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Preface and Acknowledgements

At the core of any discussion about state government (or any level of government for
that matter) are the questions of:

e What services is government providing?

e Who pays for those services?

e How is revenue raised (i.e. sales tax, income tax, etc.) to support government
services?

The primary purpose of this document is to provide an overview of the tax system
which funds those government services, including education, transportation, public
safety, health and human services, economic development, etc., and to clarify those
groups and/or individuals who pay for such services.

The goal of this document is to provide general information on how the tax system is
designed and how it functions in order to give legislators a basic understanding of the
system so they can speak more confidently with their constituents about state tax
policy. By better understanding the tax system, legislative members will also be better
able to determine how they wish to vote on tax-related legislation.

This guide is a resource tool and primarily focuses on state and local taxation. The
document does not address revenue derived from other sources such as licenses, permit
fees and court costs.

The guide includes:

e An overview of Oklahoma’s tax system,

e A summary of the various state taxes (basically addressed in order of the amount
of revenue they generate beginning with the large revenue producers),

e A summary of local taxation,

e A summary of the administration of the tax system,

e A summary of the tax burden and how Oklahoma fits in this scheme,

e A glossary of terms provided to make the understanding of this document easier,
and

e An appendix with state and regional revenue statistics and other tax related
information.



The information used to create this document came from several sources, including;:

e The Oklahoma Statutes,

e (Oklahoma Constitution,

e (Oklahoma Tax Commission,

e The Tax Foundation,

e State Tax Guide and State Tax Reporter published by Commerce Clearing
House, Inc., and

e Report: A Study of Oklahoma State Taxes (Sandmeyer, Wasson and Greer,
1979).

Each staff member of the Fiscal Division is to be commended for making contributions
in preparing this report, as well as for their professional and dedicated work
throughout the 2008 legislative session.

Important to the final work product were Diane Thomas (writing/coordinating) of the
Fiscal Division; Nancy Lutes (formatting/editing) of the office of Administrative
Support, and the Tax Policy & Research Division (editing) of the Oklahoma Tax
Commission.

Janice Buchanan
Fiscal Director
House of Representatives

This publication, printed by the Central Printing Division of the Department of Central
Services, is issued by the Oklahoma House of Representatives. Two hundred (200)
copies have been prepared and distributed at a cost of $ to the taxpayers of
Oklahoma. Reference copies have been deposited with the Publications Clearinghouse
of the Oklahoma Department of Libraries.



General Overview

Oklahoma Tax System

The primary responsibility of the tax system in Oklahoma is to provide revenue to
finance the state and local governments. It also acts as a regulatory function and reflects
economic policy.

The tax system in Oklahoma has gone through many changes throughout the years to
reach its current stage. The Oklahoma Constitution and the statutes adopted
immediately after statehood followed the pattern of the established states by making
the general property tax the chief source of revenue for both state and local
governments. The writers of the constitution had the foresight to include provisions
allowing for the levy and collection of various other taxes. These provisions were
utilized very little until 1933 when the constitution was amended to provide that no ad
valorem tax shall be levied for state purposes. This is the primary reason why many
significant changes to state taxes occurred during the 1930’s.

The economic climate of the state has a major impact on the tax system. The volatility
of the energy sector contributes to significant shifts in the total state tax revenue picture.
The amount of revenue from the severance tax as a percent of total state tax revenue
increased by over five percentage points to 25 percent from Fiscal Year 1979 to 1980.
There were steady increases until Fiscal Year 1983 when the revenue generated by the
severance tax returned to early-1970’s levels. In the late 1970’s and early 1980’s the tax
base narrowed by granting various tax relief programs. The downturn in the economy
resulted in several increased tax rates in the mid-1980’s. Taxes were increased in 1990
and 2004 for specific purposes: to fund significant reforms to the common education
system, and to fund several health-related initiatives.

In 2007, for the third year in a row, the Legislature passed significant tax reductions.
Legislation accelerated the previous reductions in the top marginal individual income
tax rate from 5.65 percent to 5.25 percent subject to a revenue growth test and provided
an alternative child credit for taxpayers with children not choosing the child care credit.
In the 2006 session, in addition to the reduction in the top marginal income tax rate, the
standard deduction was increased and will continue to increase until it equals the
federal standard deduction in 2010.



Constitutional and Statutory Provisions

The Oklahoma tax system is shaped and guided by various constitutional and statutory
provisions. There are several provisions in the Oklahoma Constitution that play a
significant role in determining the revenue system including:

e Section 12 of Article 10 authorizes the Legislature to provide for the levy and
collection of various taxes,

e Section 50 of Article 5 provides that the Legislature will pass no law exempting
any property within the state from taxation except as otherwise provided in the
constitution,

e Section 5 of Article 10 provides for uniform taxes upon the same class of
subjects and that the power of taxation will not be surrendered or contracted
away, except the Legislature cannot impose taxes for the purpose of any
municipality or county but may confer on the proper authorities the power to
assess and collect such taxes,

e Section 33 of Article 5 directs that all revenue-raising bills must originate in the
House of Representatives and that no revenue-raising bill can be passed during
the last five days of session. In addition, a revenue-raising bill can become law
without being submitted to a vote of the people if the measure receives
approval from three-fourths of the membership of each house; however, such
bill cannot contain the emergency clause and is not effective until 90 days after
the date of the Governor’s signature. Otherwise, a revenue-raising bill is not
effective until it is approved by the people of the state at the next general
election, and

e Sections 6 through 10B of Article 10 are the various provisions relating to ad
valorem taxation. Section 21 of Article 10 provides that the State Board of
Equalization be involved in the area of ad valorem taxation. The Board has the
duty to adjust and equalize the valuation of real and personal property of the
counties and to assess all railroad and public service property.

Title 68 of the Oklahoma Statutes contains the vast majority of the state’s tax laws and is
known as “Revenue and Taxation.” The creation and composition of the Oklahoma Tax
Commission is provided for in Article 1, as well as the “Uniform Tax Procedure Code.”



The remaining articles in the Oklahoma Tax Code deal with the various state and local
taxes.

Other taxes are found in the statutes, as follows:

e Title 3A relates to pari-mutuel and gaming taxes and the lottery,

e Title 36 pertains to insurance premium tax provisions,

o Title 47 relates to motor vehicle registration taxes and fees, and

e Title 63 pertains to boat and motor registration and excise tax provisions.






