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Introduction 
 
House Bill 2653, passed in the 2010 session, created the Task Force on Municipal Finance to examine 
municipal finance and the laws governing it. The measure instructed task force members to give 
specific attention to sources of revenue available to municipal government, requirements for sinking 
funds, laws governing separate accounts within municipal general funds, laws governing investment or 
other use of municipal revenues, laws regarding establishment of reserve funds and any other matters 
related to municipal finance members find relevant. 
 
The measure also instructs members to provide a final report with any recommendations for law 
changes to the governor, speaker of the Oklahoma House of Representatives and the president pro 
tempore of the Oklahoma State Senate no later than January 31, 2011. 
 
 
Recommendations 
 
The nine-member task force met six times between September 16, 2010, and December 13, 2010. 
Members heard presentations from persons who work for municipalities, city officials, state officials, 
economists, House of Representatives staff and county officials. 
 
Chairman Sullivan requested comments and recommendations from members, which can be found in 
the appendices along with comments from nonmembers. An overview of members’ recommendations 
is as follows: 
 
Recommendation 1: Seek an amendment to the Oklahoma Constitution to allow municipal 
governments to receive ad valorem levies for operations thus giving municipalities the chance for more 
diversified revenue sources. 
 
Recommendation 2: Amend Title 62, Sections 445-447 to allow municipalities to determine the use 
of sinking fund surpluses. 
 
Recommendation 3: Amend Title 19 Section 1501 to allow counties and municipalities to enter into 
joint purchasing agreements. Also work to allow greater flexibility between counties, school districts 
and municipalities for pooling of resources and elimination of overlapping services and programs. 
 
Recommendation 4. Support efforts to collect sales and use taxes owed and provide the Oklahoma 
Tax Commission with the resources to enforce collection. As part of that, support federal legislation to 
make catalog and internet retailers collect sales tax. 
 
Recommendation 5: Ask the Oklahoma Tax Commission to work with the Oklahoma Municipal 
League to look at ways to reduce fraud and enhance sales tax collection. 
 
Recommendation 6: Continue to monitor issues related to collection of sales and use tax to maintain 
flexibility for municipalities to audit and collect delinquencies. 
 



 

3 

Recommendation 7: Commission a statewide growth management plan to establish goals for 
economic growth throughout the state and consider using a portion of state sales tax for capital 
improvement to support economic development and job creation. Continue to support municipal 
economic development efforts with elimination of disincentives. 
 
Recommendation 8: Allow municipalities up to five years to make equal installment payments on 
judgments. Current law is three years. 
 
Recommendation 9: Amend statute to include municipal employees who, upon conviction of a felony 
in which the municipality incurs costs in defense thereof, to surrender to the municipality the 
employee’s pension for the expenses incurred by the municipality.  
 
Recommendation 10: Review and propose sun setting of some of the sales tax exemptions. 
 
Recommendation 11: Eliminate or restructure binding interest arbitration. 
 
Recommendation 12: Encourage the legislature to study the use of property  and sales tax and make a 
comprehensive analysis of how all taxes can work together to solve local problems. 
 
Recommendation 13: The task force looks forward to receiving the recommendations of The 
Oklahoma Academy town hall on municipal government and encourages consideration of those items. 
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ENROLLED HOUSE 
BILL NO. 2653 By: Sullivan and Tibbs of the 

House 
 
    and 
 
  Crain of the Senate 
 
 
 
 
 
 

 
An Act relating to municipal finance; creating the 
Task Force on Municipal Finance; providing for 
membership; requiring organizational meeting; 
providing for selection of chair and cochair; 
prescribing quorum requirement; providing for 
inapplicability of Oklahoma Open Meeting Act; 
prescribing requirement for meeting notices; 
providing for travel reimbursement; specifying 
reimbursement method for legislator members; 
providing for staff assistance; prescribing scope of 
inquiry by Task Force; requiring final report; 
specifying date of report; providing for termination 
of Task Force; providing for codification; and 
declaring an emergency. 

 
 
 
 
BE IT ENACTED BY THE PEOPLE OF THE STATE OF OKLAHOMA: 
 

SECTION 1.     NEW LAW     A new section of law to be codified 
in the Oklahoma Statutes as Section 350 of Title 62, unless there is 
created a duplication in numbering, reads as follows: 

 
A.  There is hereby created the Task Force on Municipal Finance. 
 
B.  The Task Force shall be composed of nine (9) persons to be 

selected as follows: 
 
1.  The Governor shall appoint two persons representing 

municipalities as follows: 
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a. one person representing a municipality with a 
population of less than fifty thousand (50,000) 
persons, and 

 
b. one person representing a municipality with a 

population in excess of fifty thousand (50,000) 
persons but not in excess of one hundred thousand 
(100,000) persons; 

