= Hein Royalty Audit Service Line Leader
= COPAS National Board Member

= >15 Years Oil & Gas Industry Experience

= Upstream
= Non-operator
= Operator

= Midstream
= Downstream
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About Heln



= Full service firm
= Audit
= Tax
= Advisory

= Expertise and knowledge
= Personalized attention
= Recognized industry leaders

“ZHEIN



= Customized solutions
= Top 20 firm - SEC clients
= “Best of the Best” by Inside Public Accounting



= Offices In:
= Denver
= Dallas
= Houston -
Orange County

-

http://www.glo.texas.gov/wslca/



http://www.glo.texas.gov/wslca/

Hein’s Current Partnership

HEIN provides ATLAS solution to Colorado
= Hein was NetSuite’s original systems
Integrator partner
= 5-Star Partner

= Exclusive

= Recognized the cloud migration
movement early and positioned the firm
to capitalize by partnering with the best
solution providers for our clients

AX

ATLAS

Colorado State Land Board




The Hein Advantage

= We are well positioned to help:
= Accounting expertise
= Best practices
= Ongoing support
Operational industry knowledge
Process reengineering
Technology
Thought leadership

ATLAS

Colorado State Land Board

AX




Pig Stuck in a Pipe

http://www.starpig.com/Piggy Primer.html



http://www.starpig.com/Piggy_Primer.html

Tackling State Oll & Gas Royalty
Reporting Challenges




What we plan to cover today

= Roles & responsibilities — state royalties
= COPAS as a resource
= WSLCA member highlights




What we plan to cover today

= Recommendations
= Best practices
= Proposed solutions
= Moving forward

= Thought leadership
= The solution
= Conclusion




Roles & Responsiblilities

Roles & Responsibilities
State & Operator



Roles & Responsiblilities
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Roles & Responsibilities

State Land Board Concerns

- Royalty proceeds
- Institutional funding

- "One of the great responsibilities that I have is to
manage my assets wisely, so that they create value."

Alice Walton



Roles & Responsibilities

Elements of Royalty Reporting to the State

1.) Revenue - the most essential element of royalty
- state leases with operators
- oil and gas production
- oil and gas markets




Roles & Responsibilities

2.) Compliance - reliability of information reported to the state in
compliance with the lease arrangement.
- operator's ability to provide reports on a timely basis in
compliance with the state leasehold requirements.

JANE FIELDER - 2
CONSULTING /)
0433 293913/ /"



Roles & Responsibilities




Roles & Responsiblilities
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Roles & Responsiblilities

Operator

- The company responsible for reporting to
the state on royalties for state leased
operations - the lessee.
-Concerned with

* State lease holdings

* Oil & Gas reserves

* Shareholder value
-"Unless someone like you cares a whole awful

lot, nothing is going to get better. It's not"
Dr. Seuss



Roles & Responsiblilities

lements of Compliance
by the Operator

- Interpret state leasehold requirements based on available
information.

* Accumulate data

* Interpret data
* Report data

* Issue royalty payment




Roles & Responsiblilities
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Roles & Responsiblilities

"Administration

O




Roles & Responsiblilities

Collection

...based on reported production
and values by the lessee




Roles & Responsiblilities

Monitor

...timeliness of royalty reporting
and receipts, accuracy of
compliance, effectiveness of
collections.



Roles & Responsiblilities

...through desk audits,
royalty audits, issue letters,
education, express notices




COPAS as a resource

THE source of business and accounting solutions for the energy industry.

©

Couned of Pnun'n:uml Accountants Scoates

COPAS as aresource
WWW.Copas.org

COPAS Energy Education

2016 Class Calendar



COPAS as a resource

= Recent courses developed with educational focus
= Intro to Oil & Gas Exploration, Production, Upstream Operations
= Principles of Joint Interest Accounting: Boot Camp
= Principles of Revenue Accounting: Boot Camp

COPAS Energy Education

2016 Class Calendar



COPAS as a resource

= Recent courses developed with educational focus
= Petroleum Geology & Geosciences: The Basics
= Understanding Oil and Gas Royalties
= Understanding the Landman

COPAS Energy Education

2016 Class Calendar



COPAS as a resource

= Recent courses developed with educational focus
= Revenue Oil and Gas Marketing & Sales
= Ethics for the Petroleum Industry
= Joint Interest Audits

COPAS Energy Education

2016 Class Calendar



COPAS as a resource

= Recent courses developed with educational focus
= Gas Balancing
= Gas Plant Accounting
= OIll and Gas Federal Tax

