
United States Department of the Interior 
,MINERALS ,MANAGEMENT SERVlCE 

Washlogon, DC 20240 

MAY 1 7 2006 

The Honorable Caroiyn B. Maloney 
House of Representatives 
Washington, D.C. 205 1 5 

Dear Ms. Maloney: 

This letter responds to your April 3,2006, letter (Enclosure 1) regarding questions from 
you and the State and Tribal Royalty Audit Committee (STRAC) about mineraI royalty 
compIiance issues. I am also including other pertinent correspondence as Enclosures 2, 
3, and 4. 

The MMS compliance program, supported by state and tribal partners, is very successful. 
I am proud of our collective achievements, as detailed in a recent summary from Lucy 
Querques Denett, Associate Director for Minerals Revenue Management (Enclosure 5 ) .  
The comp!iance program provides assurance to the American public and to our Indian 
beneficiaries, that we are receiving the proper royaIties ftom Federal and Indian mineral 
leases and that companies are paying and reporting in compliance with the laws, lease 
terms and regulations. 

MMS strives to make optimum use of its compliance resources to ensure it provides 
compliance oversight of the maximum amount of mineral revenues possible. By using 
"compliance reviews" in addition to traditional audits, MMS has been able to expand its 
compliance coverage significantly. Many of STRAC's questions invoIve the use of such 
compliance reviews. 

Compliance reviews appEy a series of tests to the four elements of the "royalty equation" 
(volume, royalty rate, value, and allowances) to determine if royalty payments are within 
a prescribed range on a property basis. Full-scope traditional audits, which are much 
more resource intensive, are also an important part of our compliance strategy. With over 
27,000 producing Federal and Indian mineral leases under our jurisdiction, there are 
simply too many properties to rely on the traditional audit approach alone. 

Compliance reviews have helped MMS cover more revenue dollars and complete 
compliance work more contemporaneously. MMS has established goals under the 
Government Performance and Results Act (GPRA) to complete compliance work within 
3 years of production. Since implementing compliance reviews, MMS has significantly 
increased the an~ount of compliance work completed within this timeframe. For 
example, by the end of fiscal year 2005, MMS completed compliance work on 7 1 percent 
of 2002 mineral revenues. This conlpares to a baseline of only 10% completed within 
3 years when we started the process. 

TAKE PRIDE 
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Due in large part to compliance reviews, MMS is achieving far higher contemporaneous 
compliance coverage for offshore federal leases tban for onshore. MMS is encouraging 
the state delegations to utilize compliance reviews to help increase onshore compliance 
coverage as we1 I .  

The MMS has not abandoned audits nor reduced the rigor of its o v d l  compliance 
program. In fact, by including compliance reviews, strategicaIIy integrated with audits, 
we believe the overall compliance program is much stronger. The MMS encourages 
states and hi bes to use a combination of approaches on a risk-sensitive basis to obtain the 
broadest possihIe coverage while providing more in-depth audit coverage for certain 
properties, companies, w issues, based on their judgment. 

Your first comment involved the authority of states and tribes to perform compliance 
reviews. The law and existing regulations are clearly broad enough to include alternative 
approaches to compliance. The Federal Oil and Gas Royalty Management Act of 1982 
(FOGRMA) provides for the delegation of "inspections, audits, and investigations." The 
Federal Oil and Gas Roydty Simplification and Fairness Act of 1996 (FOGRSFA) went 
Further by authorizing the delegation of "automated verifications." The MMS 
implemented regulations following RSFA that referred to automated activities that were 
in effect at that time. Since then, those automated processes have been overtaken by new 
approaches as MMS ~onsolidated multiple processes into what is known as "end-to-end 
compliance reviews." The FOGRSFA regulations clearly cover all the essential elements 
of compliance reviews. 

Some STRAC members have indeed been skeptical about compliance reviews and have 
periodidly requested MMS to justify their use. Others have been quite supportive of 
cornpIiance reviews. We have worked cPosely with states and tribes during the 
development and implementation of compliance reviews, consulting with them many 
times and including state and tribal representatives in our pilot teams that developed the 
new process. 

Following are our responses to your specific queries: 

Dollm Collected - Following are the collections since FY 2001 attributable to 
compliance reviews and those attributable to audits': 

1 M M S  does not maintain the necessary data to provide requested breakouts for 8(g) and Tribal vs. Allortee 
leases. 



The Honorable Carolyn B, Maloney 3 

MMS - Fedsral OnMW 549.472 M,M 136.847 S1W.W fll4,gOB W7J527 
MMS - Indim ~ 1 . 8 8 2 . ~ 7  8 $870,777 3280.W $1 08.805 f2.213.84g U,147,=7 
MMS - WEds & 080(tmmal $3.202 So $0 Xr $142,976 It&,181 
MMS - DnshM. $13,362,830 $1 7 .a40.293 $1 7.074,138 E3.7B1.492 $53.587,4m 1105,458.1 61 
Slat- end Tribes 51.285.559 $1,571,235 $7,5M1,$B5 KU33,07?,2M XB.836.815 $52,251,727 

Total St6.604,Ml $19,323,101 525,472,609 $37.1 18,154 564846.057 f l63.411.363 

COMPLIANCE RnnM 
MMS - Fadersl On- %?,726,181 30 XI 1145.M3) 7302.135 SS.SSZW3 
MMS - lndran S3.750,712 52,083,732 11,286,708 $1 ,s4a,~37 $14,727 sg,n*,w7 
MMS - SDlld6 & S1,92a.935 57,551,319 W SO X, %9,Jsl.284 
MMS - Gffshor% f32.728.898 $2.&8,154 1,328,359 f5,180,373 $102,801,992 $lTZ.WS T78 
Statw md Tribes f 7 W . W  $51 0.81 2 $207,885 5401,127 528,649,598 $29,97P.M18 

Total f62.333.792 $ IZ .S~I .&C~ $11.332.733 a.4e7.824 $1 31 .ase.*51 tzzs.ssa un 

GRAND TOTAL PB.937,833 Sfl,O?4PJO UddOS,S42 SU,U.971 f?96,781,5G3 W.DWl.6lf 

Cost Benefit of Comeliance Reviews - The MMS conducted an mdysis of compliance 
reviews for presentation at the May 5,2006, STRAC meeting. These results show that 
for every dollar spent an compliance teviews over the past 3 years, MMS has collected 
$3.27. For every dolIar spent an audits. MMS has collected $2.06. The MMS does not 
believe, however, that the amount of additional collections is the sole or even the primary 
knefi t of compliance. Jdedly, collections will actually decline over time as greater 
company compliance is achieved. The increased revenue coverage provided by using 
compliance reviews increases the likelihood that underpayments wi 1 I be detected and 
increases the incentive for companies to report and pay correctly. 