 
2.  The Speaker of the Oklahoma House of Representatives shall 

appoint: 
 

a. one person representing a municipality with a 
population in excess of one hundred thousand (100,000) 
but not in excess of four hundred thousand (400,000) 
persons according to the latest Federal Decennial 
Census, and 

 
b. a member of the Oklahoma House of Representatives;  
 

3.  The President Pro Tempore of the Oklahoma State Senate shall 
appoint: 

 
a. one person representing a municipality with a 

population in excess of four hundred thousand 
(400,000) persons according to the latest Federal 
Decennial Census, and 

 
b. a member of the Oklahoma State Senate; 
 

4.  One member to be appointed by a statewide nonprofit 
organization the membership of which consists primarily of 
municipalities organized under the laws of the State of Oklahoma and 
which organization supports the functions of such municipalities; 

 
5.  One member who shall be the Director of the Office of State 

Finance or a designee; and 
 
6.  One member to be appointed by the Oklahoma Tax Commission. 
 
C.  Members of the Task Force shall serve at the pleasure of the 

appointing authority.  Vacancies shall be filled in the same manner 
as the original appointment. 

 
D.   The Task Force shall hold an organizational meeting not 

later than September 30, 2010.   
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E.  The Task Force shall select from among its membership a 
chair and cochair. 

 
F.  A quorum of the members present at a meeting of the Task 

Force shall be sufficient to conduct any business or to take any 
action authorized or required. 

 
G.  The Task Force shall be exempt from the Oklahoma Open 

Meeting Act, but shall provide a reasonable notice of its meetings 
at least seven (7) days prior to a meeting.  The notice shall be 
posted electronically on the website of the Oklahoma House of 
Representatives or the Oklahoma State Senate or both.   Notices may 
be posted at such location or locations within the Oklahoma State 
Capitol as the Task Force may direct. 

 
H.  Travel reimbursement for members of the Task Force who are 

legislators shall be made pursuant to Section 456 of Title 74 of the 
Oklahoma Statutes.  Travel reimbursement for other members of the 
Task Force shall be made by the respective appointing authorities 
pursuant to the State Travel Reimbursement Act. 

 
I.  Staff assistance for the Task Force shall be provided by the 

staff of the Oklahoma House of Representatives and the Oklahoma 
State Senate. 

 
J.  The Task Force shall be exempt from the Oklahoma Open 

Records Act. 
 
K.  The Task Force shall examine the laws governing municipal 

finance for all forms of municipal government and shall give 
specific attention to: 

 
1.  The existing sources of revenues available to municipal 

government; 
 
2.  The requirements for establishing and maintaining sinking 

funds; 
 
3.  The laws governing the creation and maintenance of separate 

accounts within municipal general funds; 
 
4.  The laws governing the investment or other use of municipal 

revenues; 
 
5.  The laws governing the establishment of municipal reserve 

funds similar to the Constitutional Reserve Fund created pursuant to 
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Section 23 of Article X of the Oklahoma Constitution for the State 
of Oklahoma; and 

 
6.  Such other matters related to municipal finance as the Task 

Force may deem to be relevant. 
 
L.  The Task Force shall make a final report containing any 

recommendations for changes in the law governing municipal finance 
to the Governor, the Speaker of the Oklahoma House of 
Representatives and the President Pro Tempore of the Oklahoma State 
Senate not later than January 31, 2011. 

 
M.  The Task Force shall terminate by operation of law on 

February 1, 2011. 
 
SECTION 2.  It being immediately necessary for the preservation 

of the public peace, health and safety, an emergency is hereby 
declared to exist, by reason whereof this act shall take effect and 
be in full force from and after its passage and approval. 
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Passed the House of Representatives the 9th day of March, 2010. 
 
 
 

  
Presiding Officer of the House of 

 Representatives 
 
 

Passed the Senate the 5th day of April, 2010. 
 
 
 

  
Presiding Officer of the Senate 

 
 



Appendix B  

10 

RECOMMENDATIONS FOR INCLUSION IN MUNICIPAL FINANCE TASK FORCE REPORT 
 
 
The objectives to be achieved from these recommendations are these: 
 

• Provide cities with options for local policy makers to consider to improve their 
financial position 

• Provide cities with flexible choices should they exercise their options 

• To provide multiple benefits from the choices selected such as improved debt 
management, improved risk management, operational cost savings, and 
potential revenue enhancements 

 

1. Adoption of amendatory language to Title 620 Sections 445-447 regarding the 
usage of surplus funds in a Sinking Fund 

 

2. Removal of mandatory language contained in HB 2359 in the last legislative 
session requiring municipalities to contract with the Oklahoma Tax Commission for 
the collection of sales and use tax. Return the language to authorizing but not 
requiring municipalities to contract with the Oklahoma Tax Commission 

 

3. Amend Title 19-Section 1501 to allow counties and municipalities to enter into joint 
purchasing agreements  

 

4. Amend Title 62- Section 431 – 435 to allow municipalities up to 5 years to make 
equal installment payments on judgments. Current law is 3 years.  

