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Ms. Lucy Querques Denett
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Minerals Management Service
Department of Interior

We have revicwed the system of quality control for the Minerals Management Service’s
(MMS’s) Minerals Revenue Management Royalty Audit Federal Function in effect for the 2-year
period ended December 31, 2002, and issued our qualified opinior daled March 15, 2004. This
letter should be read in conjunction with that report.

Our review was for the purpose of reporting whether MMS’s internal quality control system was
designed in accordance with the quality standards established by the President’s Council on
Integrity and Efficiency (PCIE) and was being complied with for the 2-year period reviewed to
provide reasonable assurance of material compliance with professional auditing standards in the
conduct of its audits. We conducted our review in conformity with standards and guidelines
established by the PCIE. Our review would not necessarily disclose all weaknesses in the sysicm
or all instances of noncompliance with it because our review was based on selective Lests.

Therc are inherent limitations that should be recognized in consi dering the potential effectiveness
of any sysicm of quality control. In the performance of most control procedures, departures can
result from misunderstanding of instructions, mistakes of judgment, carelessness, or other
personal factors. Projection of any evaluation of a system of quality control to future periods 18
subject to the risk that one or more procedures may become inadequate because of changes in
conditions or thal the degree of compliance with procedures may deteriorate.

As a result of our review, we identified reportable conditions, which were considered in
determining our opinion set forth in our report dated March 15, 2004. A reportable condition for
peer rcview purposes represents d significant deficiency in the design or operation of the
reviewed organization’s internal control that could adversely affect the organization’s ability to
comply with applicable auditing standards and established auditing policies and procedures. We
are also providing some observations and recommendations for improvement.
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Audit Universe

MMS defined the scope of our quality control review to be audit cases closed during the 2-year
period ending December 31, 2002 | (b)(2)high (b) (5) |

o To test the statns of open cases, we selected 10 audit cases from & listing of 359 cases Lhat
were opened before January 1, 2001, and were still open at the time of our review. We
found that five of the cases were open awaiting actions such as appeal or collections.

I (b)(2)high_(b) (5) |

(b)(2)high  (b) (5)

(b)(2)high  (b) (5)

(b)(2)high  (b) (5)

o In response (O our inguiry, we wcre provided a list of 38 “Special Projects” that were
cloced duriny (he 2-vedr pejiod ending December 31, 2002, To understand why these

(b)(2)high  (b) (5)

(b)(2)high  (b) (5)

(b)(2)high  (b) (5)
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Recommendations

1. MMS is in the process of updating its Case Tracking System and should ensurc that the
System correctly classifies case status.

7 For instances where MMS needs to conduct preliminary work to determine if an audit is
warranted, it should consider establishing a “survey” code rather than opening an audit
case that may need to be shortly closed as a non-audit. For accounting purposes, time
spent on surveys that subsequently result in an audit casc can be transferred 1o the case
when it is openecd.

View of Responsible Official

The MMS concurs with both recommendations. We are currenlly revamping our Case Tracking
System (CTS), renamed Compliance Information Management (CIM), for implementation in
Augusl 2004. In addition, we are modifying the checklist we apply to our audit cases to include
a step requiring the compliance supervisor to assure that the audit case is properly classified

before it 1s closed.
The new CIM system contains & function code for the survey phase of an audit or compliance

review. When 4 compliance review or the survey phase of an audit determines thal an audit is
warranted, 4 new CIM subcase will be opened clearly identifying the assignment as an audit.

Changing Closing Criteria

(b)(2)high  (b) (5)

Recommendations

|. MMS should change the criteria for closing cases so that they are closed when either the
report is 1ssued or a decision is made to close the case without a report. A subsequent
“non-audit” case could then be opencd for cnforcement and resolution.

7. MMS should discuss with the Department of Interior Inspector General a scenano for the
nex! quality control review that includes the following:

e The validity of a universe of cases closed for the 2-veuar period ending December 31,
2004, that would include only the new criteria discussed above for closed cases.
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e Considering whether only cases opencd since fiscal year 2002 and closed during the
2-year period ending December 31, 2004 will provide a sufficient number of cases to

be sampled for the quality control review.

