the final threé years
of the period, the average under lease was above 50 percent, |

Sub-area 5, with an average of nearly 42 percent under lease each year
of the period, had the bést leasing record of all the sub-areas. A majority
of the land in farms was umder leasé the last four years of the l0-year period.
The average lor the last helf of the 1l0-year period closely approached 50 perw
cent vhen 49.9 percent was under lease,

In sup-area 6, the amount of land under lease was relatively stable dur-
ing the period. The average for the ten years shows nearly one-third of the
land leased each year. While there has been a downward trend in land leased
in this sub-division, the trend has been slight and the proportion leased
still remains sucstantial.

The first stetement of the hypothesis is, therefore, false, Noreover,
it is unlikely that in an area as broad as Western Uklehoma will the avefage
during any 1O0-year period be as high as 50 percent., This conclusion is based
on the fact that in spite of the great activity over a large part of the ares
during the last half of the period stuiied, the average acreage under lease

for the {ive years wat less than one-third of all land in farws.
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Even within sub-di;crisions of an area as broad as Western Oklshoma, it is
exceptional to find 50 percent of the lend leased at my time., Vhen such an
exception is fowwl, it will be for only a year or so., In only one instance
wag there sven a five-year veriod when the average proportion under lease
approached 50 percent (49.9 parcent average, 1943-47, in sub-area 5) In

1947, the peak year for lesasing activity, only three of the six sub-areas had

as mudi 23 50 percent of the land leased for oil and gas.

o

The second statement of the hypothésis is that: "Leasing activity re-
sults in a eignificent supplementary income to landowners of Western Uklahoma,¥

It mey be seen in Table IX that an average amnual leasec income of rors
then 6,000,000 acerued to landowners in the area, Income varied from
$2,653,000 in 1942 to $11,534,000 in 1944, The average per acre subsurface
income for land leased vas $1.50 per ysar. Sisty-two percent of the land in
ferms recelved income from this source, On the whole, bonus income is soﬁte-—-
whet more important then lease rent income, and in some years is consid ero,bly

more importent. Income from leasing activity moy assuie particular importance
during periods of strong competition for leases, It 1s during these periods
that bonus payments zre lergest and lump-sum payments to landowners frequently
are substantial., In periods of declining activity of the oil industry, lease
rentzls assume increasing lmportance in total lease incone,

& study of imdividusl sub-divisions of the arsas shows that aversge annual
incomes ranged from about 294,000 in sub-area 2 (Table X¥I) teo roughly
ifl,E‘Jo,OOO in sub-area 5 (Teble XIV), Average per acre incomes to land leased
ranged from $1.29 in sub-area 1 {Table X) to #1.71 in sub-arez 4 (Table XIII),

It should be pointed out again that these amounts accrued to land leased.
In twe of the gub~divisions of the area, nemely sub-areas 2 and 3, more than

half the land was not leased abt 211 during the period stuiled., In twe other
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sub-areas, 1 ;‘md 6, more than & fourth of the land was not leased during the
period,

Comparisons made of estimated net cash income from agriculture and from
leasing show that income from leasing comprises about one~fourth of the net
returns abiributable to land. The only two years for which date for farm in-
come are aveilable, 1939 and 1944, show that lesse income was 25 percent and
27 percenb, respectively, of tobal nebt return attributeble to land. Based on
certain assumpticns of subsurface value, investments in subsurface rights give
a betber return than do investments in the surface, In view of these figures,

t is concluded that the second portion of the hypothesis is correct and thad

$da

leasing activity does result in a sigiilicant supplementary income to land-
wners of Western Oklalwma,

The third part of the hypothes s states that: "Capitalization of incoume
from leasing will indicate the value of unleveloped wmineral rights and serve
as & basis of judgment on the part of landowmers for evalw iing thelr property
righte in the subsurface,”

This statemont wos examined in Chapter V. It wao found that income from
sutbsurface leasing capitalized by the uswl rate applied o land income gives

t was pointed oui,

oy
[l

an indicotion of the income valu

ﬁ

the minersl rights,
however, theb cnly a very small proportion of the tracts are leased zll the
time., For this small percentage, incame velue of the mdeveloped mineral
righte can be determined with a considerablie degree of accuracy. For those
tracts never leased, one must asswse bhe income value is nil, For trects
leased only o pert of the time;, only a2 probebls reange of velue can be

caleulated,

or the ares

=

b
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found that chances are gpod (54 out of

3
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100) that wdeveloped mineral rights on an individual trzct are worth at



least 56,00 per acre, However, the chances are relatively poor {22 out of
100) that these rights have an income value of as much as $15,00 per acre.
The buyer or owner of many tracts scattered throughout the area appsrently

can place the income value of his subsurface property at about §7.50 per acre,

appear o be good (62 out of 100) that the minimum income value is about $5.16
per ascre, The individual with meny tracts geographically dictributed over the
area can place the average income velue of his undeveloped subsurface righis
at $6.93 per acre.