Random Audits - The term "tandorn audit" is used to describe multiple types of audit 
activities: 

Random selection is tiequently used by MMS and its state and tribal parhers to select 
companies, properties, and sample months, (as provided for in standard audit 
procedures). 

The MMS has begun performing "random audits" to validate the results of 
compliance reviews and, if possible, improve the compliance tools or benchmarks 
used in reviewing the properties. These m d o m  audits are typically performed a year 
after the compliance review i s  complete. During FY 2002, MMS initiated 13 such 
random audits-l Indian, 9 offshore, and 3 onshore. The MMS has 49 more such 
random audits underway or planned for FY 2006-2007, including 1 Indian, 
15 onshore, and 33 offshoreL. 

Additional random audits are performed periodically as resources are available. For 
example in FY 2003, IS Federal onshore properties were selected for audit randomly 
from those states without delegated compliance and audit authority. 

Audit Referrals - The MMS has always considered the opportunity for audit referrals to 
be one of the expected benefits of compliance reviews. Dwing a compliance review, a 

MMS does not maintain the necessary data to provide requested breakouts for 8(g) and Tribal vs. Allottee 
leases. 
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skilled analyst or auditor may determine that hrther investigation would be fruitful and 
will refer a matter for audit. To date, MMS has not made extensive use of this approach 
primarily due to the fact that compliance resources have been fully occupied with 
planned audits and compliance reviews. 

Results of audit referrals and random audits - While we remain committed to the 
strategies, MMS has not yet made full use of random audits and refesrals as means to 
improve our compliance process. As we continue to adapt and refine our processes, we 
expect to make greater use of these approaches in the future. 

Numbers of orders issued - The MMS maintains data on audits and compliance reviews 
conducted and on collections but does not maiotain statistics on the numbers or amounts 
of orders issued. The MMS successfuIly resolves many royalty payment issues identified 
during audits without the use of  orders. Often when h4MS identifies a problem, 
companies vo1untariEy make corrections to all properties m d  timefrmes. An order is 
only utilized when a company is unwiIIing to correct the reporting and payment issues 
during the informal process. Frequently, during audits, we determine that no additional 
royalties are due. While it is important to collect additional revenues through 
enforcement actions, M M S  believes it i s  as important, if not more important, to obtain 
compliance with the laws, regulations, and lease terns as soon as possible. Ideally, this 
occurs without prompting from MMS at the time the company initially reports and pays. 

- Following are the total costs for compliance activities 
from FY 2001 through FY 2005: 

MMS Audit and Compliance 23.9 24.8 25.7 24.5 25.5 
State and Tribal Coopetatiye Audit 8.2 8.3 8.5 8.3 9.1 
Total Compliance Fund inp: 32.1 33.1 34.2 32.8 34.6 

The MMS recently analyzed its FY 2000 and FY 2005 costs to determine the relative 
proportions of cosfs at&butable to audits and to compliance reviews. The statistics 
below reflect how MMS has shifted part of its resources from audits to compliance 
reviews: 

Cost Percent Cost Percent 
Audit $21.5million 62% $12.1million 35% 
Compliance Review $1 1.9 million 34% $2 1.7 million 63% 
Other $ 1.3 million 4% . . $0.8 million 2% 

TOTAL $33*7 &n 100% $34.6dllion 1 00% 

The MMS does not record costs based on all of the categories requested. For example, 
costs related to "random or referral audits, quality reviews, training, preparation of 
congressional reports and strategic plans" would be part of our normal mission work and 
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would not be separately categorized and tracked. To the extent the data were available, 
we have provided the costs related to the categories you requested: 

Contractor Costs - Obligations for MRM's major contractors and consultants: 

$Milliaos 

FY 2001 FY2002 FY 2003 FY 2004 IT 2005 
AMSOC* 9.3 2.9 0.0 0.0 0.0 
Accenture* 16.0 20.4 18.5 17.5 18.0 
lNOVI S (electronic commerce) 0.4 0.2 0.3 0.4 0.3 
Lukens (RIK assessment and 
consultat ion) 0.3 0. I 0.4 
OMS (records management) 0.3 0.4 0.4 0.4 0.4 

*Costs include full outsourcing of MRM system activities for financial system, RTK 
system, compliance system, and data warehouse. Includes system design and 
devef opment, operations/supporr, and data center opaat ions. 

SES Promotions and Bonuses - There is no cost associated with SES promotions per se, 
although the pay scale is typically modestly higher than a GS- 15, depending on years of 
service and other factors. Following are the numbers of SES members on hoard with 
MMS as of the end of each year and the total bonuses paid: 

Senior Executives On 
Year Board at Year End Total SES Bonuses 
200 1 10 $26,3 69 
2002 11 3 1,200 
2003 13 42,800 
2004 13 -0- 
2005 F 5 77,115 

Labor hours to conduct compliance reviews - For FY 2005, MMS averaged 142 labor 
hours per review. This total includes detailed documentation, supervisory reviews, and 
other controls required by MMS's Compliance Review Mmual. 

In summary, I wouId like to emphasize that MMS's use of compliance reviews, in 
concert with audits, utilizes best practices and maximizes he compliance coverage per 
tax dollar. Relying on audits aIone would severely restrict the n w k r  of properties that 
could be reviewed. During FY 2007. we plan to engage the states and tribes more 
directly in helping MRM achieve these goals by cascading similar goals into the 
delegation contracts. We plan to work cooperatively with each state and tribe to 
customize these goals and to collaborate on the appropriate w e  of compliance reviews in 
their compliance programs. 
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As requested, we are also providing our response to the states and tribes participating in 
the delegated and cooperative compliance program. 

If I can be of further assistance, please do not hesitate to call me at (202) 208-3500 or call 
Ms. Lyn Herdt, Chief, MMS, Office of Congressional AfEiirs, at (202) 208-3502. An 
identical letter is being sent to each signer of your letter. 

Sincerely, 

'R. M. 4 6 ~ ~ h n n i ~  ~urton 
Director 

cc: State and Tribe Managers andor Revenue Departments 
Governors and Tribal Chairpersons 



April 3,2006 

The Honorable Johnnie Burton 
Director 
Minerals Management Service 
1 849 C Street, NW 
Washington, D.C. 20240 

Dear Director Burton, 

We are Writing to foIlow up on a February 2,2006, letter sent by the State and Tribal 
Royalty Audit Committee ( S W C )  to the Minerats Management Service (MMS) requesting 
information about MMS's compliance review program. We share STRAG." concerns about the 
auditing and compliance review processes for the states and Native American tribes. 

