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ACTI ON NARRATI VE
4:33:47 PM

CHAI R ANNA FAIRCLOUGH called the Legislative Budget and Audit
Commttee neeting to order at 4:33 p.m Represent ati ves
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Austernman, Herron, O son, Josephson, Kawasaki, and Hawker, and
Senators Fairclough, Meyer, Bishop, Gessel, and dson were
present at the <call to order. Also in attendance were
Representatives Chenault, Tuck, Gara, and Kerttula, and Senator
St edman.

Approval of M nutes

4:34:29 PM

CHAI R FAI RCLOUGH announced that the first order of business
woul d be the approval of the m nutes.

4:34: 35 PM

REPRESENTATI VE HAWKER made a notion to approve the mnutes of
March 28, 2013. There being no objection, the mnutes fromthe
neeting of March 28, 2013 were approved.

Executi ve Sessi on

4:34:51 PM

CHAI R FAI RCLOUGH announced that the next order of business would
be to npve into Executive Session.

4:34:56 PM

REPRESENTATI VE HAWKER made a notion to nove to executive session
for the purpose of discussing confidential audit reports under
AS 24.20.301. There being no objection, the commttee went into
executive session at 4:35 p. m

4:35:13 PM

The conmttee took an at-ease from4:35 p.m to 5:16 p. m

5:16: 19 PM

CHAI R FAI RCLOUGH brought the commttee back to order at 5:16
p. m Representatives Austerman, Herron, dson, Josephson
Kawasaki (alternate) and Hawker, and Senators Faircl ough, Myer,
Bi shop, G essel, and Oson were present at the call back to
order. Also in attendance were Representatives Tuck, Gara,

Kerttul a, and Kreiss-Tonkins, and Senator Stedman.

5:16: 51 PM
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REPRESENTATI VE HAWKER asked to «clarify that Representative
Chenault had left prior to the neeting being called back to
order.

Rel ease of Audits

5:17: 04 PM

REPRESENTATI VE HAWKER nade a notion for the final audit for the
Department of Transportation & Public Facilities, Knik Arm
Bridge and Toll Authority, Knik Arm Crossing Project to be
released to the public for response. There being no objection
it was so ordered.

Overview. QO and Gas Production Tax Audits - Departnent of
Revenue

5:17: 30 PM

CHAI R FAI RCLOUGH announced that the next order of business would
be an Overview on OGIl and Gas Production Tax Audits by the
Depart ment of Revenue (DOR).

5:18:16 PM

CHAI R FAI RCLOUGH explained that, as there was an audit request
before the Legislative Budget and Audit Committee, she was
extending this opportunity to DOR to explain its processes and
"enlighten the conmttee why we would or would not" continue
with this request.

5:18:33 PM

BRUCE TANGEMAN, Deputy Conmm ssioner, Ofice of the Comm ssioner,
Department of Revenue (DOR), declared that there were a |ot of
m sconceptions and confusions regarding the definitions for
financial and performance audits. He explained that statenents
regarding the DOR audits for 2007 gave people the inpression
that DOR had "absolutely no clue what happened in 2008, 2009
2010, 11, and 12, and that could not be further fromthe truth."
He said there was a vast amount of tax information received
nmonthly by the departnment from the oil conpanies, which had
given DOR a great amount of information from 2008 to the
present. He stated that the information for the final audit was
"in-hand, has been analyzed, and we will proceed a |ot quicker
once we're through 2007." He noted that the years of 2008 and
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2009 woul d be conbined, and he offered to discuss the interna
details for a financial audit, and examne the differences
bet ween a performance audit and a financial audit.

5:20: 09 PM
CHAI R FAI RCLOUGH asked if he would address the audit findings
from prior years, as there could be questions. She suggested
that the committee listen to the presentation before asking
guesti ons.
5:21:14 PM

MATTHEW FONDER, Director, Anchorage Ofice, Tax Division

Department of Revenue (DOR), presented a PowerPoint entitled
"Production Tax Audits.” [Included in nenbers' packets] He
reported that this would be a step by step presentation to share
the process for the review of oil and gas production tax
returns. He directed attention to slide 2, "GOl and Gas
Production Tax Processes,"” which was an overview of the nonthly
process for auditors. He read: "Gl and Gas Producers are
required to make nonthly install nent paynents of estimted taxes
and surcharges to the Departnent.” He said that both explorers
and producers were required to submt nonthly information
reports to DOR in accordance with statutes and regul ations. The
econonmic group would then analyze this nonthly information, and
use this information to answer any questions from the public or
the legislature. He reported that the tax technicians would
review and docunent all the nonthly tax payer information and
woul d assist the accounting group to ensure the oil and gas
revenues were properly accounted for and recorded.