Individual Income Tax

FY-09 Apportionment of Individual Income Tax — Title 68, Sections 2352 and 2902.3,
apportions the collections from individual income tax and foreign corporations” income
tax collections as follows:

e 85.66 percent to the General Revenue Fund*

e 08.34 percent to the Education Reform Revolving Fund

e 05.00 percent to the Teachers” Retirement System Dedicated Revenue Revolving
Fund

e (1.00 percent to the Ad Valorem Reimbursement Fund

Teachers'
Retirement
System, 5.00%

Others, 1.00%

Education Reform
Revolving Fund,
8.34%

General Revenue
Fund, 85.66%

*the following amounts are apportioned in equal monthly payments from the funds
apportioned to the General Revenue Fund:

e $155 million to Rebuild Oklahoma Access & Driver Safety Fund
e $2 million to Oklahoma Tourism & Passenger Rail Revolving Fund
¢ $3 million to Public Transit Revolving Fund.



What's New

Changes for Individual Income Tax Returns

Reduction in Income Tax Rates — For the third consecutive year, income tax rates have
been reduced by the Legislature. The top tax rate has decreased as follows:

Tax Year Tax Year Tax Year Tax Year Tax Year Tax Year
2005 2006 2007 2008 2009 2010
6.65% 6.25% 5.65% 5.50% 5.50%* 5.25%*

*The reduced rate for tax years 2009 and 2010 is subject to a revenue growth test. In
order for the reduction to occur, a 4 percent revenue growth must be achieved when
comparing the 2008 and 2009 General Revenue Fund. Also, the estimated reduction of
the revenue from the increased standard deduction must be considered.

Increase in Standard Deduction — The standard deduction increases to the federal level
over a four-year period as follows:

Tax Year Married Head of Single
Filing Jointly and Household
Qualifying Widow(er)

2006 $3,000 $3,000 $2,000
2007 $5,500 $4,125 $2,750
2008 $6,500 $4,875 $3,250
2009 $8,500 $6,375 $4,250
2010 Federal Level Federal Level Federal Level

Military Retirement Exclusion — Beginning in tax year 2007 the military retirement
exclusion increased to the greater of 75 percent of the military retirement benefits or
$10,000. Legislation increased this exclusion from 50 percent to 75 percent.

Civil Service Retirement Exclusion — An exclusion was added for retirement benefits
received by federal civil service retirees, including survivor annuities, paid in lieu of
Social Security benefits as follows:



e Tax Year 2007 20 percent

e Tax Year 2008 40 percent

e Tax Year 2009 60 percent

e Tax Year 2010 80 percent, and
e Tax year 2011 100 percent

of the qualified benefits included in the federal adjusted gross income will be excluded.
This exclusion is in addition to the current $10,000 exclusion. More information is
included on page 11 of this guide.

Other Individuals’ Retirement Exclusion — The exclusion has been expanded to
include a greater number of retirees. This exclusion is for individuals not qualifying for
an exclusion by retiring from the military or certain state or federal agencies. The
exclusion is limited to individuals under a certain income level. The modified adjusted
gross (AGI) income limits increased as follows:

Tax Year Single Filers | Married Filing Jointly
AGI Limit AGI Limit
2006 $ 37,500 $ 75,000
2007 $ 50,000 $100,000
2008 $ 62,500 $125,000
2009 $100,000 $200,000
2010 No Limit No Limit

Oklahoma Voluntary Compliance Initiative — The change allows taxpayers who file
past due returns and pay the taxes due before January 1, 2008, to receive a full waiver of
penalty, interest and any other collection fees. The program, in effect between
September 15, 2008, and November 14, 2008, applies to gasoline and diesel taxes, gross
production and petroleum excise taxes, corporate and individual income taxes,
withholding taxes, franchise taxes, mixed beverage taxes, bank “in lieu” taxes and sales
and use taxes.

Credit for Electricity Generated by Zero-Emission Facilities — An existing credit has
been expanded for facilities generating electricity, by lowering the qualifying rated
production capacity from 50 megawatts to 1 megawatt for facilities in operation after
December 31, 2006, and before January 1, 2016. The amount of the credit is $0.0050 per
kilowatt-hour of electricity generated.



Credit for Stafford Loan Origination Fee — Beginning in tax year 2007, there is a
nonrefundable tax credit for the amount of the origination fee paid by the banking
association or credit union to the U. S. Department of Education pursuant to the
Stafford loan guaranty program for an Oklahoma resident. The credit may be claimed
for origination fees paid after June 30, 2007, and will be allowed against the bank in lieu
tax. The credit has a five-year carry forward provision for amounts not used.

Checkoff for Oklahoma Leukemia and Lymphoma Revolving Fund — For tax year
2007, corporate and individual taxpayers are provided the opportunity to donate from
their tax refund for the benefit of the Oklahoma Leukemia and Lymphoma Revolving
Fund. Monies from the fund will be used by the State Department of Health for the
purpose of supporting voluntary health agencies dedicated to curing leukemia,
lymphoma, Hodgkin’s disease, and myeloma and improving the quality of life of
patients and their families.

Checkoff for Oklahoma Silver Haired Legislature Program — In tax year 2007, a
checkoff for the Oklahoma Silver Haired Legislature Program was expanded to include
their Alumni Association. Monies donated may be used to fund reasonable expenses of
Silver Haired Legislature advocacy activities approved by the Oklahoma Silver Haired
Legislature Alumni Association Executive Board.

Child tax credit — Beginning in tax year 2008, if you have a qualifying child, you may
choose the greater of a new child tax credit or an existing child care credit if the
following apply:

e You are a resident, part-year resident or a nonresident member of the Armed
Forces,

e You have a qualifying child or children according to the Internal Revenue (IRS)
Code, and

e Your Adjusted Gross Income (AGI) does not exceed $100,000.

If you choose the new state child tax credit, it is 5 percent of the federal child tax credit
allowed. Generally this credit is equal to $50 per child but will automatically increase if
the federal credit amount increases.

Your other choice is the existing state child care tax credit. If you have a federal credit

for child care expenses, you may choose a state credit of 20 percent of the federal
amount allowed.
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Capital Gain Deduction — The deduction expands the qualifying gains receiving capital
treatment to include the sale of real property, tangible personal property or intangible
personal property located within Oklahoma as part of the sale of all or substantially all
of the assets of an Oklahoma company, limited liability company, partnership or
proprietorship business enterprise.

Deduction for Organ Donations — For tax year 2008, there is a new deduction of up to
$10,000 for residents or their dependents (while living) donating one or more organs to
another person for transplant.

Checkoff for Regional Food Banks — Corporate and individual taxpayers are provided
the opportunity to donate from a tax refund for the benefit of any regional food bank in
Oklahoma providing groceries or meals to people in need of food assistance.

Significant Changes for Oklahoma from Federal Tax Changes

Individual Retirement Account (IRA) deduction expanded - Your state adjusted gross
income (AGI) and your state tax liability may be reduced by an increased income limit
for an IRA. For tax year 2008, you may be able to take an IRA deduction even if you
were covered by a retirement plan, if your modified AGI is less than $63,000 (increased
from $62,000) for single filers and $105,000 (increased from $103,000) if married filing
jointly or qualifying widow(er).