According to the letter, at a recent State and Tribal Royalty Audit Committee 
(STRAC)/MMS meeting in Salt Lake City, STRAC was infomed that as part of the individual 
jurisdictions' contracts with the Department of Interior, they must request authority to conduct 
compliance reviews. Under their current contracts, these jurisdictions have been delegated the 
authority to conduct audits, not compliance reviews, of leases within their respective borders. 
According to STRAC, no statute or regulation exists under which its jurisdictions can request the 
authority to conduct compliance reviews. 

Although STRAC has requested that MMS provide it with data a h u t  the quality and 
efficiency of compliance reviews, it has been waiting for this information for more than two 
years. STRAC contends that this information is vital to its ability to advise its juris$icbions about 
the value of conducting compliance reviews. Therefore, we reiterate its request for the following 
information: 

a The total dollars collected since 200 1 as a direct result of the compliance review process, 
broken down in terms of offshore, 8(g3, onshore, Tribal and Allotee leases. This should 
exclude collections since 200 1 attributable 20 the previous audit program and, 
particularly, audits conducted by States and Tribes; 

The costlbenefit of conducting compliance reviews; 

a The number of random audits conducted under the compliance review process, broken 
down in terms of offshore, 8(g), onshore, Tribal and Allotee leases; 

a The number of audit referrals conducted under the compliance review process, broken 
down in terms of offshore, 8(g), onshore, Tribal and Allotee teases; 

The number of random or referral audits that reveded M e r  underpayments of royalties, 
the type of violations involved and the effort made by MMS to compile the type of 



violations into its compliance review process; 

The number of orders issued by MMS as a direct result of the compliance review process, 
broken down in t m s  sf offshore, 8(g), onshore, Tribal and AlIotee leases. This should 
exclude orders issued since 2001 attributable to the previous audit program and, 
particdarly, orders issued as a result of audits conducted by States and Tribes; 

e A breakdown of MMS's appropriated or offline dollars since 2001 allocated to 
compliance reviews, random or referral audits, Accenhm, other private consultanl or 
entities (such as Inovis); quality reviews, W n g  preparation of congressional reports and 
strategic plans, SES promotions, and bonuses; and 

Average labor hours needed to perform a compliance review. 

We respectfully request that you disseminate this information to us and to STRAC as 
soon as possible. 

Thank you for yow assistance in this matter. 

Sincerely, 

Member of Congress V Member of Con~ress 

lUk GEORGE M LLER 
Member of Congress Member of Congress 

RAHM E M U E L  
Member of Congress 
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Former Choir, Ex j.$cio: 
Joe Vine* 

Lucy Qumques Denert 
-4ssociate Drector 
Minerals Alanagment Sen i ce  
X1zshnstvn, DC 20240 

Dear Ms. Denetr: 

On behalf of tbe State and Tribal Royalfy .4ud1t Committee (STRAC), we are writing to 
request information on the M n d s  Managemerit Sefice's (hCMS's) "compiimce 
review" program. 

At the: recent SIXACIMMS rneering m Salt Lake City, S m C  was told that its 
inhvidual jurisdjctions would be ''rrequired to  req~est" authority to conduct compIimce 
reviews as part oftheir contracts with Interior. Currently, o w  jurisdictions' conkacts 
delegate authority to conduct "audits'bof leases within their respective borders; a 
compliance review is not m audit. 

There is no statute or regulation under which our jurisdictions can request the authority to 
conduct compliance reviews, despite Lle facr the MMSk program has heen in place since 
2001, MMS oEcials and staff at the meeting were in hopeless disagreement regarding 
the authority for delegation of the compliance review fmction. Mr. Syk.ma disagreed 
with Ihe Contracting Office and M M S  manage:-s. States and T b e s  cannot be paid for 
work that c m o t  be delegated under the law, whic3 was also achowledged by MMS. 

Far well over two yexs, S m 4 C  h s  askcd \.mlS to pro>ide it with statistics and other 
data regarding the q u a l i ~  and efficiency of coapliance re~ie\vs to no avail. STRAC 
needs this information so that it can a d ~ l s c  ~ t s  J urrsdictions, on whether coaducting 
compliance reviews is wosthu-hile. As you b o w ,  IMUS used to publish statistics on the 
re-lrcnue c~lrecrions attributable ro ~ t s  separate approaches, eg., exceptions processing. 
MMS ceased these publications in 203 1 ,  the year the compliance review process was 
imtiatd. Ax the Salt Lake meeting, MlvfS did make a presentahon kvalving a few 
anecdotal compliance reviews, qproxirnatcly f ~ u r ,  but these raised more questions than 
fiey answered. 



hlr. L c y  puerquc4 h c : t  2,22006 

.4ccordin~ly, we must rcncw o w  requcst %r. the information that we have repeatedly told 
MMS is nFcessary. This includes: 

711e t a ~ d  dollz~s collecred sirce 7001 as a direct resull of the mqlianse 
rcvicw process, brok~11 donmn in ;ems of offsbare, 8{g), onshore, Tribal 
md Allotee leases. 3 . i ~  should exctl~de collections since 2001 
~ b u t a b E e  to the previous audit program and, particularly, audits 
cunducled by Sra'tes md TriScs; 

a Tbe costbenefit of ~w~duct ing  compliance reviews; 

= The number of rxndom zudrts conducted under the compliance review 
process, broken down m terms of dfsbore, S(g), onshore, Tribal and 
Allottee leas-s; 

The nutn5t.r of audit referrals c<~tlcluci~d under the compliance r e ~ ~ i e w  
process, b ro~en  dm\ 1: in lenlls of 3ff530rs. 8(5), C U S ~ O ~ ~ ,  Ttibd a d  
PJlotee leases: - The number of random or referral audits tkas revealed fust6er 
underpaptents ofroyalties, the type of violations involved and the effort 
made by m4S to compile the q p c  of violatiorrs into its compliance 
review process; 

I T h e  number of orders issued by MMS LU a drrect result of the compliance 
review process, broken down in terms of offshore, 8(g), o ~ h o r t ,  Tribal 
and Wotee leases. T'his shodd  excll~de orders issued since 2001 
attribuhble to the previaus audit program and, particularly, orders issued 
as a result of audits conducted by States and Tribes: and 

a A breakdown of MMS's appropriated or offliae do11srs since 2001 
allocated to complimce reviews, random or referral andits, Amture, 
otllwprivate consultants or cntirics (such as hcrvis); quality reviews, 
miring, prepaation of conpessio~zl repom and strategic plans, SES 
promotions, and bonuses. 

-4verage labor hours needed to pmiom a compliance review. 