5:22:47 PM

MR. FONDER noved on to slide 3, "GOl and Gas Production Tax
Processes (continued)", and spoke about the annual processes.
He noted that by March 31, all the oil and gas tax returns and
other information had to be received by DOR He decl ared t hat
this filing was a "true-up" of the twelve previously received
nont hl y paynents. He explained that the March tax filings were
i medi ately reviewed by oil and gas production tax auditors, a
process which often took many nonths for verification of the
i nformation. He noted that a full audit would take place at a
| ater date. He mentioned that the State of Al aska did not have
to pay any interest on overpaynents of estimated tax, if the
over paynment was returned within ninety days.
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5:25:06 PM

MR. FONDER poi nt ed to slide 4, "Production Tax
Audi t s/ Assessnent s. " He explained that production tax audits
were not performance audits, and were not utilized to determ ne
if a statute was "working," as this was not a role of the Tax
Di vi si on. He declared that the purpose of the oil and gas
production tax audit was to ensure that the taxpayer had filed
and paid the appropriate anmount of production tax as required by

the statutes and regul ations. He noted that the ampunt of tax
must be assessed within six years after the tax return was
filed. He reported that DOR often received anended returns,

which would then start the clock for another six years on that
specific issue. He noted that anended returns for the 2007 tax
returns had been comng in until Decenber, 2010. He said that
taxpayers had the right of appeal to an audit assessnent, and
that the process began in the Tax Division. He said, "generally
speaki ng, our oil and gas production tax assessnents have ranged
from a refund of $5 mllion to an assessnment of $82.5 nmillion
over the last five years. For conparison purposes, in the year
that we assessed $82.5 million, FY 11, we collected over $4.5
billion in production tax revenues. The assessnents for FY 11
were |less than two percent of the total production tax revenues
received for that year."

5:27:46 PM
VR. FONDER i nt roduced slide 5, "Production Tax
Audi t s/ Assessnents (continued)." He explained that, due to high

interest and penalty provisions, there was an incentive for
taxpayers to be accurate on the estimated nonthly paynents and
tax return filings. He clarified that the departnment nost often
i ssued an assessnment because the taxpayer and DOR di sagreed as
to how the statutes applied to a certain set of facts. The
assessment was then subject to the appeals process, which began
in the Tax Division, and could be appealed through the Al aska
Suprene Court, often taking nonths or years.

5:28:38 PM

MR. FONDER presented slide 6, "Gl and Gas Production Tax Credit
Processes,” and stated that, as there was no tine frame for
filing credit applications, DOR was working on them throughout
the year. He declared that all the tax credit applications

underwent a due diligence review prior to granting the credit.
He enphasized that these reviews were often as detailed as a
full audit. He noted that all alternative credits for oil and
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gas exploration underwent a full audit prior to being issued
He observed that expenditures which supported credits applied
against a tax liability were audited at the time of the tax
return.

5:29: 43 PM

MR. FONDER acknow edged slide 7, "Confidentiality," declaring
that the Tax Division was required to hold taxpayer infornmation
confidential, and was unable to discuss any specific information
contained in any given audit or assessnment. He shared that any
statistical information aggregated anong three or nore taxpayers
woul d be released for publication in the Revenue Sources Book
and the Annual Report. However, the Tax Division was allowed to

share taxpayer specific information wth legislators in
executive session as long as the necessary confidentiality
agreenents were signed. He offered his belief that this offer

for discussion in executive session had never been requested.
5:30:47 PM

MR. FONDER reviewed slide 8, "Audit Effectiveness,” and stated
that the next slides addressed the points in the request for the
audit of DOR

5:31:15 PM

The commttee took a brief at-ease.