View of Responsible Official

The MMS agrees with the recommendations. We intend to modify our policy for closing cases
in CIM so that cases will be closed when (1) we issue an order to pay or perform or (2) we issue
a report indicating no findings resulting from the audit. We also intend lo incarporate into our
Audit Quality Improvement Action Plan an action item Lo discuss future universe audit case

selection crileria with the OIG.

Continuing Professional Education (CPE) Requirements

Government Auditing Standards (GAS) require that each staff member working on audits meet
requirements of 80 hours of CPE cach reportable 2-year period, with at least 24 hours in subjects
directly related to government audiling, the government environment, vl the specific or unigue
environment in which the audited entity operates. In addition, at Jeast 20 hours shouid be

completed in each of the 2 years.

The Inspector General’s report found that 12 percent of MMS auditors had not complied with the
CPE requirements, and its management letier noted problems in supporting documentation for
CPE. For the reporling period of our quality control review — the 2-year period ending
December 31, 2002 -- we found an incrcased emphasis on CPE over what the Inspector General
noted in its report for the prior reporting period. Dala initially provided to us by MMS indicated
that all current staff had met the CPE requirements.

To 105t CPE compliance, we reviewed the supporting CPT: documentation for 45 MMS staff.
Our judgmental sample included 27 staff who had the fewest CPE credits (80 to 100 hours) and
additional selecied stafl. In reviewing supporting documentation we looked for the most
verifiable suppuil: " certificates of coursc completion and sign-in sheets being the best support
and other documentation being Jess adequate to unacceptable.

(b)(2)low (b)(5)
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(b)(2)low (b)(5)

(b)(2)low (b)(5)

(b)(2)low (b)(5)

In response to the Inspector General's report and management letter, MMS has already begun
placing more emphasis on staff meeting CPE requirements and the adequacy of supporting
documentation.

Recommendation

MMS should establish standard criteria for documenting CPE requirements that meet the
Government Auditing Standards.

View of Responsible Official

The MMS cuncurs with the rccommendation. We appreciate TCBA's acknowledgement of the
significant emphasis that MMS has placed on staff meeting CPE requirements. The MMS is in
the process of establishing standard and consistent criteria for documenting CPE requirements
acruss both compliance organizations.

Audit Products

(b)(2)high  (b) (5)

(b)(2)high  (b) (5)
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(b)(2high  (b)(5)

Recommendation

MMS should ensure that its audit products - enforcement documents and audit reports when
there are no enforcement documents -- include all the reporting elements as required by

Government Auditing Standards.

View of Responsible Official

The MMS agrees with the recommendation and has already taken action. On October 30,
2003, the Assistant Program Dircctors for Onshore and Offshore Compliance and Asset
Maunagement jointly issued updated process improvement guidance to all compliance/audit
offices and the State and Tribal Contract Administrator. The guidance states that enforcement
documents (Issue Letter, Order to Pay, and Order to Perform) will continue to serve as the
audit report as long as the documents adhere Lo the 2003 Generally Accepted Government
Auditing Standards (GAGAS). In siluations where there are no enforcement documents, an
audit report must be provided to the auditee. The audit report must adhere to the 2003
GAGAS. To facilitate consistent application of this policy, MMS will be updating its
enforcement document templates Lo assure they meet 2003 GAGAS.

New Compliance Strategy

(b)(2)high  (b) (5)




(b)(2)high  (b) (5)

Using Non-Audit Stalf on Audils

(b)(2)low (b)(5)

GAO said that staff who arc not GS-511 auditors can work on GAS audite or other work meeting
GAS as long as they meet the CPE standards. This is how GAO uses its multidisciplinary staff
on performance audits. Generalist non-auditor staff would have to meet GAS CPE requirements;
however, GAS (GAS 3.47) also allows for e use of external and internal specialists who would
not be required to meet the CPE requircments.
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We have reviewed the system of quality control for the Minerals Management Service’s (MMS’s)
Minerals Revenne Management Royalty Audit Federal Function in effect for the 2-year penod ended
December 31, 2002. We conducted our review in conformity with standards and guidelines established
by the President’s Council on Integrity and Efficiency (PCIE). We tested compliance with the MMS
system of quality contro) to the extent we considered appropriate. These tests included a review of the

33 closed audit cases identified in Enclosure 1.