As ybu h o w ,  many STRPlC jurisdictions question th- merit of c o m p h c e  =el-iews. For 
example, some think that these reviews arc little Inore than p&al data cnky verification 
eflons M l a r  to exceptions pmmssing In fazl, so7.e dclcgatiwrs harrc f o n d  that 
w~t.out an effective exception vaif4carion proccss since the re-engineering efforts, there 
are mmy more reporting erron. O h a s  think the 3aws in MMS's new automated 
compliance system, which you recently referrcd 10 a "ovcr re-engineering", hzs lead to 
s ~ o u s  deficiencies in cowlimce reviews. 01he.r-s think that compliance reviews arc 

simply a means 50 squeeze States and Tnbes out o i thc  p r o m  Simi:arly, somc 0 t h ~ ~ ~  
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- uitb a substantial number of so-calrd "st;zi.legci' properties - fear that rcquir;ng them 
to canduct compLance reviews w-ill risk their ab~l i ty  to create more dollars far theis 
jurisdictions, which wdl threaten 5 e r  p r o - m  evaluations. 

In a s ' s  recmi ' ' S h ~ e g c  Business PIannrn~ Ini tiativc", thc agency pledged t o  improve 
its c o o p d o n  with Sm~aros and Tnbes. Ye:, thesc jurisdictions remain without 1?1e data 
necessaq to d a n c e  coopaation between *ern and M3S. STRPlC jurisdictions need 
thc above if34343 *mly dtsues the? i<j suppon ihc agency's goals. 

STRAC would appreciate receitmg the ~ ~ f ~ r m a ~ l a n  requcszed as soon as possible and no 
later than h e  next scheduled STR4C MMS meeting in New Mexico. 

Thank yo% in advance, for your cooperation 

S T M C  Chair 
State and Trjbal Royalty Audit Committee 



STATE and TNEA~, ROYALTY AUDIT COMMITTEE 
Starc of Alaska Blackrcct Nation * Srare of Catlfonua r Statc of Colorado * Forl Peck T~ibcs 

JicarjHa Apachc Trik Statc of  Loals~ana * State of Moniana Navajo Nataon State of New Mcxico 
Sralc ofNonh Dakota Statc of Oklahoma * Shoshone & Arapaho Tr~bcs * Sourhcm Ute Ind~an  Tribe Starc ofTcxas 

Stae of Utah Utc Indian Tribc Ute Mwntain Ute Tribe * Statc of Wyoming 

Lisa Docktcr. Chair (970) 563-5559 
Dcnnis Roller. I S I  Vrce Choir (70 [ ) 250-4GS2 

Fort~rer Cliarr. FA Oflcio: 
Joe Vintz 

February 2 1,2006 

The Honorable Richard W. Pombo 
Chairman, Conmi  tree on Resources 
House of Represenratives 
Washington, D.C. 205 15 

Dcar Mr. Chairman: 

This letter is to clarify points addressed by Ms. Johnnie Burton, Director of the U S .  
Department of Interior's Minerals Management Service (MMS), in her letter to you dated 
January 24, 200G. The Director's letter was an attempt to addr~ss issues raised in an 
article published in the Ncw Yowk Times on Jalzuary 24,2006, under the title As Profits 
Soar, Companies Pay U.S. Less for Gas Rights. 

The State arid Tribal Ro-wlty Audit Committee (STRAC) is an organization comprised o f  
eleven (1 1 ) states and nine (9) Indian tribes that, under agreements with the Secretary, 
audit leases within their respective jurisdictions te ensure proper payment of royalties 
from oil, gas and solid mineral companies. The agreements are authorized under 
Sections 202 and 205 of the Federal Oil and Gas Royalty Management Act (FOGRMA), 
as amended by the Federal Oil and Gas Royalty Simplification and Fairness Act of 1 946 
{FOGRSFA). STRAC has provided accountabiIity for the money owed to their 
jurisdictions in a cost efficient manner. STRAC also has considerabIe knowledge 
regarding MMS 's computer sy stcms, its prior audit programs and its current "compliance 
review" ini tiativc. For that reason, most STRAC members would like to provide you 
with the following infornlation. 

1. The article q ttestioncd the MMS's audiling practices. In order to cover a larger 
percentage of the royalties paid, MMS has geared its conrpliance efforts away fmln 
conducting audits in rtccordance with Government Auditing Standards (GAS) to 
completing compliance reviews. A compliance review is an analysis designed to 
determine the reasonableness of company-reported royalty and production data on 
properties. They do not involve independent verification of the accuracy of the reported 
information. In other words, compliance reviews do not involve getting underneath the 

Enclosure 3 
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reportcd information to look at company books, rccords (e.g., invoices, run tickets) to 
confim~ whether the company reported correctIy on any of its reports. 

2. A co~npliance review incorporates steps that, under normal circumstances, should 
hc cornpletd through automated verification. MMShnew computer system was to 
provide tools for automated verification for production volumes and royalty rate. The 
computer system originally delivered docs not have automated veri flcation capabilities. 
As a result, since November 2001 the compliance reviews have been performed 
manually, using data downloaded and manually inprit into Excel. We understand that the 
MMS is currently developing at1 online cornpliance module with the tools being made 
available to the delegations d u r i ~ ~ g  the summer of 2007. Very little coordination has 
occurrcd between the StatesJTribes and the MMS on this module and i t  is unclear how 
effective the tools will be based upon questionable MMS data and limitations of sharing 
data across [and ownerships. Wc would recornmer~d that the lMMS initiate an 
Independent Validation and Verification (IVV) contract 10 ensure that the module will 
work. 

3. As initially designed in the new computer system, with the input of States and 
Tribes, the "company profiles" - part of the "'automated" compliance system - would 
have included data from SEC reports. SEC reports can be of value to a compliance 
process. A1 though there was other evidence of oil unden~aluation, SEC reports helped 
expose that companies were actually receiving NYMEX prices for production and 
sometimes NYMEX plus boi~tlses. MMS in fact relied on this information in its 
evaluation of the flaws in the oil rules. 

4. Several STRAC delegations have received in writing from the MMS that they are 
to do cornpliancc reviews and reduce the number of audits because MMS has "shi fled a 
large portion of its audit resources to cornpliance review work". In fact, in January 2006, 
MMS informed STRAC that its jurisdictions would be "required to request" the 
compliance review function in our future contracts. In the request format provided by 
MMS, the compliance review is referred to as automated verification. Jurisdictions were 
to request this additional function with no additional firnding. lfna additional funding is 
provided, part of the audit function will have to be sacrificed. This is on top of some 
STRAC organizatio~ls already losing some audit positions due to MMS reallocating 
funds. 

