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TONYJCNOWLES, GOVERNGR

O 400 WILLOUGHBY AVENUE
JUNEAU, ALASKA 99801-1796
PHONE:  (907) 465-2400
FAX: 465-3866

0 3601 C STREET, SUITE 1210
ANCHORAGE, ALASKA 99503-5921
PHONE:  (907)269-8431

FAX: (907)269-8918
March 22 2000
e Honorable Pete Kot
IE s”tda'fé'arZ slature
ae aR| ol N% f]&
Juneau, AK SSR0-1192
Dear Representative Kott:
The De arﬁment of Natural Re ources ues Idouse Resources Commw ee hearing on HB 58
AnAc relatin f certain aa tf e a an net profits and ex }oranon
licenses”. The tr nsfer 1o e artme eve ue tot eDe artment Ot Nafural
eso [08S, res on tzorau Its of ol asr%aqand exploratjon fensesan fre IS,
unct|on een d[ fween the tw art ts since ' 1980nased on a Legislative

Auélt fecomMENGaion & sequentﬁege lation

Smce 1980 however, the state has %atere Into ch/aI settlfments and made changes to its tax
reua jons. I addition, certain fields in the Cook Inlet n erﬁ) roduct|o [ax t are
ec toaro atY aresut It 1S owmor beneficia he fat Ponso 2
gﬁ UI'[ funt nintne Partmento Natura Resources. This consolication wi mmate
Iclencles an up||cat|ons n the audit functions.

Te o e g L
you nee

nﬁcs)rtt)aiﬁt th { the state |mPIemenF
additional Information concerning HB 53 please ¢a g E

ih yourconm ftee. |
my office

¢ Caral Carroll
Legislative Liaison

"Davelop, Consent and Enhance Natural Resourcesfor Present and Future Alaskans™

printed on recycled paper t) y CO



Department ofiNaturaI Resources
“An Act relating to certain audits regar%ing oil and gas royalty and net profits...”

HB SBhill WH| tranfer the a11hon audit ro al{y revenues Lrorp the Defartment of Revenue
R e

to the Department of Natural Resources (“DNR nwill create
gmme?ratlve eﬁ ICIencles an p[]ow eD Rwﬂﬁ he tool tosucceg?a]fy purse the state’s

Interests in its relationship with'the oil ingustry.

Background

g/\ost ofstat(e rgz)ove‘rnment petroleum revenuels) come from two So ? L1rces production taxes Iew(ed
D AL A
tzt o emesuet o va‘ue fle netoac vaFue |st% Penceo eapceo

91 onism t|p|e
e 0l or gas at the mar nation minus maring transportation costs A pipeline tari

NR and DOR used to congyct audits, of their res ct|ve evenues independently. In J%the
B gature consclj %ated ausgtm unctions nderl?%Fé T |sfature3 Ftt%enytgatasmp
It author ense because most of the asproﬁucnon that was subject t? oyalty

BX aeEiedo; C DAENS et ves 2 et s DO e e

Smce ]Qmurcumsta s have charFl{ged and it now a]kes Sense no for the audit authority for
rogt OFg be trans erre ck to DNR. The Impact oft ﬁeconomlc imit factor ELFU? means

roduct|on 1S X m from taxes while.royalty payments a st| re uwed
For exam e0| od ers In_the Co etpa o roduc Bs hecause of the EL
hey still must pay; rayalties. The netback calculations requ ea epart entaso ave
ecome more di mlaroertme [0 ct|on taxes are| oe e0| an pro ucer by
statute and requ atlons eac a er cal cu atest e or oWl
identical rules. DNR ca ulajest bach e a3|so ases an oyaty settiément

agreements that ave EVO Ved over time and are gl erent 0r €aC essee

Efficiency

The state will beneﬁt from the speuﬁhzgtmn of a DNR in-house auit staff and by the
elimination of duplication between the departments.

e Specialization. ud|tors within DNR participate in the development of rovalty valuation
n{ethoes Used In the leases and royalt ypsett eﬁa (f and are anﬁJ Par with t?]yé\ ém anJ history
each essee’s Unique requirements.” HB EBW grant DNR better access to dudit

1"Royalty payments" in this context refers to botli royalty payments and net profit share payments. It is the audit of
these revenue streams that are the subject of HB 58.



Informatjon and DNR will be able to more effrcrently quidle audits while they are underway
) rnvesé Igate [Ssues Important to the a ment.