In performing our review, we have given consideration lo the policy statement on quality contro] and
external reviews, dated February 2002 issued by the PCIE. That stalement indicates that quality control
policies and procedures should be appropriately comprehensive and suitably designed to provide
reasonable assurance that the objectives of quality control will be met. It also recognizes that the nature,
extent and formality of a system of guality control depends on varous factors such as the size of the
audit function, the location of its offices, the nature of the work and its organizational structure.

As described in Enclosure 2, our review disclosed malerial weaknesses. A material weakness for peer
review reporting purposcs is defined as a condilion in which the design or operation of the jnternal
control system docs not reduce to a relatively Jow level the risk that (1) applicable auditing standards
have been adopted and are being followed, and (2) auditing policies and procedures have been
established and are being followed, Because our review was based on selective tests, it would not
necessarily disclose all weaknesses in the system or all instances of noncompliance.

In our opinion, except for the materia) weaknesses, the system of quality control for the Royalty Audit
Function in effect for the 2-year period ended December 31, 2002, was designed in accordance with the
quality standards established by the PCIE and was complied with for the 2-year period then ended to
provide MMS with reasonable assurance of material compliance with professional auditing standards in
the conduct of its audits. Therefore, we are issuing 4 yualificd opinion o your system of audit quality
control. We have idenlified in a separate Letter of Comments dated March 15, 2004, other matters that
came 10 our attention, which do not affect our overall opinion.

Mﬁm;%,éaw > M%)f&
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Case Number

9920048
9930058
9930075
9970019
9665502
9920050
9970025
9970025
0270005
0870012
0270006
0180019
9940005
9920054
9940037
9940044
0920061
9940015
9930074
9970025
9970025
9240417
0920040
9930049
9720002
9940013
9920021
0110022
9720012
9640501
0940041
0020008
0220013

Part

Number(s)

.
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Date Closed

2/2712001
9/15/2001
12/31/2002
6/712001
10/29/2002
6/1/2001
12/31/2001
9/24/2001
52112002
6/30/2001
5/8/2002
10/31/2002
3/26/01 & 12/31/01
8/31/2001
5/31/2002
9/30/2002
12/31/2001
3/3172001
8/9/2001
8/30/2002
7/30/2002
5/31/2002
10/30/2002
10/30/2002
5/30/2001
11/15/2002
5/13/2002
6/29/2001
12/31/2001
8/29-30/2002
8/21/2001
8/1/2002
713172002

Enclosure 1
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Material Weaknesses

Systemic Problems in Audit Cases

While there were some examples of cases with excellent audit documentation, systemic
sroblems were found in many of the other audit cases reviewed. These problems were caused by

(b)(2)high  (b) (5)

(b)(2)high  (b) (5)

(b)(2)high  (b) (5)

®

The details for all casc reviews were provided to MMS management.

We also found two cases where there was insufficient support for case closure and/or resolution:

1. Case No. 99-30049.005 and .006, closed October 30. 2002. (b)@)high (b) (5)

(b)(2)high  (b) (5)

2. Case No. 99-40005.001 and .002, closed December 31, 2001. (©b)(@high (b) (5)

(b)(2)high  (b) (5)
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In addition to the 33 cases summarized above where we applied the PCIE checklist, we requested
files for another 33 cases. Our objective was to verify that the case files existed and could be
retrieved.  For all 33 cases we were_provided either the case files or documentation thal
supported their location or disposition. (b)@)high (b)(5)

(b)(2)high (b)(5)

1. Case No, 99-30042001 and .004, C]DSCC] February 6, 2001. (b)(2)high (b) (5)

(b)(2)high  (b) (5)

7. Cusc No 97-60019.015, closed October 2, 2001. (b)(2)high (b) (5)

(b)(2)high  (b) (5)

3. Case No. 01-10318.00] and .002, closed May 10, 2002. (b)(2)high (b) (5)

(b)(2)high  (b) (5)

In response lo the Department of Interior Inspector General report “Audit of the Mincrals
Management Service Audit Offices”, No. 2003-1-0023, dated March 31, 2003, MMS has begun
several cotrective actions addressing the above problem areas.