5:31: 29 PM

CHAI R FAI RCLOUGH brought the conmittee back to order.
5:31:36 PM

MR. FONDER stated that this slide addressed audit effectiveness,
noting that the Tax Division conducted a full audit on every
production tax return filed with a tax liability. He noted that
a full audit was also perfornmed on all exploration clains for
credit, before the credit certificate was issued. He offered
his belief that the tineliness for ACES audits was not an issue,
as DOR had six years to conduct the audit, and had not ever
m ssed a deadli ne. He explained that, in 2007, taxpayers had
agreed to extend the statute of limtations for the production
tax audits of filings. He offered his belief that |ow
assessnments were good, as it signified a better understandi ng of
the tax system and better voluntary conpliance by taxpayers.
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5:33: 07 PM

MR. FONDER expl ai ned slide 9, "Inpedinents of ACES/ PPT Audits,"”
directing attention to the fornmula and the necessary data to
arrive at the tax due under the economc |limt factor (ELF)
t axati on. He ascertained that the gross value at the point of
production (GYPP) was a result of taxable volume nultiplied by
t axabl e val ue. He noted that the taxable value was defined as
the destination value after subtracting the marine tanker cost,
pipeline tariffs, and quality bank adjustnents. The resulting
GVPP was nultiplied by the ELF rate, which was |ess than one
this result was nultiplied by the tax rate, which equaled the
mont hly production tax. After the credits were subtracted, and
t he conservation surcharges were added, the result was the total
t ax due.

5:34:11 PM
MR. FONDER commented on slide 10, "lInpedinents of ACES/ PPT
Audits, (continued.)" He noted the anmount of data received

under Al aska's Cear & Equitable Share (ACES), and expl ai ned the
tax calculation fornmula. He explained that the G/PP was again a
result of taxable volunme mnultiplied by taxable value. The
t axabl e value was now defined as the volunme of taxable oil and
gas produced tines the well head value, which was the sales price
mnus the transportation costs and quality bank adjustnents.
From the resulting GVPP, one-twelfth of the total annual |ease
expenditures, the conbined capital expenditure (CAPEX) and
operating expenditure (OPEX), was subtracted and the result was
the nonthly production tax value (PTV). The PTV was used to
calculate the nmonthly progressivity tax when the PTV was greater
than $30 per barrel. The nonthly PTV was then nultiplied by the
base tax rate to equal the base tax. The nonthly progressivity
and the base tax were added to equal the nonthly production tax
due. Credits were subtracted from the nonthly production tax
due, resulting in the annual tax due. The conservation
surcharges were then added to the annual tax due resulting in
the total tax due under the ACES taxation system

5:35:18 PM

MR. FONDER provided slide 11, "Inpedinents of ACES/ PPT Audits,
(continued)" and explained sonme of the data that DOR received
for review during an ACES audit. He stated that |ease
expenditures contai ned much of the information in an ACES audit,
and the expenditures included the Taxpayers Accounting System
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as all taxpayers had accounting systens where the information

necessary to file the tax returns was maintained. These | ease
expenditures also included joint interest billings (JIBs), which
were detailed billings of all nonthly expenditures nade by the

unit operator and sent to each of the working interest owners.
These were also submtted by each owner and reviewed in the
audit process. He noted that each JIB could exceed 300 pages,
dependent on the size of the project.

5:36:47 PM

MR. FONDER addressed slide 12, "Inpedinents of ACES/ PPT Audits,
(conti nued) " decl ari ng t hat there were excl usi ons and
adjustnments to the JIBs, as certain expenditures were not
al l oned as | ease expenditures under state statute. Oten, these
adjustnments to billed expenditures were made according to the
taxpayer's interpretation of the statutes, and, as these did not
al ways include detailed docunentation for the exclusions, the
reconciliation could be a very time consum ng process.

5:37:39 PM

MR. FONDER presented slide 13, "Inpedinents of ACES/ PPT Audits,
(continued),” and discussed the Joint Account Data Exchange
(JADE), which could contain mllions of lines of data for one
unit. He reported that this data was captured and sent

el ectronically by the unit operator to each working interest
owner, and it contained references to source docunents, which
were sonetines used by the taxpayer in support of clained |ease
expendi t ures. He referred to the Authorization for Expenditure
(AFE), sharing that there could be hundreds of these docunents,
also referred to as "Cost Center" projects, during an audit
peri od. He explained that the AFE s provided project
descriptions and helped the auditors determne where to focus
audit resources.