 

5. Seek to reestablish municipal access to local property tax revenues by amending 
the Oklahoma Constitution to allow optional ad valorem levies for municipal 
government. 
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6. Amend Title 68 – Article 26 – Section 2601 to allow municipalities to determine 
charges based on local costs and standards by authorizing municipalities to tax up 
to but not exceeding 5% of utility gross receipts. Current law is 2% 

 

7. Amend statute to include municipal employees who, upon conviction of a felony in 
which the municipality incurs costs and expenses in defense thereof, to surrender 
to the municipality the employee’s pension for the expenses incurred by the 
municipality.  

Terry A. Simonson 
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I urge the Oklahoma Legislature and members of the Municipal Finance Task Force to 
support efforts to collect sales and use taxes that are currently owed but not 
being paid.  This includes providing adequate resources to the Tax Commission to 
properly enforce the obligation retailers have to charge and remit sales taxes and 
supporting efforts, including the enactment of federal legislation, to make 
catalog and internet retailers collect use tax on sales made into Oklahoma. 
 
 
 
Thank you. 
 
Michael Clingman, Director, 
Office of State Finance 
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OKLAHOMA MUNICIPAL LEAGUE, INC. 
 

201 N.E. 23rd Street  Oklahoma City OK 73105 

405-528-7515  800-324-6651  405-528-7560 Fax 

 
 

From:  Carolyn Stager, OML Executive Director 
To:  Legislative Finance Task Force 
Subject: Recommendations for Final Report from the Task Force to Governor,  

Pro Tempore & Speaker 
Date:  November 18, 2010 
 

RECOMMENDATIONS: 
 

1. Reinstate penalties either criminal or civil for any vendor who willfully or intentionally fails to 
remit sales tax. 
(November 1, 2002 this provision was repealed from state statutes, 68 O.S. Section 136(f)). 

 
2. Ad Valorem Tax:  Seek to re-establish municipal access to local property tax revenues to 

provide a more stable and balanced revenue base.  Amend the Oklahoma Constitution to 
allow local option ad valorem levies for municipal government. 
(Counties who receive the largest share of ad valorem now also have a county sales tax 
option---75 of the 77 counties currently now have a county sales tax).  Also, more and more 
cities are cooperating with schools to assist in local projects acting in the best interest of the 
community as a whole.  County option sales tax along with schools also enjoying sales tax 
benefit further erodes the “one” basic source of revenue for cities and towns. 

 
3. Broaden the sales tax base to include services in line with the economic shift from goods to 

service based economy.  
 
4. Change the exiting method that provides for sales tax exemptions and make it a 

“reimbursement” requirement to help reduce the abuse that currently exists. 
(This not only benefits the municipalities but also the state of Oklahoma sales tax income).  
Additionally, it will preclude those individuals that currently purchase items utilizing a sales tax 
exemption benefit for items that are not for resale to have to take an additional step and sign 
an affidavit prior to being issued a refund. 
 

5. Increase efficiencies and transparency of the Oklahoma Tax Commission (OTC).  Partner with 
municipalities to increase local sales tax compliance.  Allow for third party audits.  Encourage 
the state to adequately fund the Oklahoma Tax Commission to allow them adequate resources 
to ensure all revenues due to cities (and the state) are properly collected and equitably 
dispersed.  

 
6. A review and proposed sun setting of some of the 149 sales tax exemptions.  Enact a 

‘moratorium’ against future sales tax exemptions unless equivalent new funding sources for 
municipal governments are included as a part of the new exemption.  

 
7. Continue to pursue means to increase collection of remote sales and use taxes owed to 

municipalities.  
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8. Eliminate binding interest arbitration.  Although not discussed by the Task Force, legislation 
enacted in 1994 by the legislature enacted amendments to the Fire and Police Arbitration Act 
which allowed an interest arbitrator (unelected by the voters of the community) to establish a 
legally enforceable contract if the voters approved the deal in a special election.  The vote of 
the people option is not contained within the constitutional text (Article 20, Section 20 states 
that only the municipal government body---the duly elected mayor and council 
members/trustees---can legally bind the local government and thereby require the expenditure 
of public funds.  This binding interest arbitration has cost cities and towns across the state 
hundreds of thousands of dollars as the result of outside people making decisions for the 
locally elected officials. 
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TO:   The Task Force on Municipal Finance 
 