Earned income credit (EIC) expanded program — Your state EIC is a refundable credit
equaling 5 percent of the allowed federal credit. In 2008 the income limitations are
increased and you may be able to receive the credit if:

e A child lived with you and you earned less than $38,646 (increased from $37,783)
and $41,646 (increased from $39,783) if married filing jointly, or

e A child did not live with you and you earned less than $12,880 (increased from
$12,590) and $15,880 (increased from $14,590) if married filing jointly.

The maximum investment income you can have and still get the credit has increased
from $2,900 to $2,950.

Domestic production activities deduction expansion — Your state AGI (which is taken

from your federal AGI) and your state tax liability may be reduced by an increased
deduction rate from 3 percent to 6 percent for production related activities.
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The American Jobs Creation Act of 2004 added the domestic production activities
deduction, a tax benefit for certain domestic production activities. This deduction
provides a tax savings against income attributable to domestic production activities.
The tax savings are available to corporations, individuals and pass-thru entities such as
S Corporations, partnerships, estates and trusts.

Individual Income Tax History

The original income tax act for individuals was enacted in 1915. It was an annual tax
upon the net income of individuals residing in Oklahoma and upon nonresidents to the
extent of property owned or business operations within the state. The tax rates were
graduated and levied upon taxable income in excess of $3,000. In 1931, the
administration of the tax was transferred from the State Auditor to the Oklahoma Tax
Commission. Numerous changes have been made to the income tax code throughout
the years. Rates and brackets have been adjusted and credits, deductions and
exemptions have been added.

Base and Rates

Individual Income Tax — Residents are required to file an income tax return when they
have sufficient income to file a federal income tax return. The federal requirement to
tile varies depending on filing status, amount of income, type of income, etc.
Nonresidents are required to file a return when they receive gross income of at least
$1,000 of Oklahoma source income.

Individual taxpayers in Oklahoma use federal adjusted gross income as the starting
point for determining Oklahoma taxable income and ultimately their state liability.
Oklahoma adjusted gross income is arrived at by adding:

e Interest from obligations of any state or its political subdivisions,

e Qut-of-state losses,

e Lump sum distributions (not included in federal adjusted gross income),

e Federal net operating losses,

e Recapture of depletion claimed on a lease bonus or add back of excess federal
depletion,

e Expenses incurred to provide child care programs,

e Recapture of contributions to the Oklahoma College Savings Plan,

e Losses from the sale of exempt government obligations, and

e Recapture of certain federal accelerated depreciation,

12



and by subtracting amounts constitutionally or statutorily prohibited from being taxed
including;:

e Interest on U. S. government obligations,

e Additional depletion percentage for royalty income paid on oil and gas well
production derived from Oklahoma properties,

e Oklahoma net operating losses carried forward from previous years,

e Exempt tribal income, and

e Gains from the sale of exempt government obligations.

Certain adjustments are made in order to arrive at Oklahoma income after adjustments.
These adjustments include:

e An exclusion of the first $1,500 of compensation received by active members of
the military,

e A maximum deduction of $100 ($200 if filing jointly) for contributions to a
political party or candidate,

e A maximum deduction of $100 ($200 if filing jointly) for interest received from a
financial institution located in Oklahoma,

¢ Qualifying physical disability work-related expenses,

¢ Qualifying nonrecurring adoption expenses up to $20,000,

¢ Qualifying contributions to Oklahoma’s 529 College Savings Plan accounts up to
$10,000 ($20,000 if filing jointly),

¢ Qualifying contributions and interest earned from an Oklahoma medical or
health savings account,

e 15 percent of qualified expenditures for new or expanded agricultural
commodity processing facilities,

e Accelerated depreciation adjustment for new or expanded swine or poultry
producers,

e Income resulting from the discharge of indebtedness incurred to finance the
production of agriculture,

e Scholarships or stipends received from participation in the Oklahoma Police
Corps Program,

¢ Qualified wages equal to the Federal Indian Employment Credit,

e Up to $1,000 for an employer that utilizes the Safety Pays OSHA Consultation
Service provided by the Oklahoma Department of Labor,

e Qualified expenses for certain costs of refinery property, and

e Costs of complying with sulfur regulations.
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There are items that may be excluded in order to arrive at Oklahoma taxable income.
The exclusions include:

e Up to $10,000 (increased from $7,500) of Oklahoma or federal government
retirement,

e The greater of 75 percent (increased from 50 percent) or $10,000 of military
retirement, and

e Up to $10,000 (increased from $7,500) of other retirement income.

Retirement income from sources other than Oklahoma, federal and military retirement
is subject to income limitations as follows:

Tax Year Single Filers | Married Filing Jointly
AGI Limit AGI Limit
2006 $ 37,500 $ 75,000
2007 $ 50,000 $100,000
2008 $ 62,500 $125,000
2009 $100,000 $200,000
2010 No Limit No Limit

The following are excluded from Oklahoma taxable income if they have been included
in the federal adjusted gross income:

e All Social Security benefits,

e U.S. Railroad Retirement Board benefits, and

e An additional percentage of civil service retirement benefits paid in lieu of Social
Security benefits as follows:

Tax Year Percentage
Excluded
2007 20%
2008 40%
2009 60%
2010 80%
2011 100%

14



Also, the taxpayer has the option of itemizing deductions in the same manner as
allowed for federal purposes or taking a standard deduction as follows:

Tax Year Married Head of Single
Filing Jointly and Household
Qualifying Widow(er)

2006 $3,000 $3,000 $2,000
2007 $5,500 $4,125 $2,750
2008 $6,500 $4,875 $3,250
2009 $8,500 $6,375 $4,250
2010 Federal Level Federal Level Federal Level

Each taxpayer, spouse and dependent is allowed a personal exemption of $1,000.
Taxpayers who are blind and taxpayers who are 65 years of age or older and meet
certain income eligibility requirements are allowed an additional $1,000 exemption.
Taxpayers’ taxable incomes are then subject to rates which range from one-half of 1
percent to 5.65 percent. After determination of the tax liability, then deductions are
made for the withheld tax, estimated tax payments, income tax paid another state, and
applicable state tax credits.