COPAS Energy Education

2016 Class Calendar



COPAS as a resource

= Recent courses developed with educational focus
= Audit Fundamentals

= Midstream
= Angie.Knipe@COPAS.org

COPAS Energy Education

2016 Class Calendar



WSLCA Member Highlights

Land Board — Royalty Collection
research on links to WSLCA Member sites



WSLCA Member Highlights

= Texas GLO provides
= Resources
= EXxplanations
= Technology




WSLCA Member Highlights

= Texas takes the lead
= Visibility
= Audits
= Knowledge sharing




IEJ WSLCA Member Highlights

= New Mexico State Land Office
= Lessee Trainings
= Resources
= Technology




IEJ WSLCA Member Highlights

= New Mexico takes the lead
= Visibility
= Audits
= Remitter guidance




Recommendations

Recommendations to state land boards
- “
i




Recommendations

= Where are the following?
= Training materials
= Audit protocol
= Schedules
= WSLCA reference




Recommendations

= Non-compliance issues highlighted
= Pricing/valuation
= Non-Sale dispositions
= Deduction allowances




Recommendations

= Non-compliance issues highlighted
= Comingling
= Use Technology
= Tracking of lessee reporter
= Training and download — resources
= |nformation flow




Recommendations

= Suggestions to improve State royalty compliance
= Webinars
= One reporting tool
= Share common issues on WSLCA web-site

i priad ) =) proper
fie y et




Recommendations

Hein’s Royalty Thought Leadership




Hein’s Royalty Thought

Leadership

= Compliance Concerns with Royalty Valuation
= Dry vs. wet gas
= Comingling of products
= Post production cost deducts
= Lack of intuitive system integration




Hein’s Royalty Thought

Leadership

= What Hein is Seeing
= Affiliate issues
= Price deviations
= Reduced royalty payments




Hein’s Royalty Thought

Leadership

= What Hein is Seeing
= Personnel competency concerns
= Accounting policy problems
= Production inaccuracies




Best Practices for Land Boards




Best Practices for Land Boards

= Employ lean processes
= Leverage appropriate technology
= Eliminate manual entry




State Land Board’s Needs

= Educate for compliance
" |ncrease revenue

= Decrease expense \\ T / /




Best Practices for State Land Boards

= Interface existing systems
= Automate with controls Hence b
= Employ workflows '23‘&




Hein provided the Solution to Colorado

m ATLAS
- Colorado State Land Board



What Most Land Boards Look Like

Royalty
Management

REHOO!
Y STORE

Web Portal

by PowerStearing Software

Lease

Accounting Asset Management


http://www.fishbowlinventory.com/
http://www.fishbowlinventory.com/

One System for Running the Agency

Customers

Royalty t %

Director

SALESLOGIX |

i irig | SINGLE DATA
_ \IIRedPralnel/ MERCE | e | CR! |
| S | salesforce.com
Inspectors \ . Asset
Manager

FINANCIAL & ROYALTY

d - -\
" W gursei?etssp‘.!glil‘:?ons MANAG M E Nm

o NetSuite

Accounting 1 Marketing

ATLAS

Colorado State Land Board

Vendors




The Solution

= Public Access
= Application Management
= Lease Management




The Solution

= Royalty Management
= Asset Management
= Accounting Management

A
[




The Solution

:

Monthly w
69 Production Lines Flagged for Audit
= m .! e 1 | Pending Audits
Monthly Total Royalty § Variance 3 Audit Recovery Pending Receipt
ks
i Revenue by Royalty ltem
M
= Lt "R
(7,) e 8 ey,
= .Y
— . - ’ Revenue by Royalty Product
Jan 15 Feb 't Mias 15 Apr 15 My 15 uh 15 Jul"15 ug 18 Fep 15 C 3 L ] Dec 15 i 18
Key Performance Indicators c =-
Audit Recovery Amount
€ Audit Recovery Amount ~* Previous Months This FYear vs. Three Menths Ago 5 u 1BB.0%
Total Royalty § Variance Last Fiscal Quarter vs. Previous FQurs This Frear 0 o
’
S’s redacted
B Advance Minimu... _ Clay Mineral R...

Coal Royalty B Construction M...

Crushed Rock R... . Disposal Well ...
Gas Royalty Gravel Royalty...
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The Solution

= Reporting

= GIS Integration

= Document Management Integration
= State Accounting System Integration
= EnergyNet Integration




Conclusion



Conclusion

= Utilize state of the art technology to:
= Drive lean processes
= Automate manual tasks

= Maximize revenue through marketing available
iInventory




Conclusion

= Utilize state of the art technology to:
= Collect all amounts due
= Enhance analytic capabilities
= Reduce expenses




Conclusion

= Utilize state of the art technology to:
= Improve cash flow
= Push processes to customers
= Create self-service infrastructure

CreativeAlys.com




Moving Forward

= Questions?
= Comments?




Contact Information

Deanna Duell-Smed, Managing Consultant
dduellsmed@heincpa.com

Direct Line

(303) 294-7785
Company Number
(303) 298-9600

0000
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https://www.facebook.com/heincpa
https://www.facebook.com/heincpa
https://www.linkedin.com/company/hein-&-associates
https://www.linkedin.com/company/hein-&-associates
https://twitter.com/heincpa
https://twitter.com/heincpa
https://www.youtube.com/user/HeinAndAssociates
https://www.youtube.com/user/HeinAndAssociates
mailto:dduellsmed@heincpa.com
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