FROM: Catherine O’Connor, Assistant City Manager 
 
DATE:  December 1, 2010 
 
SUBJECT: Comments for the Task Force Report 
 
            
I have two comments I would like included in the report: 
 

1. Amend the State Constitution to allow cities to receive an ad valorem mill levy for operations 
through a local option election. This mill levy would be in addition to the current 
apportionment of the mill levy. The property tax is a much less volatile source of revenue than 
sales tax and would help stabilize and strengthen the delivery of essential municipal services 
such as fire and police protection. The current municipal finance structure creates an unhealthy 
situation of cities competing against one another for limited sales tax revenues. A more diverse 
municipal revenue stream would help to refocus economic development efforts towards 
creating high-paying jobs instead of chasing retail sales tax revenues.  
 

2. Continue efforts to enact the Main Street Fairness Act. It is essential to continue efforts to 
require remote-sellers that sell goods in Oklahoma to remit sales taxes on these purchases.  The 
fastest growing segment of retail sales are sales made over the internet. Cities continue to lose 
an immeasurable amount of revenue from these purchases. The enactment of the Main Street 
Fairness Act will also level the playing field for retailers who are located in the municipality, 
helping to strengthen the local economy.  Any changes in Oklahoma State law that enhance our 
ability to require the collection of sales taxes from remote sellers should also be pursued. 
 

Thank you for the opportunity to submit my comments to the report.  

 
The City of 
OKLAHOMA CITY 
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City of 
A Proud Heritage 
A Promising Future To Share! 

ALTUS 
ALTUS, OKLAHOMA 73521 – (580) 477-1950 

Joe Don Dunham 
Finance Director 

jdunham@cityofaltus.org 
Phone (580) 481-2210 

Fax (580) 481-2243 

Memorandum 

 
Date: December 15, 2010 
 
To: Municipal Task Force Members 
 
From: Joe Don Dunham, Finance Director 
 
Re: Recommendations for Report 
At the current time I have three recommendations and three additional areas of examination for the Task 
Force Report which is to be submitted to the Governor, the Speaker of the Oklahoma House of 
Representatives and the president Pro Tempore of the Oklahoma State Senate.  They are as follows: 
 

1. Change the current legislation to give municipalities the ability to ask local voters for Ad Valerom 
Taxes for general fund operations.  If approved at the local level, this will give municipalities a 
more diversified, more stable revenue stream.  This will also open up additional venues for 
municipalities to entice manufacturing businesses to their areas, which will boost economic 
development for those areas and the state of economy as a whole. 

 
2. Change the current legislation and/or policies which govern the collection of sales tax.  All sales 

taxes should be collected at the point of purchase on all sales.  Any tax exempt sale should be 
requested from the Oklahoma Tax Commission in the form of a refund or reimbursement.  This 
would greatly reduce fraud and enhance the collection of sales taxes legally owed.  It would take 
the burden off the local merchant to determine if a sale is tax exempt and place it back in the 
hands of the Oklahoma Tax Commission where it should be.  An example of this would be a 
customer would pay all sales tax when a product is purchased and then request a refund from the 
Oklahoma Tax Commission for any tax exempt purchase. 

 
3. Effective November 1, 2002, the following language was removed from Title 68 Section 1361(f) 

and should be reinstated:  “Any vendor who willfully or intentionally fails to remit the tax, after the 
tax levied by Section 1350 et seq. of this title was collected from the consumer or user, and 
appropriates the tax held in trust to his or her own use, or to the use of any person not entitled 
thereto, without authority of law, shall be guilty of the felony of embezzlement.  Any holder of a 
direct payment permit who willfully or intentionally fails to remit the tax levied by Section 1350 et 
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seq. of this title and appropriates the tax held in trust to his or her own use, or to the use of any 
person not entitled thereto, without authority of law, shall be guilty of the felony of 
embezzlement.”  This would make it a criminal offense to not remit sales tax collected.  There is 
currently over $47 million dollars due to the state and municipalities in sales taxes collected, but 
not remitted.  This is nothing more than embezzlement and should be prosecuted.  These 
organizations should face both criminal and civil penalties. 

 
There are numerous other areas which need to be examined and possibly have legislation changes enacted.  
These areas have not yet been discussed in this forum but are important none the less.  Just a few of these 
areas are as follows: 
 

1. Legislation needs to look at the current sales tax exemptions.  In the not to distant past there were 
as few as 12 exemptions, now there are as many as 148.  These industries need to be evaluated to 
see if sales tax exemption status is warranted and justified.  If they are not warranted and justified 
this exemption needs to be removed. 