5:38: 38 PM

MR. FONDER indicated slide 14, "lInpedinents of ACES/ PPT Audits,
(continued)," and stated that invoices in support of clained
expenditures, often in excess of one mllion transactions, were

examned to identify whether |ease expenditures were allowable.
He confirnmed that data was received from other state agencies
during the audit process, including plans of developnment and
pl ans of operation, and that this data was al so revi ewed.

5:39:42 PM

BUD COWM TTEE - 9- April 6, 2013



MR. FONDER assessed slide 15, "Inpedinments of ACES/ PPT Audits,

(continued),” and stated that information from other state
agencies was nanually incorporated into the audit work papers
and used by the auditors for cost and project analysis. He

noted that volune data was reported by the Alaska Ol and Gas
Conservation Conm ssion (AOGCC) which would show swings in
production that would assist auditors in identifying conditions
to cause changes in expenditures.

5:40: 20 PM
MR. FONDER declared that slide 16, "Inpedinments of ACES/ PPT
Audits, (continued)" listed the conplexity of this new tax in

2007, and had required training of the auditors, as there was
not any institutional know edge. He pointed to the changes in
the tax laws since the inplenentation of ACES, and pointed out
that the audit staff also had additional projects, which
i ncl uded: desk reviews, credit reports, due diligence reviews,
updates to processes, and support for annual |egislative audits.

MR. FONDER introduced slide 17, "Audit Staff Qualifications and
Experience,” which offered a snapshot of the production tax
audit group: 19 enployees, wth 3 supervisors, 8 auditors
dedicated to production tax audits, 6 auditors dedicated to
credit audits, and 2 tax technicians. He reported that the
average oil and gas production tax audit experience for this
group was 5.5 years for the production group, and 4.25 years for
the credit group, although nmany of the auditors had experience
outside of oil and gas production taxes.

5:43:53 PM

MR. FONDER indicated slide 18, "Audit Staff Qualifications and
Experience (continued),” which |isted the mninmm qualifications
for an oil and gas revenue auditor (OGRA) 1, and included a
bachelor's degree in accounting or finance, or a certified
publ i c accountant certificate.

5:44:26 PM

MR. FONDER noved on to slide 19, "Audit Staff Qualifications and
Experience (continued)" which listed the mnimm qualifications
for an oil and gas revenue auditor (OGRA) 4, and he stated that
there was no substitute for the required experience of at |east
two years professional experience auditing and exam ning data
specific to the oil and gas industry.
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5:45:17 PM

MR. FONDER offered a conparison to the audit group when ELF was
the tax program slide 20, "Audit Staff Qualifications and

Experi ence (continued)." He noted that under ELF there were 9
full time enployees, with 1 supervisor and 6 production tax
auditors, no credit auditors, and 2 tax technicians. He said

that the experience had been for nore than 18 years of oil and
gas production tax audit experience. He reported that, in 2006,
the production tax audit group had nearly 100 percent turnover
due to attrition, retirement, and transfers.

5:46: 12 PM

MR. FONDER said that production tax audit nethodol ogy under ACES
was unique, although it did bear simlarities to the audit
net hodol ogies that were utilized in other tax types, slide 21,
"Audit Met hodol ogy." He explained the process: first, the
auditors determned if producers and explorers had conplied with
the nmonthly and annual reporting requirenents for the tax year;

second, they would ensure that all the necessary nonthly
i nstal |l ment paynents were tinely; third, they would verify that
each taxpayer liability was properly calculated; fourth, they

woul d confirm that docunmentation existed to support clains nade
on the tax return; and, finally, they would issue audit
assessments well within the statute of Ilimtations and in
accordance wth the statutes and regul ati ons.