5. En order for STRAC organizations to determine the eficiency and effectiveness of 
compliance reviews, STRAC on numerous occasions has requested that MMS provide 
statistics. MMS still has not provided STRAC with information regarding how much i t  
has collected as a direct result of the compliance review program, hours per review, and 
the codbenefit analysis (see attached). MMS used to publish separate statistics on the 
collections attributable to its varlous collection systems, e.g, audit, exceptions processing, 
financjal compliance, eic. MMS stopped publishing these statistics in 200 1, the year it 
obtained a new computer system and started compliance reviews. 



Richard W. Pombo 

6. The 2005 "peer review", referred to in Ms. Burton's letter did not include an audit 
or opinion on the validity of the conlplfance review process. It did not review the 
economy or efficiency of tlie compliance review process. It only covered audits. 

7.  Although MMS made some improvements in the federal oil ~tgulations by 
adopting NYM EXlWTI prices, the current Administration has not applied these changes 
to Indian leases, despite repeated public promises that this was a "priority" because of the 
Trust obligation. A new mle for Indian leases has been stalled for 5 years. 

STRAC jurisdictions aggressively strive fo fulfill their fiduciary responsibilities. If used 
properly, compliance reviews can be an effective supplement to out primary 
responsibility to complele GAS audits on properties selected hy States and Tribes based 
an their independent audit judgment and experience. Given lirnitcd resources compliance 
reviews can be used as an efficient way to (leterrnine if "second ticf' properlies as 
determined by Stares and Tribes are in reasonable compliance or if they should be 
selected for a GAS audit. STRAC sti t 1 needs to ensure their various jurisdictions they are 
recciving the highest value permitted by the regulations for nattrral resources. This 
cannot be accomplished by forsaking GAS audits for compliance reviews. STRAC needs 
additional funding in order to ensure their fiduciary responsibility to their various 
jurisdictior~s and the America~~ people can be fulfilled. Your consideration of our request 
will be greatly appreciated. 

If you have any questions, please contact us. STMC's next meeting is currently 
scheduled far May 2-4,2006 in Albuquerque, New Mexico. We welcome the attendance 
of you or your staff. 

Sincere! y, 

Lisa Dsckter 
Southcrn Ute lndian Tribe 
S T M C  Chair 



United Srates Department of the Inmior 
MlYEFLrlLS M.kL4ZEMENT SERVICE 

v = h i n g a n ,  DC 20240 

Ms. Lisa Docker 
STKAC Ch& 
S:a:e and Tribai Rayal? .\tiCi: C7;nrnitt-t 
Soxlqern Ut? Tsi'n- 
F.Q. Box. 727 

Iglacio, Colorado 8 1 1 19 

MAR 1 5 2006 

Dear Ms. Dochtr: 

-+, 

! ~ C L  l?ttzr rtspnnds t o  !;ox Fzbmay 2;  7i)OG. lener (Enc~~osme I )  sent on behalf of the 
1 I states and 7 t;-:bes u,ho pd ic ipa te  in rbe Srx? and TriM Royalty _Audit Conunieee . . {,SiK'lCj l-c711:- ];':.LC: coiltinu?.; iii: >:i$<%1:19 ;:a:;qg~~z ~ 1 1 ~  Xljnr~ais Mmagtrucn: Szt i  ice 
t 3:.)\<5 i !>:.s !lad *,\'][]I sTK!i( 3ljLj 1:s ;-,1;::-.32!. 5 01 :,: :!-:? ;:L;: cL*\\ ! - ~ C ~ I . ~ ~ I I Z  - ~ j ~ r  
~ ~ n ~ ; > l i m c e  :CI-L:I$, (CR.1 c ~ ~ : ~ e p t .  

Tbe Mb1S comphance progam,  supponed by ~ t s  stete and tribal p w e r s ,  is very 
successhl and contrnues ;a make Impro\.ements. I m yerql proud of  our coll tctive 
achevements, detailed in a recznt s u m a r y  h a t  I sent to the Assistant Secse tq  for Land 
 XI^ Minerals Management (Enclose-e 2). 

The MMS uses CR's to increase complimce coverage, shorten the com2liance cycle, and 
improve ef5c;mcy. STEL4C has been inrrol~cd in every stage o f  the development of the 
CR zipproach, including the reengineemg model teams in the late 1990s, numerous 
'onefin~s, m d  the development of ths complianc,e review manual. Given .t5,is interaction, 
w e  were s t r~nsed  that some of yoiu rnsnbers ~vauld  m~scharacterize CR as "IiEIe more 
thm pa;.tial da:a enrry ~~enficaxicl~z.': JVe would be plcascd to provide adhdonal 
demonstrations and training to any state or tribal delegation interested in gabmg a better 
understanding of C b .  

Some of the key advantages M 3 t S  has seen -i-mgh the use of csmplimce x ~ i t w s  (CR) 
are: 

Using automated anzlysis, CRs a x  less costly thin zadrtional audits, which rely 03 

manual review o f  sourcc documents. - CRs have hel?d hO4S and its p m c r s  signjficmtly expand ceveragc and complete 
cxnpliance work more contemporaeously 

* Previously audited pro?erties can receivc conz;,nuing, cost-effecnue complfance 
coverage uskg CRs. 

* CRS can idea~ifv systemic probiems and com~mtng;-level issues for referral t o  audrt, 
G3.s have resulted in zdditiond colIecti0n.s of  tens of milLions of dollars since 
FY 2001 from unpaid 2nd unde~paid royal~es.  

Enclosure 4 



Ms. Lisa DocPrta 2 

30 doubl you would a g e e  t b ~ t  c~L l~c t i \ i ~ l ?  we simply have too many Federal and hdiar: lezses 
-,o rely on the trahtional audrt approach alonp,. O d y  a select few staIes or tribes have suEficient 
resowces to use audits d o ~ c  for aU the properties ir: their jurisdictioris Toerefore, other 
approaches u e  going to be secessa;?.. .As you hno~v. 1434s has not abandoned audits nor 
reduced ';hr rgor  of ~ t s  eve,-all ro;nzI:ence ?rosatn. In faci, by including CRs, sxattgcal ly 
integrated u;i:'n audns, we be11;~~r f :e o\,?rall complimcc progan  is much stronger. 

U'e stronzly encourage yau wd the other delega:~ons to be,r11 plamixg bow you will 
incorpor2te these concepts 10 improve con~pPlancs coverage in your jurisdiction. I want 
to personaFy thank those delegarions that are being proac:lve about incorporaring CRs in 
their o.c7eraLl strategies. Compliance coverage will he incorporated as a per f~mancc  
expcc.tation in f i ~~m.e  S T M C  delegation contrac,t s. 