Ineffective Internal Quality Control Reviews

The objective of the Internal Quality Control Review (IQCR) is Lo test the compliance audil
wark and determinc if the work follows guidelines set forth in the APM and GAS.l(b)(z)high (b)(5)|

(b)(2)high (b)(5)
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(b)(2)high  (b)(5)

(b)(2)high (b)(5)

(b)(2)high (b)(5)

(b)(2)high  (b)(5) In response to the Inspector General’s

report, MMS has revamped its IQCR process and has a schedule to bring IQCRs into compliance
with its 3-ycar cycle.

Recommendations

We believe thal further improvements are pussible. As with the scope of our quality control
review, the IQCR looks only at closed cases. However, the audit work on these cases can be
several years old. As a result the IQCR is not reviewing current staff performance and may not
be reviewing audits conducted against current policy and procedures. Also, the IQCR does not
issue a summary or Tecap report, which could be used to alert MMS management and other
offices to systemic problems noted at several locations. We recommend that:

1. IQCRs look at cases where the audit work and/or report have recently been completed.

2. An annual or other periodic report be issued that summarizes 1QCR findings for
dissemination and action by other MMS audit offices.

Views of Responsible Official

The MMS concurs with these recommendations and continues to be proactive.in improving its
IQCR program. We have implemented all of the Office of Inspector Genera] (OIG)
recommendations related to our IQCR process and are already addressing  additional

recommendations from the Peer Review.

In response to recommendation 1, we have modified our JQCR case selection criteria to include
audit cases for which the audit work has recently been completed.
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In response Lo recommendation 2, we have implemented an improved IQCR follow-up process
that tequires the preparation of an action plan outlining corrective action resolutions and
implementation dates. We are working to develop a delailed nternal report of IQCR findings
for dissemination to all MMS audit offices on a quarterly and annual basis. In addition, we
currently provide a high-level report on JQCR findings, including noteworthy items and
concerns al each State and Tribal Royalty Audit Commitiee mecting. ‘T'his process facililates
fecdback on best practices and also identifies areas requiring improvement to all committee
members. Finally, MMS is working to include IQCR findings into a new Department-wide
management tracking system to facilitate overall program accountability and planning. The new
tracking system is scheduled for implementation in the spring of FY 2004.
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MMS QCR Debrief

Presentation covers:

« Scope and Methodology
« Opinion
* Observations

MMS QCR Debrief
Scope and Methodology

+ Used PCIE guidelines to evaluate MMS's
system of quality control to include closed
audit cases, internal quality control
reviews, CPEs, efc.

< Reviewed 16 of 58 closed audit cases.
Also looked at some “other than audit”
closed cases and open cases.
3




Opinion

= Obvious that MMS spent considerable time and
resources improving quality control since our
qualified opinion on March 15, 2004.

< TCBA issued an Ungqualified (Unmodified)
Opinion.

MMS QCR Debrief
Observations

<+ TCBA did not issue a Management Letter —
nothing rose to the level of a reportable finding.

Some Observations:

+ Details of Case Reviews
+ IQCR and TPR Feedback
< CPEs

MMS QCR Debrief

Details of Case Reviews

+ Many cases were excellent examples of
compliance with policies and procedures and audit
documentation.

+ We suggest follow up on two cases.




MMS QCR Debrief
Details of Case Reviews - continued

« Case 03-20002.001. [ (b)(2)high (b) (5)

(b)(2)high  (b) (5)

= Nothing in closed case file indicates what, if
anything, was done with the referrals.

« A closure memo in the file would be helpful and
provide an audit trail.

7

MMS QCR Debrief

Details of Case Reviews - continued

+ Case 04-90062.001.]  (b)(2)high (b) (5)
(b)(2)high  (b) (5)

< An action plan established on June 1, 2005 had
not been done at the time of our field review on
September 15, 2005. However, the due date was
not until September 30, 2005.

8

MMS QCR Debrief
Details of Case Reviews - continued

+ Given the significance of the problems attributed to
the supervisor and an action plan which was to
« discuss the issues with the supervisor

« review the errors in the sub case and correct
them, and

« review the supervisor's other cases,

resolution should have been more timely, rather
than waiting 4 months or longer.

9
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MMS QCR Debrief

Details of Case Reviews - continued

(b)(2)high  (b) (5)

(b)(2)high  (b) (5)

(b)(2)high (b)(5)
)high  (0)F) w0

MMS QCR Debrief
IQCR and TPR Feedback
< We met with the audit supervisor and/or audit

team on each of our 16 sample cases.