Credits

The following credits are available to individual income taxpayers:

e Earned income tax credit (5 percent of federal credit)

e Child care (20 percent of federal credit)

e Optional child credit (5 percent of federal credit)

e Low income property tax credit

e Sales tax relief credit

e Tornado tax credit

e (Oklahoma investment in qualified property/new jobs

e Use of coal

e Energy assistance fund contribution

e Venture capital credit

e Conversion of motor vehicles to clean burning fuel or investments in qualified
electric motor vehicle property

e Hazardous waste disposal

15



Qualified recycling facility

Oklahoma agricultural producers in Oklahoma producer-owned agricultural
processing cooperatives, ventures or marketing associations

Investment by small business capital companies

Small business guaranty fee

Employers providing child care programs

Entities in the business of providing child care programs

Food service establishments that pay for Hepatitis A vaccinations for their
employees

Commercial space industries

Investments by space transportation vehicle providers

Nonstop air service from Oklahoma to either coast

Tourism development or Film or Music Production Facility

Location or expansion of a facility within an enterprise zone/incentive district
Qualified rehabilitation expenditures incurred with a certified historical building
Small business capital credit

Rural small business capital

Electricity generated by zero-emission facilities

Financial institutions making loans under the Rural Economic Development
Loan Act

Oklahoma manufacturers of advanced small wind turbines

Donations to an independent biomedical research institute

Production of ethanol at newly constructed facilities

Purchase and transportation of poultry litter

Volunteer firefighters who complete certain specified training

Qualified biodiesel facilities

Film or music project credit

Qualified operational costs of rearing specially trained canines

Wages paid to an injured employee

Modification expenses for an injured employee

Dry fire hydrants

Construction of energy efficient residential homes

Railroad modernization

Research and development for net increase in number of employees

Stafford loan origination fee (for banks and credit unions)

16



Checkoffs

Individual income taxpayers can voluntarily contribute to programs by donating a
portion of their income tax refund. The income tax checkoff programs in Oklahoma
include:

e Oklahoma Wildlife Diversity Program

e Low Income Health Care Fund

e Veterans Affairs Capital Improvement

e Breast and Cervical Cancer research

e Oklahoma Silver Haired Legislature and Alumni Association Programs

e Programs for volunteers to act as Court Appointed Special Advocates for abused
or neglected children

e Oklahoma pet overpopulation

e Retire debt related to construction of the Oklahoma State Capitol dome

e Oklahoma National Guard

e Oklahoma leukemia and lymphoma fund

If on September 1 of any year, the total contributions to any one of the above programs

from the checkoff program do not equal $15,000 or more for three consecutive years, the
checkoff program will be discontinued.

17



Ten-Year Individual Income Tax Apportionments History:

$3,000,000,000
$2,500,000,000
$2,000,000,000
$1,500,000,000
$1,000,000,000
$500,000,000
$0

FY-08
$2,780,582,937

FY-03
$2,109,703,179

'99 '00 '01 '02 '03 '04 '05 '06 '07 '08

FY-07
$2,777,320,906

FY-02
$2,281,605,949

FY-06
$2,766,343,400

FY-01
$2,275,175,143

FY-05
$2,493,410,661

FY-00
$2,129,768,717

Source: Oklahoma Tax Commission Apportionment Ledgers

Individual Income Tax Statutory References

Levying — Title 68, Section 2355
Apportionment — Title 68, Sections 2352, 2902.3
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FY-04
$2,314,655,619

FY-99
$2,041,796,189




Corporate Income Tax

FY-09 Apportionment of Corporate Income Tax — Title 68, Section 2352, apportions the
collections from corporate income tax collections as follows:

e 77.50 percent to the General Revenue Fund

e 16.50 percent to the Education Reform Revolving Fund

e 05.00 percent to the Teachers” Retirement System Dedicated Revenue Revolving
Fund

e 1.00 percent to the Ad Valorem Reimbursement Fund

Teachers'
Education Reform

Retirement System,

Revolving Fund, 5.00%

16.50%
Other, 1.00%

General Revenue
Fund, 77.50%
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What's New

Changes for Corporate Income Tax Returns

Oklahoma Voluntary Compliance Initiative — The change allows taxpayers with taxes
due before December 31, 2007, to receive a full waiver of penalty, interest and any other
collection fees. The program, in effect between September 15, 2008, and November 14,
2008, applies to gasoline and diesel taxes, gross production and petroleum excise taxes,
corporate and individual income taxes, withholding taxes, sales and use taxes, mixed
beverage taxes, franchise taxes, and bank “in lieu” taxes.

Decoupling from the federal Economic Stimulus Act of 2008 - Entities filing
Oklahoma fiduciary or corporate tax returns will increase their taxable income for 2008
by 80 percent of the bonus depreciation allowed on federal returns and then subtract
that amount from taxable income over the next four years. This legislation will prevent
a significant decrease in the current corporate income tax revenue.

Real Estate Investment Trust - The modification requires corporate taxpayers to
include rents and interest expenses paid to a captive real estate investment trust in
Oklahoma taxable income, resulting in an increase in income tax collections for FY-09.
Many states passed similar legislation to curtail the use of this type of activity to solely
reduce their state tax liability; as such transactions run counter to the original purpose
of REITs of encouraging investment in income-producing real estate.

20



Corporate Income Tax - Oklahoma levies a corporate income tax at a flat rate of 6
percent. The tax is based on a three-factor formula to arrive at taxable income. The
three-factor formula is as follows:

e Corporate Sales Factor: Total sales attributed to Oklahoma divided by sales
everywhere. Double emphasis is placed on the sales factor for capital intensive
firms with $200 million investment in a single project.

e Property Factor: Taxpayer’'s average value of property (real and tangible
personal property) owned or rented and used in Oklahoma divided by the
average value of property (real and tangible personal property) used everywhere
during the tax period. Property is valued at its original cost. Rented property is
valued at eight times the net annual rate.

e Payroll Factor: Compensation for services rendered (less officer’'s compensation)
in Oklahoma divided by compensation for services rendered (less officer’s
compensation) everywhere.

If the apportionment of business income of the enterprise by the Three Factor Formula
does not give a fair reflection of the taxpayer’s activity in the state, the taxpayer may
petition the Tax Commission for permission to use an alternate method to apportion
income.

The starting point for Oklahoma taxable income is federal taxable income plus interest
from state and local bonds and minus any income statutorily or constitutionally
prohibited from being taxed. Also adjustments are made for federal and state net
operating losses, depreciation of assets, and oil and gas depletion allowance. After the
tax rate is applied to taxable income, then deductions are made for any estimated tax
payments and any applicable tax credits.

