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Four Major Oil and Gas Revenue Sources
Property Tax
Pipeline, Equipment, Facilities. About 80% of property tax
collections are credited back to local governments

Royalty
Landowner’s share, usually 12.5%. Most North Slope production
is on State land. At least ¼ of royalties go to the Permanent
Fund. Administered by Department of Natural Resources

Production Tax
Based on net profits; most of the conflict in recent years is over
this tax. North Slope tax is 35% less a variable “per-taxablebarrel” credit, with a gross minimum tax “floor”

Corp. Income Tax
Taxes the remaining profit after production tax, based on global
asset apportionment. Rate is 9.4%, but effectively closer to 7%
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Timing of Recent Production Tax Audits
Pre-2007, three-year statute of limitations
• The years 2006-2008 were spent completing
the audits for tax years 2003-2005
• 2006 Audits were completed in March, 2010
(three years after 3/31/07 tax filing deadline)
• The 2006 audits were for a split year:
o January – March, ELF was still in effect
o PPT bill (HB 3001, CH2 TSSLA 06) passed in
August, 2006 with a retroactive effective date to
April 1, 2006
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Timing of Recent Production Tax Audits
ACES bill (HB2001, CH1 SSSLA 07) passed Nov.
2007 with a retroactive effective date to July 1, 2007
• ACES extended the statute of limitations to six years
o Rationale was the increased complexity of a net
profits-based tax system
• Although individual audits were performed, no audit
years were completed during 2011-2013
o Extensive multi-phase regulations projects to
implement the changes of PPT and ACES
o Rapid increase in tax credit applications, most of
which had a 120 day statutory deadline
o FY2012 capital budget, passed May 2011, provided
$34.7 million for tax revenue management system
o Although built for the entire tax division, the primary
rationale was the increased needs for production tax4

Timing of Recent Production Tax Audits
First ACES audits, for 2007, were completed in
March, 2014 just before the deadline
• 2007 was also a split tax year, with PPT in effect JanJune and ACES in effect July-Dec
• Differences were not just tax rates: treatment of lease
expenditures, arms-length tariffs, cleanup costs, etc.

Special Legislative Audit report on Oil and Gas
Tax Audit Process, June 2014
• Audit identified longer time need for audits, determined
tax audit staff was qualified to do their jobs
• “Best Practices” recommendation has been largely met
with rollout of Tax Management software
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Assessments in Profits-Tax Era Audits
Average (ELF) Audit Assessments for the
years 2000-2005 were $15.1 million per year
2006: $78 million
2007: $410 million
(Total noted in Leg. Audit = $488 million)
2008 (3/15): $264 million
2009 (3/16): $132 million
2010 (3/17): $194 million
These figures include interest as of assessment date
Note: Most deductible North Slope Operating Expenses for 20072009 were capped at 3% above previous year due to the
“standard deduction” provision of ACES (AS 43.55.165(j-k))
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Pending Audits
• Some but not all of the 2011 audits are completed,
we will have all done by the 3/31/18 deadline
o Hoped to be done last fall; staff has been very
involved in testing software changes due to HB247
and HB111, plus several retirements

 The 2011s have been worked in parallel with the
2012s and 2013s
• The 2012s will be completed this summer, with the
goal of completing the 2013s by the end of 2018
• That will move us more than one full year off the
statute of limitations
Important: many companies refile their taxes multiple times
before an audit is complete, which makes a very time
consuming process to incorporate changes. Four of five
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major taxpayers refiled 2011 within the past year

Post-Audit Process
After receiving an assessment, known as a
“notice and demand letter,” a company has
basically three choices:
1. Pay the assessment, without appeal
2. Pay the assessment, under appeal
(main reason to do this is to stop accrual of
interest)
3. Appeal the assessment without payment
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Post-Audit Process
If an assessment is appealed
1. Initial review is from the Tax Division’s internal
Appeals group
•

Report is an “Informal Conference Decision,” and
often makes adjustments to what the auditors did

2. After internal conference, further appeal is the
Office of Administrative Hearings in Dept. of Admin
3. Then to Superior Court and then to Supreme Court
Settlement negotiations can and do go on during every
stage of this, and many audits are settled
Rarely do we get to the courts; Supreme Court in 12/16
decided the 2005 ELF aggregation case in the state’s favor
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2018 Status Report Request
• Leg Audit and LB&A Committee requested a
status update to the 2014 report
• Provided a series of tables to detail what has
resulted from recent audits and what is still
pending
• Reported submitted this Monday, 2/26
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Five Metrics in 2018 Status Report
1. Total tax audit assessments, including principal and
interest, with summary data on how much is collected,
appealed, and still in process
2. Total amount appealed, and amount resolved and
pending at each stage of the process
3. Number of tax returns filed, audited, and appealed
4. Number and dollar value of audit assessments on
credits issued under AS 43.55.023 and 025
Note: “023” credits are issued based on a more limited
due diligence review, which is summarized in #5. “025”
credits are all audited before initial issuance.

5. Number and dollar value of review adjustments made
prior to issuing credits under AS 43.55.023
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The actual report submitted to LB&A includes
extensive footnotes describing the assumptions and
definitions within each column of the five tables
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THANK YOU
Please find our contact information below:
Ken Alper
Tax Division Director
Department of Revenue
Ken.Alper@Alaska.gov
(907) 465-8221

dor.alaska.gov