The ll34S dues nGt a z e ?  n!:h assccjon i h ~ t  srnres trihcs izmDt be delegated 
ih t :iu:l~~ri:> to perforn~ cKs. . ~ . l : i ~ s u ~ ! ~  J:XIS i j j  1112 :urs-en t l'cy.la~ions ref?:' :/J 1 390's 

. . 
? r o c 2 s 5 t 5  iItG' s been cl\.z.-r:s:.:+~ 7: :IC?!: ;i-lclul~i:ls>. rhr : C ~ U ~ ~ ~ I X I S  cl?nrl!. c ~ - t t  21: 

 he esscntlal eienents of Clis 'A-2 d o  not b e l i r ~ e  :be currenr re-dations bar hn45 and 
i t s  partners from "worlang smarter" within the intent of the underlyin statures-the 
Federal 011 and Gas Royalp Mma~emenr ,4c2 and the Fedad Oil a d  Gas Royalty 
Simplificahon and Fahess  ,Act. 

Regadng  your question concemag collection statistics, 5434S is now able to begin 
p u b l i s h g  stat~stics again. S h c e  2001, when MMS implemented its new core systems, 
_ W S  has not published comprehensive slat istics on dollar collections fiom audits, CRs, 
bills. settlements, etc. Tlus w a s  because slFstern resources were needed fox b&er priority 
proj ccrs. We have now complsted implementation of the Compliance Idornation 
h4anagement (CW) system and resol~ed most of the b a c k j ~ g ~ .  Preliminaq resdts show 
rhet adcht~on~t collections £ram compliance actiiitics (aud~ts, CRs, se'rtlenlents, and 
pmj~cts)  tofaled ~h\*er 5300 mlllien d u n n g  Sssd ycars 2001 -2005. At rhe May 2006 
meeting, MMS plans to present zhese statistics along with add~tional information thar will 
address the  points in your lener. 

Systems access is an importmt pa3 of operating an effictivt complimce pso,m. The 
compliance managers and I are committed to providing states and hibes the full sllite of tools and 
features that are needed to perform CRs in fie most efficient manner possible. As you h o w ,  
access to the centraIized s y s t e n  by states m d  t ihes  bas becn complicated by security 
requirements-building special walls to ensL--e Ithe co~dent ia l i ly  of each states' 'md tribes' 
royalty ddeh. We are enhancing nhe cenbalized system to s t r e d i n e  the process and make ~t 
accessible for all compliance staff, jcclud~ng slates and mbes. Ths  project should be completed 
by approximately mid-2007. Pn the in:e~m, alternative tools zre mailable to you sbzf are quite 
sztisfactory for conducting CRs and b a ~ z  b e ~ n  used successfully for years by our Onshort and 
Indim Compliance and ,ksset Manag em en1 (C-rLW organizations. 



Ms. Lisa D o c k i ~ :  3 

Mr. Sykora will bc smdmg a sepanne lettei io you and the other S R 4 . C  rnercbers 
reyuesmg ccrtam uzfomatic7~ regarding your com?liance covzrage, audit quaiit~. peer 
revews, and audit progress. 35. Sykora will repTesent h54S at tbe hlray session. A= and 
t;sc orher C.444 managers and s : ~ f  u z  locllmg fo rn7xd  lo a productivs session. 

L U C ) . , $ C ~ ~ U ~  6enbt 
.4ssoclaic ~ u e c k '  

Mlucrals Revenue 3lan;l.ymect 

i c  . STRAC Mmagvs 
Sbte and Tribe Managers and'or Revernle Departments 

State of -4laska 
Bob Snyder 
Division of Oil 8r Gas 
Suite SO0 
5 50 M'est 7* -4venue 

Sta~c  of Cahfomia 
he. Ciu-is Prasad 
State Controllers Of ike  
P 0. Box 932550 
Sx~amento, California 94250-5874 

Stale of Colorado 
hlr Jxnes Meyers 
Colorado Dqar tment  of  Reventle 
hfk1eral~4uht Sectjon 400 South Colorado Bollle~xrd 
Suite 400 
Derver. Colorado 50246 

State of Louisiana 
Mr. Scott m l i m  
Depammt of Nztural Resources 
Div~sion of Mineral hcorne 
P.O. Box 2827 
3xto~. Rouge, Louislma 7Q32 1 -1827 



State ~f Montana 
MI. Van Charlton 
Montana Department of Revenue 
Compliance Valuation 6t Resolution 
Sam W. Mitchell B1dg.P.O. Box 58l!j 
ReJena, Montana 59604-5805 

State of Vv'yomins 
Mr. Steve Dilsaver 
Wyoming Department of .%udlt 
Minerals Audit Division 
Merschler Buildmg 
Third FIoor East 
Cheyenne, Wyoming 53002 

Stat? oi'5ea. hlesico 
2 i ~ .  \-sldzan Se7 eI,son 
Taxanon and Revenue Department 
Oil gL GLS Audit Scction 
1200 South Ss. Francis Dnve 
Santa Fe, New Mexico 87502 

State of North Dakota 
Mr. Dennis Roller 
North Dakota Slate ,4uditor Office 
Royalty Audit Sectlon 
P 0. Box 3009 
Bismarck, North Dakota 58502-3009 

Srate of Oklahoma 
hh.  Mark Hudson 
Oklahoma State Aultor and Inspector 
hhera l s  Managment Division 
f. 0. Box 70000 1 
OWahoma City, Oklahoma 73 107-0000 1 

State of Texas 
Mr. William Husta 
Texas General Land Office 
Stephen F. Austin Building 
1700 Yorth Congess Aveuue 
Austin, Texas 78?7 1 



Slat? of Grzh 
Ms. h g e  L~se Goxs 
0 d  & Gas -4nditimg 
Utah State Tax Cclmmiss!~: 
21 0 Yofb 1950 West 
S ~ I  Lake City, Litah 811 3&-2"ClC1 

41s. Stacy 2ron~n 
Blackfeet Satioa 
Oil I;: G x  -4u& Departmznt 
P.O. Box 2929 
Browning, Montanz 592 1, 

Mr. Pew Shkley 
The Nal'aj0 Yation 
Minerals Auht Pro-erz 
Window Rock Blvd., 
P O . S o x  1910 
Window Rock, , b z o n a  86515 

Ms. Heidi Badaracco, Bictins 
Manager 14ineraIs Compliance 
Shosnone St Arap~Flo Tribes 
P 0. BOX 820 
Fort F.J7ashalue, \J7yo;rung 225 14 

MS. Karen hde r son  
Southern Ute Ln&m Tribe 
Energy Accounting Dirrlsicln 
P.O. Box 1500 
Ignacio, Colorado 8 1 1 ;? 

hlr. Cansle Cuch, :\:tag 
Ute Indan Tribe 
Royalty Mmagement Au&t 
P. 0 Box 70 
Fort Duchesne, Urab 84076 