The corporate income tax does not apply to:
e Insurance companies subject to the insurance premium tax,
e Corporations electing subchapter S and partnerships, with income and tax

liabilities reported on the individuals’ returns, nor
e Banks and credit unions subject to the privilege tax.
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Credits
The following credits are available to corporate income taxpayers:

¢ Oklahoma investment in qualified property/new jobs

e Use of coal

e Manufacturing use of natural gas

e Biomedical research contribution

e Conversion of motor vehicles to clean burning fuel or investments in qualified
electric motor vehicle property

e Oklahoma agricultural producers in Oklahoma producer-owned agricultural
processing cooperatives, ventures or marketing associations

e Investment by small business capital companies

e Small business guaranty fee

e Food service establishments that pay for Hepatitis A vaccinations for their
employees

e Energy Assistance Fund Contribution

e Venture capital investment

e Hazardous waste control

e Qualified recycling facility

e Employers providing child care programs

e Entities in the business of providing child care services

e Investments by space transportation vehicle providers

e Nonstop air service from Oklahoma to either coast

e Tourism development

e Location or expansion of a facility within an enterprise zone/incentive district

e Qualified rehabilitation expenditures

e Modification expenses for an injured employee

e Dry fire hydrants

e Construction of energy efficient residential homes

e Railroad modernization

e Research and development for net increase in number of employees

e Commercial space industries

e Aerospace industry credit

e Rural small business capital credit

e Electricity generated by zero-emission facilities

e Financial institutions making loans under the rural economic development loan
act

e Manufacturing small wind turbines
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e Qualified ethanol facilities

e Transporting or disposal of poultry litter

e Volunteer Firefighter credit

e Qualified biodiesel facilities

e Film or music project credit

e Breeders of specially trained canines

e Wages paid to an injured employee

e Stafford loan origination fees (available for banks and credit unions)

Checkoffs

Corporations can voluntarily contribute to programs by donating a portion of income
tax refunds. The income tax checkoff programs in Oklahoma include:

e (Oklahoma Wildlife Diversity Program

e Low Income Health Care Fund

e Veterans Affairs Capital Improvement

e Breast and Cervical Cancer research

e Oklahoma Silver Haired Legislature and Alumni Association Programs

e Programs for volunteers to act as Court Appointed Special Advocates for abused
or neglected children

e Oklahoma pet overpopulation

e Retire debt related to construction of the Oklahoma State Capitol dome

e Oklahoma National Guard

e (Oklahoma leukemia and lymphoma fund

If on September 1 of any year, the total contributions to any one of the above programs
from the checkoff program do not equal $15,000 or more for three consecutive years, the
checkoff program will be discontinued.

Administration

Corporate Income Tax — Returns are to be filed with the Tax Commission on or before
March 15 for calendar year corporate returns or the 15* day of the third month after the
close of the fiscal year for fiscal year corporate returns. Estimated taxes may be made in
equal quarterly installments. Corporations are required to file with the Tax
Commission information returns covering payments of income to any taxpayer of $750
or more or any amount of oil, gas or mining production payments paid or payable
during any year.
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Financial Institutions

Every state and national bank and credit union located or doing business within the
state is required annually to pay a privilege tax at the rate of 6 percent of taxable
income. The tax is based on the federal taxable income as determined for Oklahoma
corporate income tax purposes less interest on federal, state and local obligations. The
tax is in addition to the franchise tax and the ad valorem tax on real property and in lieu
of the income and personal property tax.
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Ten-Year Corporate Income Tax Apportionments History
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FY-08 FY-03
$360,064,549 | $104,447,597
FY-07 FY-02
$557,776,735 | $173,701,077
FY-06 FY-01
$337,660,494 | $167,221,593
FY-05 FY-00
$184,086,903 | $194,144,621
FY-04 FY-99
$133,308,898 | $210,529,139

Source: Oklahoma Tax Commission Apportionment Ledgers

Corporate Income Tax Statutory References

Levying — Title 68, Section 2355
Apportionment — Title 68, Section 2352
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Sales and Use Tax

FY-09 Apportionment of Sales and Use Tax Collections - The revenue is
apportioned as follows:

e 83.61 percent to the General Revenue Fund

e 10.46 percent to the Education Reform Revolving Fund

e 05.00 percent to the Teachers” Retirement System Dedicated Revenue Revolving
Fund

e 00.33 percent to the Oklahoma Tourism Revolving Fund

e (0.60 percent to the Oklahoma Tourism Capital Improvement Revolving Fund

Tourism Capital
Improvement Rev.

Tourism Revolving
Fund, 0.60%

Fund, 0.33%

Teachers

Retirement System,

. 5.00%
Education Reform

Revolving Fund,
10.46%

General Revenue
Fund, 83.61%
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What's New

Changes for Sales Tax

Sales Tax Holiday — Beginning in 2007 a Sales Tax Holiday provides an exemption
from state, city, and county sales taxes for back-to-school purchases:

During a three-day period beginning the first Friday in August through the
following Sunday,
For sales of clothing or footwear if the sales price is $100 or less.

The city and county taxes are reimbursed from other state sales tax revenue.

Sales Tax Exemptions — the following are exempted from sales tax:

New in 2007

Sales of charity games equipment to a nonprofit group home for mentally
disabled individuals;

Sales of items or services to businesses repairing consumer electronic goods, i.e.,
cell phones, compact disc players, personal computers, etc., if the devices are
sold by the original manufacturer to the businesses repairing or refurbishing the
items for sale to retail consumers or to other businesses for subsequent retail
sales;

Sales of property or services to a nonprofit entity organized to train and educate
developmentally disabled individuals and educate the community about the
rights, abilities and strengths of developmentally disabled individuals and
promoting unity among the developmentally disabled individuals in their
community and surrounding areas;

Sales of property or services to a nonprofit child care center with a 3-star rating
with the Department of Human Services and providing on-site universal pre-
kindergarten education to four-year-old children through a contractual
relationship with a public school;

Sales of property to Blue Star Mothers of America, Inc., which sends personal
property to United States Military personnel overseas who are serving in a
combat zone; and

Sales of tangible personal property and services to nonprofit organizations
sheltering abused, neglected or abandoned children up to age twelve.
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New in 2008

e Sales of tangible personal property (until July 1, 2014) by or to nonprofit local
public or private school foundations which solicit money or property in the name
of any public or private school or public school district;

e Sales of rolling stock-locomotives, autocars, and railroad cars when sold or
leased by the manufacturer;

e Sales to contractors and subcontractors with the Department of Central Services
only when carrying out a public construction contract on behalf of the Oklahoma
Department of Veterans Affairs;

e Sales made to certain tax exempt organizations for events the principal purpose
of which is to provide funding for the preservation of wetlands and habitats for
wild ducks or preservation and conservation of wild turkeys;

e Sales of food and snack items to or by a tax exempt organization whose primary
purpose is providing funds for scholarships in the medical field;

e Sales of tangible personal property and services for use solely on construction
projects for tax exempt organizations whose purpose is to provide end-of-life
care and access to hospice services to low-income individuals who live in a
facility owned by the organization;

e Sales of admission tickets to events held by tax exempt organizations that are
organized for the purpose of supporting general hospitals licensed by the
Oklahoma Department of Health;

e Sales of property to a nonprofit foundation which raises tax deductible
contributions in support of a wide range of firearms-related public interest
activities of the National Rifle Association of America and other organizations
that defend and foster the Second Amendment;

e Sales of certain electric vehicles provided excise tax is paid on these vehicles; and

e Sales to certain contractors of the Central Oklahoma Master Conservancy
District; and

e Expansion of a sales tax exemption to include sales of tangible personal property
and services to nonprofit organizations sheltering abused, neglected or
abandoned children up to age eighteen.