5:47:12 PM

MR. FONDER introduced slide 22, "Status of Audits," and stated
that the Tax Division was finalizing the audits for the 2007 oi

and gas production tax returns. He pointed out that these
returns had initially been filed on March 31, 2008, and that
there had been nunmerous anended returns. He assessed the

conplexity as only half of that tax year had been under ACES.
He expressed anticipation for the conpletion of the 2007 audits
by late sumer or early fall, 2013, which was well wthin the
statute of limtations, and he reported that the staff had begun
work on the 2008 and 2009 tax years for those taxpayers whose
2007 audits were conplete. He conveyed that, going forward, the
Tax Division would conbine two tax years in one audit for
certai n taxpayers.

5:48:22 PM
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MR. FONDER concluded the PowerPoint with slide 23, "Summary,"
and declared that, as ACES was a unique and conplex tax type
that consisted of both taxes and credits, the auditors were
split into groups to audit the tax and the credits. He reported
that the Tax Division was in the process of inplementing an
integrated system as everything was currently reviewed
manual | y. He disclosed that the Tax Division routinely
conducted in-house training and workshops to keep up-to-date on
the changes to the tax code. He inforned the committee that the
Tax Division continued to refine its audit policies and
procedur es.

5:49:49 PM

REPRESENTATI VE HERRON asked if the March 31 true up was on tine,
as referenced on slide 3.

5:50: 02 PM

MR. FONDER replied that it was on tine.

REPRESENTATI VE HERRON asked if the six years currently allowed
for an audit to a tax return, slide 4, should be reconsi dered or
r enewed.

5:50:31 PM

MR. TANGEMAN replied that, although the six year tinme franme was
confortable, a new revenue nmanagenent system and nore staff
experience woul d speed up the process.

5:50: 53 PM

REPRESENTATI VE HERRON asked if the statutory requirenent shoul d
be reconsi dered and possi bly | ower ed.

MR. TANGEMAN suggested that it be reviewed sonetine in the
future.

5:51:12 PM
REPRESENTATI VE JOSEPHSON, referencing slides 21 and 22, opined
that, currently, the entire six years for an audit assessnent

wer e bei ng used.

MR. FONDER replied that the 2007 tax audits would be finished
nore than six nonths prior to the six year deadline, in contrast
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to conpletion of the audit assessnments during the ELF tax
system which often took |onger than the statute of limtations.

5:52:40 PM

MR. TANGEMAN expl ai ned that the state nove froma gross tax to a
net tax was "a huge change in the way you do business.” He
offered his belief that it was inpressive to have conpleted the
audits within the six year deadline, as the processes had all
been manual; he stated that the new revenue managenent system
woul d nmeke the process nmuch quicker. He said the process would
al wvays take at |east a year.

5:54: 00 PM

REPRESENTATI VE JOSEPHSON, reflecting on the litigation, dispute,
and conplicated hearings during ELF, opined that the ELF returns
were not necessarily the easy route.

5:54: 28 PM
MR FONDER deferred to M. Lenni e Dees.
5:55: 04 PM

REPRESENTATI VE  JOSEPHSON asked about the litigation and
adm nistrative hearings for ELF during the time period from 1987
through the md-1990s, offering his belief that it was not a
"perfect streanlined auditing process."

LENNI E DEES, Audit Master, Production Audit G oup, Tax Division,
Department of Revenue (DOR), offered his belief that there was
di sagreenent surrounding specific issues for tariff rates and
the calculation of ELF. He said that ACES was much nore conpl ex
t han ELF. He conpared that ACES stacked a net tax conponent on
the ELF system and, with its many noving parts, added to the
conplexity for the issues which could be contested during an
audi t.

5:57:09 PM

REPRESENTATI VE JOSEPHSON asked if M. Fonder was confortable
wi th the nunber of staff necessary to do the job.

MR. FONDNER offered his belief that nore staff positions were
proposed in the governor's budget for FY14.
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MR. TANGEMAN el aborated that an additional audit nmaster, an oi
and gas auditor, and five part-tine positions for revenue and
capi tal budget were in the budget request.

MR. TANGEMAN, in response to Chair Fairclough, said that they
were not yet funded equally on both sides, so that it could be
an issue for the conference commttee to discuss.

5:59:17 PM

SENATOR BI SHOP, expressing his understanding for the difficulty
of maintaining staff, pointed out that funding for auditors had
been increased and asked if this would work to keep the staff
| onger.