Mr. Todd Dmse 
Gtc Mowtar? L t c  TriSe 
Tn'cal Finance - 51MS +-~-";rs 
P, 0. Box 69 
Towaoc, Colorado E 1334-:I115$ 

Michael Men~er  
Commissioner's Office 
Division of Oil and Gas 
559 W. 7~ A~raue ,  Ste ~ < , ? C I  
.bcharage, Alaska 99501-3'01 

Stel e West]?; 
Ca1:farma Stale Controller. -4udir Ui\.lsl;~n 
3!14 Capi t~I  Yiall. 51h F!i\or 
&;.:~:KI:~ILc. Calrf;lr?~ia u?: 14 

Ji. lhcbael Cookc 
Colorado Department of Revenue 
Executive. Director's Ofice 
13-5 Shemao St., Room IC9 
Denver, Colorado SO26 1 

Betty S, EWI~V.  Plud.~t Disecior 
Department of Xamal R ~ S O E ~ C ~  
Office of Mineral Resources 
6 1 7 N. Thrd Street, 8th Floor 
Baton Rouge, Louisiana 70802-328 

.J cff -4. McCahan 
Oklahoma State Auditor and Lnspec:zr 
1300 N. Lincoh Boule~~ard 
Slate Capitol, Roam 100 
Oklahoma City, Oklahoma 73 ; 05 

Craig SaadS..q 
Direaor of Audil 
Utah Stale Tax C~~?11ss ion  
310 Nor& 1950 West 
Salt Lake C~F,  U:ai~ 84124 



Michael Geese!? 
Dreetor, Wyomins D ~ a m e n t  of ,4udit 
flcscMer Buildieg. Tm-d Flc~or Ezst 
122 West 2 5 ~  Street 
Cheyenne, M 7 y 0 ~ g  82002 

.qkh;htx Zamm, 
Director 
ML.-erds Department 
P. O. Boa 1910 
Window Rock . e ~ z o n a  XS5 1 5 

I ~ a n  Posev 
Ckainlan for Shoshanc 
Rjch?.rd Branuen 
c113::?:23;1 for P ~ a p h o  
P [I 501 $>I;> 

- 1 - 1  Fa17 Y~-;l>\ ixi<;~.  - L ~ , ' ~ J T ~ ~ : L ~  >-:, 

Clement 3 Fros: 
?Crib4 Council Chaimm 
Sourhcm Ute Lnhm Tribe 
1 16 Capote Drive 
P.Q. Box 735 
Ignacio, Colorado F: 1 1 3 7 

Roland McCook, Jr. 
Business Committee Chairman 
Ute hd ian  Tribe 
P . 0  Box 190 
Fort Ducbes~e, l-tah $4026 

HxcId Cuthair 
\rice Chaiman 
Ue ACo~ntain Ute Trrbe 
P.O. Box 23s 
Tot3 aoc, Colorado 5 1334-0248 

Par-ck Thomas 
Chairman 
Blackfeet Yation Tribal Busiless Council 
P.O. 8 o x  2929 
Browning. 34on:ma 5 94 1 7 



Lev] Pesara 
Presiden~ 
Xicadla -4pache Vari on 
P.0 3 o x  507 
DuIze, Yew Mexico SY2S-0507 

9x1 Bucks 
Director 
Montana Depat?meni af Re\ enue 
P 0. Box -564:rj 
Helena, Montma 59504-5SG5 

3o:m Keel 
State h~d:~tli 
Ttatc of  Texas State 4ud1tors Office 
P 0 . 3 3 ~  11067 

- - , -  
.\U~T~::. T c ~ : i 5  , h 1 :-2, ,)t~- 

3a i1d  F--, LI ws3n 
Deputy Director of Audit 
Audit &- Compliance Division, Oil .k Gas Bureau 
State of New hIexico Taxat~on AL R e ~ e n u e  Department 
1200 S. 51. Francis Dnve 
P.0. Box 5373 
S,mta Fe, New Mexico 875505-403L 

Robert Peterson 
State Au&tos 
State of North Dakota State ,4uditor 
500 East Boule~~ard, De?t 11 ' 
Bismarck, S o r h  Dakota 5251Yhj-9060 



United States Department of the Interior 
MINERALS LWNAGEMENT SERVICE 

Washington, DC 20240 

FEB - 7 2096 

Memorandum 

To: Director, Minerals Management Service 

From: Associate Director, Minerals Revenue 
Minerat s Management Service 

Subject: Achievements in the Minerals Revenue Management Audit and Compliance 
p r o m  

A recent New York Times ardicle raised issues regarding the Minerals Management Smice's 
WMS) performance in conducting audits and compljance reviews of mined  royalty payments. 
Because that article did not acknowledge our work of the past few years, I am raking this 
oppurtunity to s m h  for you recent achievements in our audit and compliance program. 

Let me first say that we maintain a strong and comprehensive audit program smnghened by the 
combined efforts of professional, hard-working auditors and other professionals in MMS and 
State and Tribal governments. S i n c e  1982, the combined eflorts of these auditors have resulted 
in the collection of more than $2.6 billion in additional royalties. Following are examples of our 
more significant accomplishments in the last four to five years: 

During the past five years, our audit and compIiance progmm was responsible fnr 
ensuring that royalty payments were in compliance with lease terms, statutes, and 
regulations for reported royalties totaling $36.8 biIlion. Of the $36.8 billion, $5.9 billion 
was disbursed to the states. There was a 42 pxcent increase in disbmemanrs to States 
from FY 2001 ($12 billion) to FY 2005 ($1.7 billion}. 

* Over the pm four years (FY 2082 to FY 20051, MMS and State and Tribal auditors have 
completed 1,2 14 audits. That compares to 784 audits completed for tbe prior four-year 
period (FY 1998 - FY 200 I $. I 

* Ln November 2005, an independent certified public accounting dim issued a clean audit 
opinion of MMS's audit program with no material weaknesses, and no reportable 
conditions. In its opinion, the accounting firm stated: 

"In our opinion, the system of quality control for the Federal Audit Function of 
MMS in effcct for the 2-year period ending December 3 1,2004, has been 

TAKE PRIDE 
IYAMFAICA 

Enclosure 5 



designed to meet the requirements of rhe quality contsol standards established 
by the Comptroller General of the United States for a Federal Government 
audit organization and was complied with during the 2-year period ending 
December 3 1,2004, to provide M S  with m~onaMe assurance of conforming 
with applicable auditing standards, policies, and procedures." I 