. é’ rcatron NR ¢ rrentIyr estsaro alt drta er DOR has com Ieted the
P téctront rt DOR will § eorr tax audl
ncluges, tax au rt ormatron on en oss er he ition to D a
assr ned to the au rt eD a rnvo te oces asmuch 0ssib

J' stobe ami rarwr w

matr nac uir rn ds 0
ret eaur 1S gon ucted. Y@nent eaudrt rs com eed

gn ? rrectron and overs t

dde ere mus e ts own recor transmrttrn C0 ret
(J DNRcon ucted ItS own au eweraudrts bF %e th re w)ll
nonee for Inter- department reporting. Tepapenrvor ur en Or eac epartmentwr

reduced.

Becayse the ug1ntra| nro erI p rn [es onsrhrlrtres between thed rtmen hasd %d uI ;
ya

over time, aSingle. au dd 10 tyrnaXments IS 1 tre poss
not Cr ateana tion en on etaxpa er. “In Tact, Inno ot erstaearet etaxan [0

aualit UﬂCtIOﬂS are epartments

What does HB 3 do?

The ata provided from these audits are invaluable to DNR when evaluating whether or not its
P Fleving 1 ibagkvate. s the DN

ttlement agree etsar achieving the correct royalty ne
s e uatrong tﬂ sang Sets newqease tern hg/ au%lrts wqf reh th%st 1SSUES need 10
and rather than via

be consicered. [t makes sense that DNR acqurre au rnformatron frrst
summary reports and worksheets provided by DO

TheI ern Sections d5 cle ves the ro a a drt role from D

trans er audrt aut orrlt% 3!\?& vggen thH? rsaturerg ya OR he so'nauchon to

au rt rova ments area a toolbak to conduct auits. The orrgrn
arr strar onrvar H 58 rovrdfs DNR with not onl teachor% onauct

0 at ts hut a opr ides DNR with sore tools it will need to conduct au ItS

5 tro s aso retarn or each department the existing authority to acquire data from the ot er n

order to successtully conauict IS own audits.

Section 1also adds a provision to explicitly provide DNR the author drt ex ratron
Incentive Creaits awarjrjted unrter Ag El&&y 15 remedresanoversrgtYr eorrgr statute

where neither DOR nor DNR had such authority.

dSectron Awere add% er dgs ussrrfns ith industry, Unde currentl ' Infor atron
oecte DOR audit 15 hel con entia Her hreato crrmrna enal
rvu grngp\n ormation nqrven to DNR and consjaered con rientral und I our nt au%rts

not 5o explicit. Sectiort 4imposes the same criminal penalty protection on royalty

2 DOR recognizes the value of specialization and usually assigns the same staffto work on royalty auditor when
possible. However, DOR’s auditors do not work exclusively on DNR royalty audits.



cog(%ugttted by DNR. Section 6provides reciprocal protection when DOR acquires DNR royalty
audit data

Section 4also extends sub ena owers to DNR, When DOR L[%erform%an audit whethéer for
%o uct|on tax orr altg uthor, und r AS 430 subpoena Hooks and [ecoras

06s not e fate’s o r|t on trans ers ex stm SU poena? WeJS Fé
Wit othh|scanete powe o estatetoaudl roya payments will be |m|n|she Asa

practical matter subpoena POWEYS are rarely EXEICISe.

Fiscal Impact

As noted in the Fiscal Note that accompanies HB 58 three staff are transferred from DOR t
DNR at no ad |t|on§1 cost {0 tﬁe state. FWtﬁ m r(?\;e(s ?Fmenues more royg‘ty aud|[t)s can%e

completed in the course ofa year and the backlog of audlts eliminated.

PIFI% EBacnmvesanmrpo ant and 3|P1 egoal. In the rformance of its duties to maximize the
value of the state’s ol and gas roya nues DNR oul conduct Its own audts.



No: 4
Bill Version: hb 58

FiscaL NoTE w publish bate:  3/8/00

STATE OF ALASKA BILI

2000 LEGISLATIVE SESSION

Revision Date:  03-Mar-00 Dept Affected: Natural Resources

Title: An Act relating to certain audits regarding oil BRU: Oil & Gas Development

and gas royalty and net profits and to audits regarding costs... Component:  Oil & Gas Development

Sponsor Rules Committee .