MR. FONDER expressed his hope for staff |ongevity, noting that
staff did leave for different reasons. He noted that "state
government is often the training grounds for private industry."

MR. TANGEMAN added that the division was now fully staffed for
the first time in quite a while.

6:01: 27 PM

REPRESENTATI VE HAWKER declared that the state auditor, while
conducting the Statewide Single Audit, had identified that,
since FY08, the internal accounting and audit controls over
production taxes in DOR had been identified for significant
defi ci enci es. He allowed that turnover "is wusually a huge
i ndicator of l|arger system c problens.” He directed attention
to recommendation #5 of the Statewide Single Audit for 2013,
which reflected DOR agreenment with the legislative audit report
of a need for inplenentation of controls to inprove auditing oil
and gas severance tax revenues.

MR. TANGEMAN replied that he did concur with that assessnent.

REPRESENTATI VE HAWKER, noting that his interest in auditing
procedures and the DOR were "probably 180 degrees from Senator
French's," declared that he had "personal, serious concerns with
both what it appears to be technical areas of, perhaps, |ess
than appropriate audit procedures.” He cited that the
assessment of related audit files had reveal ed that supervisory
reviews by the audit tax master were not docunented, and the
supervisor review check list was consistently inconplete. He
declared this to be a fundanmental process and procedure for the
foundation of an audit process, and he expressed, "I have great
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concerns. " He asked if the audit team was peer reviewed by
other than the state auditor during the statew de single audit.

MR. FONDER offered his belief that there was not a peer review
by anyone outside of the Legislative Audit Division; however,
this review was conducted annual ly.

REPRESENTATI VE HAWKER recalled hearing absolute assurance in
2007, fromthe director of the Tax Division and the comm ssioner
of DOR at that tinme, that there was not a problem to neet the
obligations for witing regulations and conpleting audits on
schedul e for ACES. He allowed that, although M. Fonder had
"inherited the job,"” the deficiencies had been identified as
ongoing for years and there was still not a peer review He
expressed his concern for the inaccurate responses from DOR
auditors during a recent neeting of the House Resources Standing

Commttee, and for the interpretation, inplenmentation, and
utilization of JIBs in the audit process. He shared his concern
for t he i mpl ement ati on of DOR regul ati ons regar di ng
transportation costs in determning "wellhead net back." He
pointed to a lack of peer review, beyond that of the state
auditor, and the consistent problems in the agency. He

guesti oned whet her a peer review should, indeed, be conduct ed.

MR. TANGEMAN directed attention "to the massive changes that
this state and this departnment undertook starting in 2006 and
2007 when we went froma gross tax to a net tax.”" He noted that
this had been a conplete change for the process, and there were
not any regulations in place and the staff had never worked in
this system He chronicled that, since that tine, nore than 70
regul ations had been inplenented, reports had been submtted
within the statutory w ndow, and inprovenents had been nade. He
guestioned the expectation for corrections wthin a year,
pointing to the "huge strides" perforned during that tine frane.
He noted that this had all been acconplished while using nanua
systens. He stated his acceptance of the recent analysis of
issues listed by the Legislative Audit Division, but he pointed
to the "light at the end of the tunnel"” generated by the
automated revenue managenent system which would alleviate "a
| ot of these issues” with the millions of |ines of data.

REPRESENTATI VE HAVWKER offered his belief that the issue was with
audit procedures, resulting from high turnover and a |ack of
staff experience. He stated "any business that is afraid of an
audit, quite frankly, probably needs to be audited."”

6: 09: 01 PM

BUD COWM TTEE - 15- April 6, 2013



CHAI R FAI RCLOUGH sumrarized that DOR was in the process of
moving forward wth the inplenmentation of new automated
t echnol ogy, although there were still concerns.