 
2. If we are looking at ways to reduce the cost to municipalities we would be remiss if we didn’t 

examine both workers comp costs and the issue of binding arbitration.  These two areas are direct 
costs to municipalities which they have no control over, but have a direct effect on the municipal 
budget and what can be accomplished within the municipality.  This makes these costs unfunded 
mandates handed down by others. 

 
3. During the last legislative session wording was changed to mandate the use of the Oklahoma Tax 

Commission for the collection of Municipality sales and use tax.  This eliminates the ability for 
local control and is an issue.  I believe this should to be changed back to the original wording to 
allow for local control.  This being stated I understand this is a slippery slop, but is an important 
issue none the less.  Giving municipalities the option of using another entity other than the 
Oklahoma Tax Commission, could entice the Oklahoma Tax Commission to be more accountable 
and responsive the needs of the Municipalities it serves. 

 
I believe this Task Force is the first in many steps which need to be taken to improve the financial health 
of our municipalities and as a result the health of our State.  As a Municipal Finance Director, I’m 
convinced Oklahoma municipalities are experts in squeezing all the benefits out of a dollar.  We are already 
watching every penny we are spending but need help in generating more and new revenue sources to help 
provide greater stability of basic operations.  The key to any healthy business or investment is 
diversification, and that is what municipalities need. 
 
I want to point out that these recommendations are note mine alone.  There have been a number of 
individuals, organizations, boards and committees thoughts outlined here.  These recommendations come 
from city managers, finance directors, boards, such as the OML/OTC Liaison Board, and organizations, 
such as the Oklahoma Municipal League.  These ideas have been discussed in numerous forums, such as 
the City Managers of Oklahoma Association, the Oklahoma Municipal League Conference, the Oklahoma 
Municipal Clerks, Finance Directors, and Treasurers Association Conference and the Oklahoma Academy 
Town Hall Meetings.  The idea of these groups is these changes are a good start, but just a start on the 
correction of years of problems. 
 
Oklahoma municipalities have lived under this stranded and unlevel situation for a number of years and I 
believe it is unrealistic to expect us to make recommendations to change our broken system in 6 months.  
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There needs to be legislation enacted to extend this Task Force, or develop a new one, to further examine 
the financial needs of Municipalities.  We are just scraping the surface of our financial situation. 
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 OTC recommends and supports changes to Oklahoma law which encourage “remote sellers” 
selling over the Internet and by mail order to collect tax on sales to customers in Oklahoma as well as 
the enactment of federal legislation to require out-of-state retailers collect use tax on sales made into 
Oklahoma.  This levels the playing field so that local “brick and mortar” stores and remote sellers 
operate under the same rules.  Further, the end result is a net gain for municipal finance. 
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November 18, 2010 
 
Representative Dan Sullivan 
Chairman, Legislative Task Force on Municipal Finance 
Oklahoma House of Representatives 
Oklahoma City, OK 
 
 
Dear Chairman Sullivan, 
 
Thank you for the opportunity to submit comments for the record and consideration by members of the 
Legislative Task Force on Municipal Finance. I have devoted thirty years of my professional career to 
the study and practice of economic and fiscal policy, and administration of government at the state, 
county, and municipal levels within this state. My goal today is to share policy analysis and 
recommendations I have formulated over these years to improve our state’s overall economic health, 
and help ensure the most basic, essential public services on which citizens and businesses rely can 
continue to be provided in the most cost-efficient and effective manner possible. As indicated in the 
attached article, these two are inexorably linked. Simply put, you cannot have a healthy Oklahoma 
state economy without having healthy, functioning cities and towns.     
 
BACKGROUND 
 
Unfortunately, the business model under which cities and towns in our state are required to operate is 
broken. Oklahoma is the only state in the nation whose municipalities must rely on the local sales tax 
as their primary source of operating revenue. Over- reliance on the volatile local sales tax -- whose 
base has been steadily eroded over time due to legislated state sales tax exemptions, changes in our 
national economy, leakage from ever-growing internet sales, and problem compliance (underpayment 
and embezzlement by certain vendors, and fraudulent exemption claims by certain buyers) -- have 
placed municipal revenues under great stress. Meanwhile, growth in this revenue source has failed to 
keep pace with municipal labor costs. This has been especially true in the critical public safety area, 
which consumes the lion’s share of municipal revenues and based on trends to date, threatens to crowd 
out all other essential local public services, including streets, parks, economic development, etc..., over 
time.  
 
Since current levels of basic local governmental services cannot be sustained under this model, the 
missions of other important institutions who depend on these essential services --such as education, 
health care, and virtually all commerce -- will likewise suffer, as will the state economy and state 
budget.   
 
Under Oklahoma’s municipal finance model, citizens of one community -- from which they consume 
public services -- often shop at a neighboring city, effectively paying for that neighboring city’s local 
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government programs. Any private business would struggle to survive if its customers paid their 
competitor for services the provider had rendered. 
 