Oklahoma Voluntary Compliance Initiative — The change allows taxpayers who file
past due returns and pay the taxes due before January 1, 2008, to receive a full waiver of
penalty, interest and any other collection fees. The program, in effect between
September 15, 2008, and November 14, 2008, applies to gasoline and diesel taxes, gross
production and petroleum excise taxes, corporate and individual income taxes,
withholding taxes, franchise taxes, mixed beverage taxes, bank “in lieu” taxes and sales
and use taxes.
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History

Sales Tax — Oklahoma was one of the first states to impose a sales tax in 1933.
Beginning July 10, 1933, there was a 1 percent sales tax upon the gross proceeds derived
from all sales of goods, wares and merchandise. The revenue generated by this tax
initially went to common schools, but in 1935 the revenue was directed to the General
Revenue Fund. In July 1936, the voters adopted Initiative Petition Number 155 which
increased the rate of tax to 2 percent and directed that 50 percent of the revenue be
apportioned to the State Assistance Fund to fund public welfare programs. The
Legislature in 1937 increased the State Assistance Fund’s share to 97 percent. In
February 1984 the rate of tax was increased from 2 percent to 3 percent until December
31, 1985, and then it would revert to 2 percent. However, in July 1985 the rate of tax
was set at 3.25 percent. The rate was further increased to 4 percent on June 1, 1987. The
rate was increased to its current rate of 4.5 percent on May 1, 1990.

Use Tax — The use tax was first imposed in Oklahoma in 1937 at a rate of 2 percent. In
February 1984 the rate increased to 3 percent until December 31, 1985, and then it
would revert to 2 percent. However, in July 1985 the rate was set at 3.25 percent. The
rate was further increased to 4 percent on June 1, 1987. The rate was increased to its
current level of 4.5 percent on May 1, 1990.

Base and Rates

Sales Tax — The sales tax in Oklahoma is imposed on sales of tangible personal property
and from the furnishing of specified services including transportation, meals, lodging,
admissions and auto parking. There are many items that are either exempted or
excluded from the sales tax base. Sales tax exemptions must be specifically provided
for by law. Sales tax exemptions in Oklahoma can be grouped into six major categories:

1. Sales subject to other tax (such as motor fuel, motor vehicles and oil and gas)

2. Governmental and nonprofit entities (such as sales to the Federal Government,
State of Oklahoma and its political subdivisions and sales to or by churches)

3. General (such as prescription drugs and sales for resale)

4. Agricultural (such as farm products sold on the farm to consumers, farm
machinery and feed for livestock)

5. Manufacturers (such as machinery used in manufacturing and goods used or
consumed in manufacturing)

6. Corporations and Partnerships (such as transfer of personal property due to
reorganization, merger, consolidation, etc.)

30



Exclusions are items not subject to the sales tax because of the way the tax base is
defined. The major items that are excluded from the sales tax base in Oklahoma are
professional and personal services. The only services that are subject to tax are those
few specific services enumerated in the statutes. The majority of services such as
medical, barber and beauty, legal, repair and business are not subject to sales tax.

The state sales tax rate is levied at the rate of 4.5 percent of the gross receipts or gross
proceeds of each sale.

Use Tax — The use tax is designed to supplement the sales tax, and its intent is to tax
articles for use or consumption purchased outside the state and moved into the state
which would have been subject to sales tax if purchased within the state. The state use
tax rate is 4.5 percent of the purchase price.

The exemptions to the use tax are specifically set out in the statutes. Some of the
exemptions are personal property brought into the state by a visiting nonresident for
personal use while in the state, tangible personal property specifically exempt from
sales tax, livestock purchased out of state and brought into Oklahoma for feeding or
breeding purposes, and tangible personal property on which a tax equal to or in excess
of that levied by Oklahoma has been paid by the person using such property in this
state.

Local Sales & Use Tax — Municipalities may levy an additional city sales tax by a vote
of its citizens. Counties may, by voter approval, levy a maximum county sales tax of 2
percent on tangible personal property purchased within the county. The governing
body of a municipality or county levying a sales tax may also levy a use tax at a rate
that equals their sales tax rate.

Streamlined Sales Tax — The streamlined sales tax agreement is an effort for states to
work together to modernize and simplify the collection of states” sales and use taxes.
Oklahoma has been an active member of the Streamlined Sales Tax Agreement and has
amended its statutes to be in compliance with the agreement.

The majority of sales tax states have been active participants in developing the
Streamlined Sales and Use Tax Agreement that has resulted in a set of uniform
definitions, simplifications and procedures for sales and use tax collection and
administration.

The agreement became operational on October 1, 2005, and 22 states are now members
of the agreement. Currently, participation in the agreement is optional for states and
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for sellers. Since October 1, 2005, over 1,000 sellers have voluntarily registered to collect
sales and use taxes for the member states.

The current Congressional environment also shows significant promise for federal
legislation recognizing the agreement. The Sales Tax Fairness and Simplification Act
was introduced in the 110* Congress and when enacted will give those states that have
complied with the agreement and additional simplification requirements in the federal
legislation the authority to require sellers to collect the state’s sales and use taxes.

Administration

Sales Tax — Oklahoma law requires the sales tax to be paid by the consumer to the
vendor. Vendors owing an average of $2,500 or more per month in total sales tax must
remit the tax twice a month to the Oklahoma Tax Commission. Sales tax reports are
due the 20" day of the month following the month of sales and are delinquent if not
received on that date. Vendors who remit an average of $2,500 or more per month in
total sales taxes and new vendors registering on or after June 1, 2007, must participate
in the Tax Commission’s electronic data interchange and electronic funds transfer
program unless the vendor receives an exception to the requirement. Vendors who file
electronically and those excepted from the requirement are allowed a deduction of 2.25
percent of the tax due as compensation for filing reports and keeping records if the tax
due and report is remitted on a timely basis. For all other vendors filing timely, a
deduction of 1.25% of the tax due is allowed. However, the deduction is limited to a
maximum of $3,300 per reporting period per sales tax permit. Vendors must possess a
sales tax permit before sales can be made. These permits are obtained from the
Oklahoma Tax Commission at a cost of $20 and are valid for three years.

Use Tax — Vendors or retailers maintaining a place of business in another state may be
authorized by the Oklahoma Tax Commission to collect the use tax on tangible personal
property sold for use within this state. The vendors are issued a permit, without
charge, to collect the taxes. Vendors holding a use tax permit may deduct 2.25 percent
of the total use tax for timely filing and remitting; however, such deduction is limited to
a maximum of $3,300 per reporting period.