Audi t Request

6: 09: 32 PM

CHAI R FAI RCLOUGH announced that the final order of business
woul d be consideration of an audit request by Senator French.
She referenced the February 13, 2013 letter [Included in
menbers' packets] in which Senator French asked for approval of
an audit to the effectiveness for tineliness, |levels of
assessment, and coverage from the audit function of DOR when
conpared to the audit function under the ELF tax structure. She
poi nted out that Senator French had also asked to identify the
i npedi ments to the audit process of returns from ACES and the
petrol eum production tax (PPT), with recomendations for
i nprovenent . Senator French requested an exam nation of the
prof essional qualifications and experience levels of DOR s audit
staff, while determning if the resources were sufficient to
fulfill the audit requirenents. Lastly, Senat or  French
requested an exam nation of the Tax Division' s nethodol ogy for
conducting audits, and a determ nation whether the agency was
following "industry best practices."” She asked that the
commttee nmenbers identify any of these requests which renmain a
concern.

6: 10: 49 PM

SENATOR HOLLI'S FRENCH, Al aska State Legislature, opined that the
Tax Division "looks forward to an audit with the sane degree of
ent husi asm that anyone of us would if we were being audited."
He declared that he did not have any suspicion or aninosity for
the Tax Division, as the enployees in the division were
“literally worth their weight in gold. They perform a hugely
i mportant function, they serve as the nerve center of the
state's resources and revenues... ." He expressed his agreenent
with the assessnment by Representative Hawker that there had been
significant deficiencies in the division for quite some tine.
He offered his belief that inprovenent could be acconplished
with peer reviews and recomendations by the Division of
Legi sl ative Audit. He pointed to an $82 nillion assessnent
adj ustnment as an exanple. He rem nded the commttee that he was
assisted by Kris Curtis, Legislative Auditor, in witing this
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request, in order to target the report for the accuracy of the
process.

6:13:24 PM

SENATOR FRENCH, in response to Representative Hawker, confirned
that he had worked with Ms. Curtis to devel op the objectives for
the proposed audit. He shared that the idea to consult with M.
Curtis had resulted froman earlier Legislative Budget and Audit
Commttee neeting he had attended in which it was reveal ed that
she had hel ped wi th another audit request.

6:14:14 PM

REPRESENTATI VE HERRON commented that it was a good point for the
auditor to review joint interest billings (JIB), as other
| egi sl ators were al so concerned.

6: 14: 59 PM

CHAIR FAIRCLOUGH asked if the Legislative Audit D vision was
currently able to accept this project, and how long it would
take to conpl ete.

KRI STIN CURTIS, Legislative Auditor, Legislative Audit Division,
Al aska State Legislature, explained that, as the Statew de
Single Audit would be assigned to staff in the upcom ng week, it
would be nost efficient to conduct this proposed special
performance audit sinultaneously. She was not sure if she had
the staff available, but would be able to report wthin a week.

CHAI R FAI RCLOUGH asked if the proposed audit could be conpleted
by February, 2014.

M5. CURTIS, in response, stated that it would be possible to
present the proposed performance audit at the beginning of the
next session, if it could be performed sinultaneously with the
Statewi de Single Audit.

CHAI R FAI RCLOUGH asked if the conmttee wanted to approve the
proposed audit request.

6: 16: 58 PM
REPRESENTATI VE HAWKER made a notion to approve the request by

Senator French for the performance audit on the effectiveness of
the Departnent of Revenue's oil and gas production tax audit
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process in accordance with the acconpanying letter outlining the
audit objectives.

CHAI R FAI RCLOUGH obj ect ed.

M5. CURTIS asked for nmnore direction from the commttee to

officially add the request to review joint interest billings
(JI B).

6:17:43 PM

REPRESENTATI VE HAWKER shared that this would be included under a
review of "best audit practices.” He asked that there be a
review of the DOR policies and procedures for the utilization of
joint interest billings 1in accordance wth statute. He

questioned whether the agency was "overstepping its bounds in
its interpretation of their responsibilities under statute."

6: 18: 45 PM

SENATOR FRENCH, in response to Chair Fairclough, expressed his
agreenent that this request by Representative Hawker would be in
addition to his proposed audit request.

6:19: 02 PM

CHAI R FAI RCLOUGH declared that the anendnent by Representative
Hawker would be included with the original proposal. She
removed her objection, and there being no further objection, the
notion, as anended, was adopted.

6:19: 31 PM

ADJ OURNMENT

There being no further Dbusiness before the conmttee, the
Legi sl ative Budget and Audit Committee neeting was adjourned at
6:19 p. m
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