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September 19, 2000

Re: Our file Number LR -00 -149; Sales tax on sales of natural gas. 

Dear

This is in response to your inquiry concerning the sales tax implications of certain
sales of natural gas. I have set out your fact scenarios and questions below, followed by our
responses. 

Scenario I

Company A ( headquartered in State Y) is contacted by Customer B ( located in State Y) for a sale
transaction of natural gas for their State Y manufacturing operations. State Y is not Oklahoma. 
Company A ( a gas marketer) locates the available gas from two sources ( baseload available at a
wellhead /meter in Oklahoma; an increment amount available at a wellhead /meter directly in State Y). 
Company A is solely a marketer who takes title to the gas ( in a pipeline) for an instant in time. Company
A provides no transportation of the gas from the wellhead to Customer B. Customer B takes title to the
baseload gas at the Oklahoma wellhead and the increment gas at the State Y wellhead. Customer B is

responsible from both wellhead locations for transportation to its manufacturing facility in State Y. All of
the gas is consumed for production purposes in State Y. 

Scenario 2

Same facts as above, however, Company A arranges the transportation for Customer B from the
Oklahoma wellhead to the State Y location. Customer B is responsible for direct payment of the

transportation charge( s) to the transportation company. 

Scenario 3 - separate issue

In the event that Oklahoma sales or use tax does apply in any of the above situations, would " penalties" 
charged by the pipeline be included in the tax calculation bases. On occasion, penalties may be
charged when a customer's ( Customer B) nominated gas volumes verses their gas usage volumes are

not within pipeline tolerance. These charges would be a pass- through from Company A to Customer B. 
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Question (s
1. Will this type transaction create sales or use tax nexus for Company A's business
activities in Oklahoma? Company A's sole activity in Oklahoma will be the purchase and
immediate resale of natural gas. Company A owns no property in Oklahoma. Company A has no
personnel physically located in Oklahoma, nor do they physically visit or solicit customers in
Oklahoma. 

Response: For scenario one sales tax nexus and the potential for a sales and use tax
liability exist. Please see Oklahorna Tax Commission Rule 710: 65 -15 - 1. However, it is

unclear as to the exact terms of the sale under scenario two and therefore it is unclear

what the responsibility of company A may be. 

2. Does an Oklahoma sales or use tax apply to the above scenario? If no, is Company A
required to obtain exemption documentation from Customer? 

Response: If the gas is not processed, but instead is as it comes from the wellhead, 
Company A can purchase the gas exempt from sales tax pursuant to the exemption
found at 68 O. S. Section 1355( 3). Although company B is a consumer of the gas, if it
uses the gas in its manufacturing operations, the exemption for manufacturing found in
the Oklahoma Statutes and Oklahoma Tax Commission Rules would apply, even
though the manufacturing operation is in another state. either case, documentation

showing the basis for the exemption should be obtained. 

Concerning the separate issue that you raised, if a taxable sale were to occur, the so
called penalties, which when they apply, become part of the total gross receipts of the sales, 
would be subject to sales tax as any other part of the gross receipts of the sale. Please refer to
Oklahoma Tax Commission Rules 710: 65 - 1 - 2 and 710: 65 - 1 - 9. 

This response applies only to the circumstances set out in your request of July 28, 
2000. Pursuant to Commission Rule 710: 1- 3- 73( e), this Letter Ruling may be generally relied
upon only by the entity to whom it is issued, assuming that all pertinent facts have been
accurately and completely stated, and that there has been no change in applicable law. 

Copies of the statutes and rules cited are enclosed. If I can be of further assistance, 
please feel free to contact me. 

Sincerely, 
OKLAHOMA TAX qOMMISSION

ichael . Pillow

Tax Policy Analyst