Direct Payment Permit for Sales Tax or Use Tax - Every person making purchases of
$800,000 or more annually for use in their Oklahoma enterprises has the option to
directly remit sales or use taxes to the Oklahoma Tax Commission rather than remit the
taxes to the vendor. The purchasers are required to obtain a direct payment permit for
a fee of $20 which is valid for three years.
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Municipal and County Collections - The Tax Commission contracts with the

municipalities and counties to collect the local sales and use taxes. Vendors remit both
state and local levies on one report. A retention fee based on the tax rate is withheld
from city/county sales and use taxes and apportioned to the Oklahoma Tax

Commission’s Revolving Fund.

Other State Tax Departments - The Tax Commission is authorized to enter into
reciprocal agreements with the tax departments of other states for collection, payment
and enforcement of taxes on sales of personal property to residents of Oklahoma by

vendors and retailers maintaining places of business in such other states.

Ten-Year State Sales & Use Tax Apportionments History

State Sales Tax Apportionments
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$1,562,812,208

FY-00
$1,355,626,612
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$1,496,749,110
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$1,295,288,012




State Use Tax Apportionments
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Sales Tax Statutory References
Levying — Title 68, Sections 1354, 1370.9, 2355
Apportionment — Title 68, Sections 1353, 1370.9, 2902.3

Use Tax Statutory References

Levying — Title 68, Section 1402
Apportionment — Title 68, Section 1403
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FY-08 FY-03
$165,268,691 | $75,909,296
FY-07 FY-02
$159,784,905 | $86,040,298
FY-06 FY-01
$135,502,892 | $94,131,837
FY-05 FY-00
$119,049,364 | $90,107,635
FY-04 FY-99
$98,050,171 | $83,910,241




Motor Vehicle Taxes and Fees

FY-09 Apportionment of Motor Vehicle Collections

Approximately 5 percent (detailed in this section) of the motor vehicle collections is
apportioned directly to specific funds or organizations and the balance is apportioned
as follows:

e 34.84 percent to the General Revenue Fund*

e 36.20 percent to school districts

e (7.24 percent to counties for highways

e 10.00 percent to County Improvements for Roads & Bridges Fund**
e (3.62 percent to counties for Bridge and Road improvements

e 03.10 percent to cities and towns for streets

e (2.59 percent to County Road Fund

e 01.24 percent to the Oklahoma Law Enforcement Retirement Fund
e (0.83 percent to counties for county government purposes

e 00.31 percent to State Transportation Fund

e (0.03 percent to the Wildlife Conservation Fund

County Road Fund, Law Enforcement Counties for County
2.59% GOVt, 0.83%

Retirement Fund,
1.24%

Cities & Towns for

streets, 3.10% State Transportation

Fund, 0.31%
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Counties for Bridge & Fund, 0.03%

Road Improvements,

3.62%
County Improvements General Revenue Fund,
for Roads & Bridges o
Fund. 10.00% . . School Districts, 34.84%
und, 10.00% Counties for Highways,
36.20%
7.24%

* In FY-10 and thereafter 29.84 percent
** In FY-10 and thereafter 15.0 percent
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Taxes and fees under this category include vehicle, boat and outboard motor
registration fees, title fees, lien fees, and excise tax. Elements common to taxes and fees
in this category are:

e All apply to vehicles or boats and outboard motors,

e Motor license (tag) agents are authorized to handle and collect the taxes and fees.
Additionally, motor license agents are authorized to retain specific amounts of
the taxes and fees collected, and

e For the most part, the revenue generated by the taxes and fees is apportioned by
the same formula.

Motor Vehicle Registration

Noncommercial Vehicles — Motor vehicle registration fees were first imposed in 1915.
Oklahoma'’s fee is in lieu of ad valorem taxes. The annual motor vehicle registration fee
for noncommercial vehicles (automobiles, noncommercial sports utility vehicles,
noncommercial and nonagricultural pickups, recreational vehicles, etc.) was
significantly changed effective October 1, 2000, by voters” approval of State Question
691. The annual registration is a graduated flat fee based on year of registration.

Years of Registration Rate
1-4 $85

5-8 $75

9-12 $55
13-16 $35

17 and After $15

In addition to the above fees, administrative fees totaling $6 are added each year.

Commercial and Farm Vehicles — Vehicles over 8,000 pounds laden weight (used
primarily for commercial or business purposes) are defined as a commercial vehicle for
registration purposes. The rates for commercial registration range from $95 for vehicles
from 8,001 to 15,000 pounds to $1,078 for vehicles from 89,001 to 90,000 pounds.
Vehicles under 8,000 pounds and used primarily for business or commercial purposes
may be registered and subject to the same fees as a commercial vehicle having a
combined laden weight over 8,000 pounds and less than 15,001. Pick-ups or trucks used
primarily for farm use are subject to an annual license fee of $30. Vehicles used
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primarily for transporting unfinished and unprocessed forest products are subject to an
annual fee of $250. In addition, administrative fees totaling $6 are added each year.

A certificate of title is required for each vehicle. The fee for each certificate of title is $11.
The motor license agent fee of $2.25 for each title issued is included in this amount.
When a security interest is created in a vehicle, the interest must be recorded on the
certificate of title at a fee of $10.

Vehicle Excise

Excise tax is paid in lieu of state sales tax upon transfers of ownership of new or used
vehicles, and is calculated as follows:

New Vehicle — 3.25 percent of the value of the vehicle, and

Used Vehicle — $20 on the first $1,500 of the value of the vehicle and 3.25 percent
on the balance.

The value of a new or used vehicle is the actual sales price of the vehicle before any
credits are given for a trade-in. However, the value of the vehicle must be within 20
percent of the average retail price of the vehicle as listed in the automotive reference
material prescribed by the Tax Commission. The Tax Commission currently contracts
with N.A.D.A. (Official Used Car Price Guide) to provide average retail price values.

A 6 percent rental tax is imposed on the gross receipts from motor vehicle rental
agreements of 90 days or less received by a business engaged in renting motor vehicles
without drivers. The tax does not apply to any lease agreements or certain trucks or
trailers and is in lieu of the motor vehicle excise tax.