The Oklahoma model creates a perverse incentive for municipal economic developers to focus their 
efforts on the pursuit of retail enterprise, rather than higher-paying primary industry. Retail activity 
produces local sales tax revenue needed to fund the service demands placed on the local government, 
while industry only produces additional service and infrastructure demands for the municipality but no 
new direct operating revenue.   
 
When they do endeavor to recruit primary industry, Oklahoma municipalities find themselves at a 
competitive disadvantage relative to their competitor cities in other states, which can offer ad valorem 
tax breaks our’s cannot. On the grand scale, this produces an inefficient mix of industries within 
Oklahoma, leaves us less competitive in the per capita income growth race with other states, and yields 
fewer dollars for state programs.   
 
Ad valorem revenues are inherently more stable that sales tax revenues, and budgets which have more 
diverse sources of revenue are more stable than ones relying on less diverse set of revenues. Therefore, 
a municipal budget which includes both sales tax and ad valorem revenues would be more stable than 
one funded with sales tax alone, allowing for better long term planning and featuring fewer service 
disruptions over economic cycles, and more efficient, effective service delivery.  
 
This pursuit of retail pits neighboring communities against one another as they fight to bring retailers 
to their particular locale. This in turn undermines and makes less likely the sort of regional cooperation 
required to work on large regional projects and save money /achieve economies of scale through 
coordinated service delivery and volume purchasing. In contrast, if cities received some ad valorem 
revenue for operating purposes, they would be more likely to combine efforts to attract important 
primary industry to their region, as each participating city would likely be the beneficiary of new tax 
paying homeowners who would move in to work in the new industry. Regional cooperation and cost 
savings would be more likely to occur.  
 
A number of rural communities in our state lack almost any degree of retail commerce, and are as a 
result, incapable of providing some of the most basic modern services which citizens expect. This 
contributes to the demise of these communities, as young people move away to larger cities offering 
more public services and amenities. Making ad valorem revenue available for funding the governments 
of these rural communities could help these communities survive. 
 
It is possible for taxpayers to deduct ad valorem taxes from their federal income taxes, while sales 
taxes paid cannot be so deducted. Thus an ad valorem tax based system allows some of our tax burden 
to be exported to the federal government.  
 
 
 
 
RECOMMENDATIONS 
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1) For the above listed reasons, I recommend the Legislature take action to authorize municipalities to 
access the ad valorem tax as an additional source of operating revenues, on a local option basis, to suit 
local circumstances and preferences. One size does not fit all. Some communities might elect to 
substitute sales tax for ad valorem revenues, others might leave it as is, yet another might opt to add ad 
valorem revenues on top of existing sales tax dollars -- each in accordance with local voters’ wishes. 
 
2) The Legislature should cease granting exemptions to the state sales, and place sunset clauses on 
existing exemptions, to ensure periodic review and reauthorization. 
 
3) I further recommend that Legislature over time modernize the state sales tax by broadening the base 
on which it is applied, to include personal and professional services. This would help reduce volatility 
of the tax, improve its revenue adequacy, reduce regressivity of the tax, and enable state policymakers 
to either reduce other state taxes (such as the income tax) to offset the increased revenues it would 
generate, or to preserve/increase funding support for critical state programs and services,  
 
4) The Legislature should closely examine operations of the Oklahoma Tax Commission to ensure it 
has sufficient resources and the management structure to ensure sales taxes paid by citizens are indeed 
collected and remitted to the proper jurisdictions, and to reduce abuse by persons fraudulently claiming 
sales tax exemptions at the cash register. OTC must be held accountable and provide user-friendly 
reports to its customer municipalities, who can and should partner in sales tax compliance.  I believe it 
is possible to inject competition into our system, by allowing cities to outsource collections of their 
local sales taxes, without disrupting our state’s participation in the Streamlined Sales Tax Agreement, 
and that approach should be pursued. This might include having the OTC designate these third party 
collection firms as agents of the OTC. 
 
5) At such time as the state budget recovers, the Legislature should revisit the apportionment of state 
transportation revenues to ensure they are used solely for transportation purposes, including increasing 
the allocation made to municipalities from its present meager share (4%). When this issue was last 
addressed, ODOT and County shares were increased significantly, but municipal roads (on which the 
majority of lane miles in the state are driven) were left out of the picture.  
 
6) All willing counties and municipalities should be permitted to work together on road projects. At 
present, this sort of partnering is statutorily limited to only the two largest counties.  
 
