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MINERALS MANAGEMENT SERVICE
Washington, D.C. 20240
JAN 20
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Subject: 1998 Planned Audit of MMS's Qil Royalty-in-Kind Program

As we discussed during our meeting on January 14, 1998, [ am concemed about the Office of

Inenmrtar anerals (O 1 0OR nlannad andit Af tha AMinsals MMonasamant Qarriosts AT Nl
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Royalty-in-Kind Program. The overall objective as stated in the plan, is io determins whether
MMS hat affactively administered itx (il Royalty-in-Kind mogram and, mfﬁmllv in
determine, among uthu:r things, whether the m} roynlty tak:n in Idnd hu bccn pruperly valued

and billad

Int=rnally, over a vear ago, we identified several concerns with the existing RIK program and
have been researching them and working toward resolutions. In fact, this has been discussed
publicly at séveral recent State and Tribal Royalty Audit Committee (STRAC) meetings, since
many of the contracts involve onshore producing leases. Some of the Denver QIG staff
sometimes attend these meetings and probably have heard some of our and the States' concemns
discussed. In fact, a study was just completed and reported on by a team comprised of several

MMS and STRAC employees.

The primary problems we have identified in the RIK program involve underdelivered volumes
and bow to determine and assess proper values to the RIK volumes sold to small refiners. The
MMS accounting systems were designed on the assumptions that lessees were delivering the
proper volumes and were reporting the proper value of that production so that automatic bills
could be sent to refiners for royalty oil. Unfortunately, that has not happened. Our study teams
have identified problems relating both to volumes and values and have developed strategies to
correct these deficiencies. We are in the early stages of implementing these strategies.

1 am requesting that your office either defer your pln.nn:d audits until we have had a chance to

correct the probiems curreniiy known or spiit the pianned review in iwo piases. Conduci a
review of the planned strategies and make recommendations for refinement and then review the

effectiveness and compieteness of the resuits once the projecis are compieted.
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these options.

ce: Al Klein - Director, BLM/MMS Audit
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