We implemented new aggressive compliance gods aimed at shortening the compliance 
cycle. This means that we are completing our cumpEiance work wi 3 years after the 
royalty payment is made. That compares to a previous compliance c cle of six years or 
more. Under this shortened cycle, we increased the percentage of rev T ues bebg 
reviewed andor audited from 10 percent in FY 2003 to 71 percent in FY 2005. InFY 
2006, our goal is to review and/or audit 72 percent of all 2003 F d e d  and Indian roydty 
payments. To meet that goal, we will be working jointIy with ow State and Tribal audit 
partners. I 
We modified our compliance strategy to include not only audits, but also compliance 
reviews. This strategy is the result of a multi-year initiative that we started in 1996 to 
shorten the compliance cycle. With the active involvement of State and TriM auditors, 
as well as advice m i v e d  from Noway, Cmada and indusby, we usd opemtional pilots 
to model a new strategy for providing greater coverage of Federal and Mian mineral 
revenues at less cost. This led to our decision to augment our audits with compliance 
reviews of soyaly payments. I 
We developed and implemented new reengineered compliance tools to support our 
compliance sfrategy. TSlese tools can be eflatively used by MMS, SBte, and Tribal 
auditors to determjne if all aspects of a royalty payment including volume, valuation, 
royalty rate, and allowances are within acceptable parameters. We arc working to 
enhance these tools to maximize their capabilities and meet mandated security 
requirements. I 

* We collaborate with 1 I States and 7 Tribes through delegated and cooperative audit 
agreements as authorized by the Federal Oil and Gas Royalty Management Act of 1982, 
as amended in 1996. The audit agreements with the States and Tribes are a crucial part of 
our overaIl compliance strategy and we value the pmerships we have with the Stare and 
Tribal auditors. Total funding for the State and Tribal audit progams for the last five 
years has been over $42 million; over $30 million for State agreernenB and $12 for Tribal 
agreements. We will k rnaintaIning the same ovadl fuading level far the Stare and 
Tribal p r o m s  in FY 2007 that was in effect in 'EY 2006. We will continue to make 
sure that the dollars allocated to the various State audit prograrns are jhified by the 
number of leases and royalty revenues at risk. I 

WeareoperatingaRoyalty-in-Kjnd~)programinwhicbwearetakinginkindand 
directly selling 80 percent of royalty crude oil and 30 percent of royalty natural gas f b m  
the Gulf of Mexico. This effort has generated an addit iod $18 miIli a h the United ? States Treasury in FY 2004 and an additional $29 million in FY 2005, The NK p r o m  
has simplified and lightened our audit and compliance workPoad because we da not have 



to audit or review the valuation. The market price is received directly by the Government 
through a competitive sale, The only audit work required focuses on production 
volumes. This can now be done in 180 days instead of the three y& it takes when the 
lessee pays royalties in cash. Therefore, the RTK Program has substmtiauy decreased the 
number of properties requiring audits. 

* We continue to maintain a professional, welI-trained compliance staff. The efficiencies 
created by our current compliance strategy and by the RLK program have allowed us to 
reduce our overall compliance staffmg level from 435 in FY 2001 to 385 in FY 2005. 
However, the number of MMS and State and Tribal auditors has remxined ~latively 
stable (165 MMS auditors in FY 200 1 and 152 in FY 2005; 98 State and Tribal auditors 
in FY 200 f and 96 in FY 2005). I 

We implemented dl of the recommendations from the March 2003 Ofice of Inspector 
General Report and initiated and completed a 39 item Action Plan for Improved Audit 
Wty. Some of the more significant action items completed includd 1 )  issuing policies, 
procedures, and checklists for properly documenting audits, 2) developing standard 
templates for audit enforcement documents and reports, 3) providing &nhg to MMS 
and State and Tribal auditors on current audit standards, policies, and procedures, 4) 
reviewing audit case files to ensure compliance with audit standards, 5 )  implementing a 
centralized system to monitor, track, and document required Contindg Professional 
Education for all auditors and compliance staff, and 6 )  developing a new audit case 
tracking system to monitor and track audits in process. I 

I 

We updated our Audit Manual containing the procedures and processes necessary that 
MMS and State and Tribal auditors must follow to ensure that our audits meet all of the 
requirements of the Generally Accepted Government Auditing Standards. 

We developed detailed procedures and documentation standards for conducting 
compliance reviews using our Audit Manual as our model. Our experience bas shown 
that compliance reviews are an effective and eficient way to target o audit resources 
towards areas with the greatest risk. T 

* We establish& an lnternd Wty Review Team within the Office of b e  Deputy 
Associate Director to conduct internal audits of d1 of our audit offices: including the 
States and Tribes to ensure that aw audits are meeting the requirements of the Genedly 
Accepted Government Auditing Standards. The MMS staff assigned to perform Internal 
Quality Control Reviews (IQCK's) collectively possess the necessary professional 
credentials for this task. The IQCR Coordinator has a BS Degree in F h c e ;  over ten 
years experience in various MMS ofices and private sector accounting/audithg 
positions; and is a Certified internal Auditor (CIA). Additionally, the Alternative 
Management Review Coordinator has a BS Degree in Accounting; over ten yem 
experience in MMS and other accountinglauditing positions; and is a bcensed C d  fied 
Public Accountant (CFA). I 



We implemented several regulatory refoms aimed at clarifying ow dies, ensuring 
receipt of fair market vaIue and increased royalties: 

I 

P Indian gas valuation regulatjons issued effective January 2000 added au 
alternative valuation methodology do ensure Indian lessors op 'ze their natuml 
pas royalty revenues. We estimated an annual increase of $2. miEIion in hdian 
natural gas royal ties from h i s  rule. 

r 
I 

h August 2004, we issued new valuatjon regulations for Fedefal cmde oil 
production that require value to be based on transparent, well-established New 
York Mercantile Exchange (NYhEX) future prices in cases wlhtre oil is not sold 
at arm's-length. We estimated an increase of $5.3 to $8 mill+ in additional 
annual royalties from this rule. I 

> In June 2005, we updated our Federal gas vaIuation regulations to comply with 
recent judicial decisions and provide certainty regarding allowble transportation 
deductions. We estimated an annual increase of $2.3 million ip natural gas 
myalties hrn this rule. I 

P We will be issuing proposed regululations for valuing oil produF h m  Indian 
leases. I 

While we have made substantial progress in implementing regulatory reforms, we continue to 
evaluate the effectiveness of our regulations. We have asked the Royalty Polby Codnee ,  a 
Federal Advisory Committee Act group chartered by the Secretary, to evaluate ways to improve 
the existing Federal gas valua?ion regulations. Their recommendations are expected this fall. Fn 
the years to come, we will accelerate efforts to tmck and report on our wllections from audits 
and compliance reviews. We will continue to work tirelessly to maintain improve the level 
of quality of dl of our programs. 

If you need any additional information regarding the MMS compliance and 4 d i t  program, 
please do not besitate to let me know. I 