7) The Legislature should designate a permanent source of revenue for the State Emergency Fund, 
thereby enabling the State to timely pay (within 30 days) to municipalities its 12 ½% share of FEMA 
approved expenses, resulting from presidential-declared natural disasters. I would recommend this be 
interest earned from the Constitutional Reserve (Rainy Day) Fund, which voters approved in large 
measure to deal with emergencies.  
 
8) The Legislature should take care to ensure the newly enacted Municipal Fiscal Impact Act – which 
is designed to identify and slow down consideration of unfunded mandates, by making known their 
cost – is implemented and allowed to become permanently engrained in the legislative process. 
Passage of unfunded mandates can harm municipalities, and lead to local tax and fee hikes or service 
reductions. 
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9) The Legislature should review and amend statutes which drive upward the cost of personal services 
– municipalities’ largest single category of expense – beyond the growth in local revenue sources to 
sustain such expenses;  
 
10) Cities and towns should be encouraged to help themselves, including implementing best practices 
in budgeting, such as:  
 
a) avoiding use of one time revenues for ongoing operations; 
 
b) adopting a multi-year focus when budgeting to determine out-year costs of new initiatives;  
 
c) measuring the operating and maintenance cost associated with construction of new facilities;  
 
d) creating and funding over time local Rainy Day Funds, to help deal with emergencies and economic 
downturns, provided that balances in such funds must be excluded from consideration as “available” 
during collective bargaining processes; and,   
 
e) diversifying local revenue sources by increasing reliance on service fees, such as EMS fees, 
streetlight fees, recycling fees, mosquito spraying fees, etc… to suit local circumstances, working 
within each city’s own legal authority.  
 
 
In closing, thank you again for the opportunity to comment on municipal finance issues in our state, 
and for your time and effort devoted to this important topic. Please feel free to contact me if I may be 
of service to you.  
 
Sincerely,  
 
Doug Enevoldsen 
City Manager 
City of Bixby 
 
Attachment: “Healthy Cities, Healthy Oklahoma” 
“Healthy Cities, Healthy Oklahoma”   Doug Enevoldsen, November 2010 
 

Cities and towns are the backbone of Oklahoma’s economy, and the state’s health is critically 
dependent on their well-being. Virtually all commerce, common education, higher education, health 
care, state, and even many county government services take place inside a city or town. Those 
institutions cannot fully achieve their own respective missions if their host cities are not healthy, 
functioning entities. We are all in this together. 

Ours is the only state in the nation whose municipalities are required to operate primarily on the sales 
tax, a highly volatile revenue source whose base has steadily been eroded over time through legislated 
tax exemptions and rising Internet sales. 
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Because they are so reliant on sales taxes to pay their daily bills, most cities and towns focus the bulk 
of their efforts on attracting retail sales instead of industries which feature higher-paying jobs, or 
adding rooftops. This is understandable, since the latter pursuits increase demands on municipal 
services without directly providing commensurate operating revenues. However, this ultimately results 
in a less diversified, less prosperous Oklahoma economy, as UCO economist Mickey Hepner has 
pointed out in a recent analysis (see below). 

Pursuit of retail also pits communities against one another since there is only so much of the retail pie 
to go around, creating an unhealthy competition which undermines regional collaboration which might 
otherwise emerge, and limits cost savings opportunities for all. 

Last year, the Coalition of Tulsa Area Governments developed a statewide initiative known as 
“Healthy Cities, Healthy Oklahoma”, to promote awareness of the plight of municipal finance in our 
state and its critical link in our state economy. In response to our request to “stop the bleeding”, 
lawmakers adopted HB 3054,  the Municipal Fiscal Impact Act, a simple, but important new law 
requiring that the Legislature measure the fiscal impact of proposed laws on cities and towns before 
adopting them. Unfunded mandates can be very harmful to financially-strapped local governments. 

We also asked lawmakers to stop enacting sales tax exemptions that do not pay for themselves, and to 
create a legislative Task Force on Municipal Finance to produce recommendations for reform. That 
group’s report is due early next year. Fortunately, they will have at their disposal the impressive set of 
policy analysis and recommendations forthcoming from this month’s 2010 Oklahoma Academy Town 
Hall conference, whose focus was also our state’s beleaguered municipal finance system. The work of 
over 100 citizens from throughout our state, I hope the Academy’s fine work product will receive the 
serious consideration it deserves, now and in the coming years. 

The Tulsa Metro Chamber recently concluded a three month strategic planning process involving a 
diverse array of officials from throughout northeast Oklahoma to produce a unified “One Voice” 
legislative agenda.  One of their top recommendations? “Support legislation allowing municipalities to 
diversify their sources of revenues to fund essential local government operations”. 

I personally believe this effort will need to include allowing local governments access to the more 
stable ad valorem revenues type on a local option basis, to suit local circumstances and voter 
preferences, with revenues possibly dedicated for public safety. 