The data in Chapter V imdicate that owners of individuwel tracts in sub-

(6]

ares 2 can herdly assume the income value of thelr mineral rights is more than

55,20 per acre. Actuslly, the chances are 6 oub of 10 that the income value

(2

of these trocts 1s less than 32,60 per acre. Only the holder of wany, well-

Alstributed tracts has much assurance that the average income vaelue of his

£,

subswface rigats is greater than $2.60 per azere. The indications arc that

such en ovmer can heve an investment averaging aboubt $3.25 por acre for sube

surface rights and realize 2 5 percent return on his investment from lease
rent amd bonuses,

The mjority of owners of dngle tracts in sub-area 3 must figure the
income value of their wdevelopsd winersl rights at something less than $2.94
per acre; 58 tracts oubt of 100 fall into this category. About one-fifth of
sll owners of single tracts can place a value as high as $11.76 per acre on
their subsurface rights., An individual with a sufficlent nuwber of holdings,
well scatitered throughout the sub-area, apperently cen reckon the average
value of his subsurface rights at $4.22 psr acre.

In sub-area 4, 75 percent of the landowners can place the income value of

thar aminersl rights ab leost os high s U6.84 per acre. Hesrly half esn ploce
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such values as high as $13.68.per acre. More than one-fifth of all lendowners

can place these values at least as high as $17.10 per acre. The buyer or owner
of meny, well-scattered tracts can place an average subsurface income value of

211,30 per acre on his tracts,.

The chances are excellent (3 out of 4) that the income value of undeveloped
mineral rights in sub-arez 5 is worth at least $10.20 per acre, Nearly a
fourth of all tracts have sn income value for the swbsurface of at least $23.38
pér acre, Half of all tracts will have an income of somewhere between these
two figures, The cwner of many, well-scattered tracts can place the average
subsurface income value at about (}14.16 per acre on his land.

In sub-area 6, a substantial majéfity of landowners, 73 percent, can
place the income value of their mineral rights at something more than $2.68
per acre and half of all cuners cen go as high as $l0.72 per acre, A fair pro-
portion of the owners, about 1 out of 3, can place these values at least as
high as $16.00, There is & good chance, therefore, that an individual can be
regsonably sure the value of his uvndeveloped mineral rights lies somewhere
around 10,72 per acre, However, the chances are greater that the value will
be as low as $2.68 than that they will be as high as $16.,00 per acre. The
owner of meny, well-scatiered itracts cen antiecipate an income sufficiently
high to Jjustify placing an average income value on each tract of $9.25 per
acre.

It eppears that hypothesis nuaber 3 is only partially correct. For in-
dividwal tracts, it is possible to indicate only a range of velues for un~
developed mineral rights, It is believed, however, that even a range of values
will prove helpful to the landowner who has no idea at &l in regard to the
mineral velues, The owner of a tract in a locality where there has been no

leasing must, of course, assunme the subsurface has no lncome value. The owner
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of & tract in a locality where land is leased all the time, and swh localities
are not rare, can assume the subsurface income will be $1.00 per acre per year
plus one~-fifth (or oﬁe-tenth)l of the usual bonus, In short, $1.00 lease
rental plus a bonus of $5.00 per acre every five years wuld give an income
value of $h0.002 per zcre for undeveloped subsurface rights.

The individual who buys, at random, a single tract for the subsurface
rights, is of necessity a speculator, one vwho gambles against uncertainty, for
he has no assurance that his expenditure will yield any income, He may, of
course, receive income from leasing activity but such income, even in the aresc
of greatest leasing activity, accrues to only about 85 out of 100 tracts., For
Western Oklahoma as a whole, such income accrues to only 6 out of every 10
traéts.

On the other hand, the buyer of many tracts geographically distfibuted
throughout the area may be cconsidered an investor. If his average purchase
price per tract is no greater than the capitalized value of the weighted aver-
age income per leased tract divided by the proportion of all tracts leased,
then he would seem t be assured a fair return on his irnwvestment. This in-
corie will come from leasing and bonuses, If oil is discovered on any tract,
the additional return would be pure profit,

Conelusions
1. It is unlikely that as much as one-half the land of Western Oklshoma
will ever be under lease for oil and gas at one time., It is likely,
however, that within small portions of the area a majority of the

lard will be leased some years,

v

1 In those areas where leases are commonly made for ten years.

2 One-fifth of $5.,00 is $1.00 plus $1.00 lease rent capitalized by 5
percent,
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Income from undeveloped mineral rights is a significant part of
total farm income in Western Oklahowma. However, all farms do nob
share in this supplewentary income.

By eapitalizming subsurface income, i{ is possible to determine a posw
sible renge of value for subsurface rights on individual tracts,

For a great nmber of geographicelly distributed tracts under one
ownership, it is possible to estimete the value of subswface rights

with some degree of aceuracy.
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