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This bill reestablishes the Oil and Gas royalty audit function in the DN R  by transfering this 
function and personnel from D O R  to DNR. It provides for information exchange between DOR 
and DN R  ; ensures consistency in audits and imposes uniform confidentially requirements.

The Prob lem

Previously, similar procedures for calculating DNR royalty payments and DO R  tax payments 
were conducive to a consolidated audit frinction at DOR. Over time, Royalty and tax audit 
calculations have become dissimilar. For example, the economic limit factor (E LF ) exempts 
certain fields from production taxes while these same fields must continue to pay royalty.
Further, production taxes are imposed uniformly via statute and regulations while royalty values 
are now often based on leases and settlement agreements which vary by lease and lessee.

Finally, DN R  uses royalty audit results for royalty calculations. Differing D O R  and DN R  audit 
priorities lead to delays in D N R  receipt o f information necessary to DNR application o f  royalty 
payments.

T h e  S o lu t io n

Combine royalty audit and royalty functions at DNR to enhance the productivity o f  s ta ff and 
improve the timeliness o f royalty audits. Address industry concern by requiring the same level o f 
confidentiality for DNR auditors as applies to DOR auditors. Further, remedy an oversight in the 
o il and gas exploration incentive statute by adding the ability to audit this program.

Thru this bill the state w ill be able to complete audits in a timely manner and maximize the value 
o f  its oil and gas royalty revenues. Industry will not be negatively impacted by this bill.
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