Requestor, (H)RES Component Serial No. #D
Expenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY200L FY2002 FY2003 FY2004 FY2005 FY2006
PERSONAL SERVICES 2309 230.9 230.9 '230.9 230.9 230.9
TRAVEL 29 25 2.5 2.5 2.5
CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 233.4 2334 2334 2334 2334 233.4
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0
CHANGE IN REVENUES (funded.) 0.0 0.0 0.0 0.0 0.0 0.0
FUND SQURCE (Thousands of Dollars)

1002 Fed ral Receipts

1003 GF Match

1004 GF

I e

1105 Perm Fund Receipts ~ 175812 233.4 2334 233.4 233.4 233.4
TOTAL 233.4 233.4 233.4 2334 233.4 233.4
Estimate of any current year (FY00) cost: $ none

POSITIONS

FULL-TIME 3 3 3 3 3 3
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYS|S (Attach a separate page ifnecessary)

Transfer from the Department of Revenue funds for two Revenue Auditor positions and one clerical position. The
Revenue Auditor positions heing transferred are filled and perform royalty audits. The departments agree that
efficiencies will result in the timeliness of audits with the consolidation of this function in DNR. In the past, many of the
tasks required to complete these royalty audits were duplicative of tasks performed in DNR. This fiscal note shows the
transfer of the funds and positions from Dept, of Revenue to the Dept, of Natural Resources.

Prepared by. Ken Boyd. Director.A"*] ~TNT Phone : 269-8800
Division; Oil &Gas s /s A 17 Date: 03-Mar-00
Approved by Commissioner
John Shivel
Agency: Natural Resqdrces
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR 3 LEGISLATIVE OFFICE
hb58.xls For further distribution information call the Governor*s Legislative Office

Pago t ol |
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ilrv r hb 58

FISCAL NOTE E(; | a'[eIQ/a/oo

STATE OF ALASKA
2000 LEGISLATIVE SESSION

Revision Date/Time (Note if correction) March 3,2000-3p.m.  Dept. Affected Revenue

Title Oil & Gas Audits BR Revenue Operations
Component  Tax Division

Sponsor House Rules

Requester ~ House Resources Component No. 115

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY2001 FY2002 FY203 FY 2(1)4 FY2005 FY 2006 |
Personal Services (230% (2309 230% 53 53 2309;
Travel 2 (2 2

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous
TOTAL OPERATING (2334) (2334) (2334) (2334 (2339 (2334)

[CAPITAL EXPENDITURES
ICHANGE IN REVENUES ( )

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

I g @S B B 6

Estimate of any current year (FY2000) cost:

POSITIONS

Full-time 3 -3 -3 -3 -3 3
Part-time

Temporary

ANALYSIS:  (Attach a separata page ifnecessary)

This bill transfers from DOR to DNR the responsibilities and authority for auditing reports and payments
relating to revenue under oil and gas contracts, agreements and leases. This function is performed by
three DOR positions that would be transfered from DOR to DNR.

The DOR positions had been funded with General Fund money but the Legislature in 1999 changed the
funding source starting with the FY 2000 budget to Permanent Fund Receipts.

Prepared by:  Dan Dickinson, Director Phone  269-1033
Division Tax Division Date/Time March 32000
Approved by:  Commissioner Wilson Condon Date 03/03/2000
Agency Department df-ftevenue
FHREP*FELM h— PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR"S LEGISLATIVE OFFICE
QOmuv ftf T t U vvi I p or further distribution Information, call the Governor's Legislative Office

(Hov 10%) Page 1 of 1



M. No: 2
| Version: HB 58

PPEEAR RO TR (H) Publish Date: 1/22/99

STATE OF ALASKA
1999 LEGISLATIVE SESSION

Revision Date/Time (Note if correction) Dept. Affected Revenue

Title Oil & Gas Audits/Incentive Credit 'bru ‘Revenue Operations
Component  Oil &Gas Audit Division

Sponsor Rules

Requester Governor Component Serial No.

Expenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005
Personal Services (230.9) (230.9) (230.9) (230.9) (230.9) (230.9)
Travel (2.5) (2.5) (2.5) (2.5) (2.5) (25)
Contractual

Supplies

Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING (233.4) (233.4) (233.4) (233.4) (233.4) (233.4)

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF (233.4) (233.4) (233.4) (233.4) (233.4) (233.4)
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

T0

(233.4) (233.4) (233.4) (233.4) (233.4) (233.4)

Estimate of any current year (FY99) cost:

POSITIONS

Full-time -3 -3 3
Part-time

Temporary

ANALYSIS:  (Aftacha separate page ifnecessary)

This bill transfers from DOR to DNR the responsibilities and authority for auditing reports and pagments relating to
revenue under oil and gas contracts, agreements and leases. This function is performed by two DOR auditor positions

and one clerk position that would be transfered from DOR to DNR.