Boats and Outboard Motors

An annual registration and license fee is imposed on boats and outboard motors. Boats
and outboard motors with a value in excess of $150 are subject to a registration fee of $1
for the first $150 of value, plus a fee of $1 for each $100 in excess of $150, with a
maximum fee of $150. An excise tax of 3.25 percent of the value of a boat or motor is
imposed upon any transfer of legal ownership. The value is based on a combination of
the original retail price of the boat or outboard motor and its age. It is also required that
boats and outboard motors have a certificate of title upon any transfer of ownership or
upon the first registration in this state for a fee of $2.25. This $2.25 fee includes the
motor license agent fee of $1.25.
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Apportionment

Approximately 5 percent of the motor vehicle collections are apportioned as follows:

$ 3 of every vehicle registration fee is apportioned:
o $1 to the Driver Education Revolving Fund up to a maximum of $900,000,
and
o $2 to the General Revenue Fund, until $900,000 is apportioned to the
Driver Education Revolving Fund, then $3 to the General Revenue Fund,

$1 of every vehicle registration fee is apportioned:

o 50 cents to the Department of Public Safety Patrol Vehicle Revolving Fund
up to a maximum of $850,000, then 50 percent of this amount is allocated
to the Law Enforcement Retirement Fund, and

o 50 cents to the General Revenue Fund,

$6.75 for each driver license issued or renewed; $5 for each duplicate or
replacement driver license issued; and $3 for each identification card issued or
renewed to the Department of Public Safety Computer Imaging System
Revolving Fund,

$10 for each rebuilt-inspection or examination to the Department of Public
Safety,

$560,000 of driver license fees is apportioned:
o $60,000 to General Revenue Fund, and
o $500,000 to Department of Public Safety Revolving Fund,

$1 for each boat and motor registration fee and $5.50 for each driver license
issued or renewed to the Trauma Care Assistance Revolving Fund,

$20 for each retired highway patrol officer special license plate issued to the Law
Enforcement Retirement Fund,

$3.56 for each vehicle registration issued or renewed by the Tax Commission; the
mail and insurance fees collected by the Tax Commission; the motor license
agents” application fees and the first $100,000 of registration fees for motorcycles
and mopeds to the Tax Commission Revolving Fund,
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e $8 for each special license plate issued or renewed by the Tax Commission; $5.44
for each special license plate issued or renewed by motor license agents; $1 for
each vehicle title issued; $4 for each vehicle junk title issued; $2 for each out-of-
state vehicle identification number (VIN) inspection; $1 for each boat or motor
title issued; $9 for each all-terrain-vehicle or off-road-motorcycle registration fee
and approximately 75 percent of the fee authorized for each NASCAR license
plate issued or renewed is apportioned to the Tax Commission Reimbursement
Fund,

e $3 for each duplicate or replacement driver license issued; driver license
examination fees; driver license retest fees; motor license agent penalties; the first
$400,000 from commercial registration fees; and $5 for each NASCAR license
plate issued or renewed is apportioned to the General Revenue Fund,

and the balance is apportioned in the following manner:

e 34.84 percent to the General Revenue Fund*

e 36.20 percent to school districts

e (7.24 percent to counties for highways

e 10.00 percent to County Improvements for Roads & Bridges Fund**
e (3.62 percent to counties for Bridge and Road improvements

e 03.10 percent to cities and towns for streets

e (2.59 percent to County Road Fund

e 01.24 percent to the Oklahoma Law Enforcement Retirement Fund
e 00.83 percent to counties for county government purposes

e (0.31 percent to State Transportation Fund

e 00.03 percent to the Wildlife Conservation Fund

* In FY-10 and thereafter 29.84 percent
o In FY-10 and thereafter 15.0 percent
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Ten-Year Motor Vehicle Tax Apportionments History
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Motor Vehicle Tax Statutory References
Levying — Title 47, Sections 6-101, 6-114, 14-116, 1105 et seq. and Title 68, Sections 2103,

2104.3, and 2110
Apportionment — Title 47, Sections 1104, 1104.1, and 1104.2
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Severance Taxes

The severance tax is an excise tax imposed on the removal of natural resources such as
oil, gas, coal and other minerals from the soil or water. The tax is usually measured by
the value of the products removed. There are two types of severance taxes in
Oklahoma: 1) gross production; and 2) petroleum excise. The gross production tax in
Oklahoma is in lieu of ad valorem tax.

FY-09 Apportionment of Gross Production Tax — Oil Collections

e 25.72 percent to the Common Education Technology Revolving Fund

e 2572 percent to the Higher Education Capital Revolving Fund

e 25.72 percent to the Oklahoma Student Aid Revolving Fund

e 07.14 percent to counties of production for roads

e (7.14 percent to counties of production for schools

e 04.28 percent to the County Bridge and Road Improvements Fund

e 01.43 percent to Oklahoma Water Infrastructure Development Revolving Fund
e 01.43 percent to Oklahoma Conservation Commission Infrastructure Fund

e (01.42 percent to Oklahoma Tourism and Recreation Department Revolving Fund
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FY-09 Apportionment of Gross Production Tax — Gas Collections

e 85.72 percent to the General Revenue Fund
e 07.14 percent to counties of production for roads
e (07.14 percent to counties of production for schools
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FY-09 Petroleum Excise Tax Apportionment —-Oil

e 82.634 percent to the General Revenue Fund
e 10.526 percent to the Corporation Commission Plugging Fund
e (6.840 percent to the Interstate Oil Compact Fund of Oklahoma

Interstate Oil Compact

Corporation Fund, 6.840%

Commission Plugging
Fund, 10.526%

General Revenue
Fund, 82.634%
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FY-09 Petroleum Excise Tax Apportionment - Gas

e 82.6045 percent to the General Revenue Fund
e 10.5555 percent to the Corporation Commission Plugging Fund
e 06.8400 percent to the Interstate Oil Compact Fund of Oklahoma

Interstate Oil Compact

. Fund, 6.840%
Corporation

Commission Plugging
Fund, 10.5555%

General Revenue
Fund, 82.6045%

History

The first gross production tax in Oklahoma was passed in 1908. The law passed in 1910
taxed oil and gas separately from the ad valorem tax at a rate of one-half of 1 percent on
the production. The rate was increased to three-fourths of 1 percent in 1913, and the in
lieu status was adopted. Additional rate increases were passed in 1916 and 1935, with
the rate of 7 percent being adopted in 1971.

Base and Rates

A three-tiered gross production tax rate system for oil was implemented in 1999 and
will remain in effect through June 30, 2010.

Average Price of Qil Rate of Tax
Equal to or exceeds $17 per barrel 7%
Less than $17, but is equal to or exceeds $14 4%
Less than $14 per barrel 1%
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The rate of tax is based on the average price per barrel of sweet crude oil as determined
by the Oklahoma Tax Commission. Effective July 1, 2010, the gross production tax rate
for oil is scheduled to return to 7 percent.

A three-tiered gross production tax system for gas was implemented in 2002 and will
remain in effect through June 30, 2010.

Average Price of Gas Rate of Tax

Equal to or exceeds $2.10 per mcf 7%
Less than $2.10, but is equal to or exceeds $1.75 per mcf 4%
Less than $1.75 per mcf 1%

Effective July 1, 2010, the gross production tax rate for gas is scheduled to return to 7
percent.

The gross production tax is also levied upon the production of asphalt, ores bearing
lead, zinc, jack, gold, silver and copper. The tax is the third largest revenue source
behind income taxes and sales taxes.

Gross Production Tax Rebates

In response to declining oil production and higher operating costs, the Legislature has
passed several gross production tax rebates as incentives to o