Lawmakers should also take steps in the future to broaden the sales tax base (on which local sales tax 
is applied, as well) to include personal and professional services, either using the additional state 
revenues to lower the state income or other tax, or to preserve essential state programs and services. 
Similarly, when state revenues recover sufficiently to allow for same, lawmakers should increase the 
relatively meager share (only 4 percent) of state transportation revenues currently being allocated 
towards municipal streets, since these carry the majority of road miles actually driven in our state. 

Experts advise that the solution to municipal finance woes in our state will require attention on both 
sides of the balanced budget equation, i.e., not only revenues but also expenses. In that regard, they 
suggest lawmakers revamp state laws which either help drive up the cost of local government services 
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(including procurement of that most important input, personnel) and/or which impede cost sharing 
arrangements from forming. 

City officials recognize that the current municipal finance structure was not formed overnight, and it 
will realistically take some years to reform it. The budget situation in many Oklahoma cities and towns 
is in critical condition, and work must begin now to get our cities, and in turn our state, healthy. 

  

++++++++++++++++++++++ 

Monday, November 22, 2010  Okpolicy.org 

A Smarter Way To Fund Municipal Government, by Mickey Hepner 

The property tax is, quite possibly, the most unpopular tax in Oklahoma. You might be surprised to learn 
though, that increasing property taxes could help stimulate our state’s economy. 
  
How can this be? After all, we’ve been told for years that higher taxes must be bad. Well, it is important to 
note that this is not just about higher taxes, it is really about smarter taxes. 
  
According to data provided by the U.S. Census Bureau and the U.S. Bureau of Economic Analysis, Oklahomans’ 
property tax burden (property taxes as a percentage of personal income) is one of the lowest in the nation—
ranking 48th out of the 50 states. In fact, Oklahomans’ property tax burden is just one‐half of the national 
average. This low reliance upon property taxes though, means that Oklahoma’s governments have to rely 
more heavily than most on sales taxes. Oklahomans’ general sales tax burden is actually the 13th highest in the 
nation. 
  
It is this reliance upon sales taxes, especially at the local level, that can create some perverse economic 
development incentives. It turns out that Oklahoma’s municipalities are much more reliant upon sales taxes 
than most other states. In fact, for general operations, Oklahoma’s municipalities are almost exclusively reliant 
upon sales taxes. A recent report by the National League of Cities finds that Oklahoma’ municipalities rely 
upon general sales taxes for 40% of their revenue—more than twice the national average of 15%. 
Furthermore, Oklahoma’s municipalities receive only 3% of their revenue from property taxes, compared to 
32% for cities in other states. 
  
This heavy reliance upon sales taxes is troublesome for two reasons. First, since cities are so dependent upon 
sales tax revenues to provide services to their residents, cities have a powerful incentive to focus their 
economic development efforts on attracting industries, like retail, that can boost sales tax collections. 
Unfortunately, retail is not a very beneficial, or long‐term productive, source of economic development. While 
new retail establishments do create new jobs, these jobs typically offer below‐average wages and the profits 
from these establishments tend to flow to out‐of‐state corporations. Consequently, our over‐reliance upon 
sales taxes encourages cities to focus on low‐wage job growth and the exporting of profits, and not products, 
into the economy. 
  
Conversely, if cities were more reliant upon property taxes instead of sales taxes, like the rest of the nation, 
then the incentives for cities differ significantly. Cities would then have an incentive to focus on attracting high‐
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wage jobs as those jobs and industries would bring higher property values, and subsequently higher property 
tax collections. 
  
There is another reason why Oklahoma municipalities’ reliance upon sales taxes is harmful. Nearly one‐half of 
all married couples, and one‐third of all taxpayers, itemize deductions on their federal income tax returns. 
Most of these taxpayers though, are unable to deduct their sales tax payments. However, they are allowed to 
deduct their income tax payments. 
  
To see why this matters, consider this example. Suppose a city raised property taxes on a household by $100 
but lowered their sales tax liability by $100. If this household itemizes deductions then their federal deductions 
have just risen by $100. In the 25% tax bracket this amounts to a $25 reduction in federal taxes. Notice, that 
the household is paying the same amount in state and local taxes, and receiving the same amount of 
services…but their total tax burden has fallen (thanks to the additional deductions). In other words, relying 
more upon property taxes allows municipalities to lower the tax burdens facing their residents without 
sacrificing municipal services. 
  
In many ways, our municipalities are the economic engines of our state that work to facilitate commerce and 
lift our people higher. However, our poorly constructed municipal tax structure is keeping that engine from 
working as effectively or efficiently as it should. If the Legislature would grant municipalities greater authority 
to replace some of their sales tax with a larger property tax…it would be an important step in the right 
direction.
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