Prepared by John F. Pilkinton, Director Phone 907-343-9225
Division 0il & Gas Audit Date/Time Oct. 30.1998
Approved by A A [r]

Commissioner ~ Wilson L. Condon »( Date Oct. 30,1998
Agency Department of Revenue

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office
MMITTEE COPY Page 1 of 1
Oil &Gas Audit Transfer - 10/30/98



No: |

FISCAL NOTE Bill Version: hb 58

STATE OF ALASKA (H) Publish Date: 1/22/99
1999 LEGISLATIVE SESSION
Revision Date: Dept Affected: Natural Resources
Title: An Act relating to certain audits regarding oil BRU: Oil &Gas Development
and gas royalty and net profits and to audils regarding costs... Component:  Oil &Gas Development
Sponsor: House and Senate Rules Committees
Requestor; Governor Component Serial No. #439
Expenditures/Revenues (Thousands of Dollars)
OPERATING EXPENDITURES FY0Q FY01 FY02 FY03 FY04 FY05
PERSONAL SERVICED 230.9 230.9 230.9 230.9 230.9 230.9
TRAVEL 2.5 2.5 2.5 25 2.5
CONTRACTUAL
SUPPLIES
EEUIPME T
s T

SCELLANEOU%
TOTAL OPERATING 2334 233.4 2334 2334 2334 233.4
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0
CHANGE IN REVENUES (fund cock) 0.0 0.0 0.0 0.0 0.0 0.0
FUND SOURCE (Thousands of Dollars)
%88% EteFderal ﬁecelpts
1004 GF 233.4 233.4 233.4 2334 233.4 233.4
1005 GF/Pr ogram Receipts
1037 GF/Mental Health
Other (Specify Type)
TOTAL 2334 233.4 2334 2334 233.4 233.4
Estimate of any current year (FY99) cost: S none
POSITIONS
FULL-TIME 3 3 3 3 3 3
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYSIS: (Attach a separate page if necessary)

Transfer from the Department of Revenue funds for two Revenue Auditor positions and one clerical position. The
Revenue Auditor positions being transferred are filled and perform royalty audits. The departments agree that
efficiencies will result in the timeliness of audits with the consolidation of this function in DNR. In the past, many of the
tasks required to complete these royalty audits were duplicative of tasks performed in DNR. This fiscal note shows the
transfer of the funds and positions from Dept, of Revenue to the Dept, of Natural Resources.

Prepared hy: Ken Boyd, D irec tfI™ A czz - T Phone: 2266%-8?(;3
Division; il & Gas ate: -Oct-
Approved by Commissioner; _GT )/ ,-DC o - 16-
Agency: Natural BESOL"@ES ? il

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR 3 LEGISLATIVE OFFICE
or further distribution information call the Governor®s Legislative Office
‘o/Sdnsno~"Twr “
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*
Sbﬂtﬁgﬁmﬁm
uneau
January 20 199

The Honorable Brian Porter
S;Feaker ofthe HOlIISG
Alaska State Legislature
State Capitol

In the interest of im rovm? efhmen%wjthm ou s\ate ?overnme,nt, well as betweep
gover,nment and inqustry, 'am transmitting this bill to transfer oil an qas royalty audit
unctions from the Depértment of Revenué (DOR) to the Department ot Natiral Resources
gDNR). It makes sense o rﬁgt the auiilt duties in the same gepartment that administers,
nforces, and Is therefore most knowledgeable with, the oil and gas leasing program.

Ironically, the audit functjons used to rest with DNR, but were switched to DOR in 1980
based oggle Islative audit {e it. The recommengation stated ccrst savings would he
achieved oy having one staff of auditors review both tax and royalty compliance Information.

Ince howevgr, the state has entered into ro alr settlements with the major N?rth
Slope &ro LCEIS and fas made chan%es {0 Its fa régulations. As a result. there 3no onger
as much overlap hetween royalty and tax audits. In'addition, separating DNR's duty to
administer and enforce oil and gas contracts, a?reements, andl leases from the gepartment’s
ability to conduct auclts leading to possible enforcement actions, has resulted In
Inefficiencies and other problerns.

The bill specifically authorizes DNR to audit reports and costs relating to exploration
incentive credits and ?|I and gas I|c%nse,s. It also grants DNR audit rPowers &ommensurate 0
those 0f DOR current g Including the right to subgoena information for audit purposes. The
fwo epartments wouldl be allowed to exchange confidential information obtained in the
course of thelr respective audits; a breach of conficentiality by any agency employee would
be a fel my offense.

This bill takes a sensible step in how the slate does business with the il and gas industry.
Sincerely

Tor
Governor

tICS <