< We discussed our findings/observations and
offered suggestions — often relating best practices
we observed on other cases.

« Staff felt this was very helpful and commented
they would like to receive similar feedback on their
cases reviewed by IQCR or the TPR.

+ We suggest MMS consider this.

R T
MMS QCR Debrief

CPE Documentation
% All staff in our sample met CPE requirements.
4+ We noled a couple of issues and discussed them with Gary

(b)(2)high  (b) (5)




MMS QCR Debrief

Summary

< The hard work that MMS did in preparing for
the Peer Review was very evident.

+ We appreciate the cooperation of MMS staff
during our Peer Review.
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- MMS QCR Debrref

Presentation will cover:

« Who is TCBA

+ Whal is a Quality Control Review

+ Scope of TCBA's review of MMS

+ What TCBA found and reported

« MMS response and continuing actions
« Future plans

T=

MMS QCR Debrief

Overall objectives:

+ To provide MMS staff with an overview of the
QCR results and the criteria used

+ Answer your questions

+ Increase your awareness as you conduct and
document audits, and open and close cases

MMS QCR Debrief

+ Who is TCBA

CPA and consulling firm, recenlly celebraled its
20-year anniversary

Nearly 200 professional staff

Federal, slale, local, corporale and non-profil
clients S

QCR slaff

MMC; QCR Debrief

+ What is a Quality Control Review

MMS QCR Debrief

« Whalis.a Quality Control_Review.(cont)

+ Independenl, external review of internal gualily conlrol system

Uses Presidenl's Council on Integrily and Efiiciency (PCIE)
Guidelines 1o conduct QCR

Foundalion: is Governmen! Audiling Standards (GAS], ne
Yellow Book

Audil organizalions are required lo have 8 QCR every 3 years;
olherwise they mus! nole in their reports thal they do nol meel

GAS
5 ;

Objective: QCR's loster qualily audils through an
independen! assessmenl of he effecliveness ol the
inlernal quality control syslem in providing reasonable
assurance thal applicable audil standards and
requirements are being followed.

The program is inlended Lo be posilive and
construclive ralher lhan negalive or punilive.




+ Whal is a Quality Control Review (cont)

It's importance:

Meeting GAS, as evidenced by a Quality Conlrol
Review, gives credibility lo MMS audil producls (issue
Lellers, Orders lo Perform and Orders lo Pay) which
can be Ihe subjec! of legal chalienges.

« What is a Quality Control Review (cont)

* QCR producls are:
* Opinion: Unquallfied or qualified
* Management Letler

+ MMS commants to dralts included

+ Scope of TCBA's review of MMS

+ DOI Inspeclor General March 2003 reporl on MMS
Audil Offices recommended an external QCR

+ TCBA reviewed the 2-year period ending 12/31/02
+ Used PGIE QCR checklists

+ Primarily the checklisl for audil cases (handout)

+ Scope of TCBA's review of MMS (cont)

Internal qualily control system (IQCRs)
Personnel gualificalions and independence
Conlinuing professional educalion (CPEs)
Individual cases from audil universe

TCBA visiled Denver, Dallas, Houston, Tulsa, and
Oklahoma Cily offices

* Observalions on olher areas

+ Whal TCBA found and reported and MMS response

+ Whal TCBA reported / MMS response._

+ Qualified opinion
* No surprise to MMS
» [CQRs need improvement
» Findings on cases
* Managemenl Leller
+ Audit universe o closed cases
= Crlteria for closing cases
+ CPEs ’
* Audil reporls
+ New compliance stralegy
+ Using non-audit stall on audils
1

* Qualilied opinion

+ Was not a surprise to MMS since IG had found
similar issues and MMS corrective responses
waere slill in process

+ Opinion and Managemen! Letter are now a
catalyst for change and a fulure unqualified
opinion




R FatTa 11 %)

-+ What TCBA reporied / MMS response - Opinion

+ |CQR -- Similar findings as 1G on need for
improvements

+ TCI

: (b)(2)high (b)(5)

« MMS agreed. Developing an internal quarterly and
annual report for all MMS stafl.

+ What TCBA reporled | MMS response - Opinion
+ Findings on cases

+ Sample reviewed 33 cases in detail across all offices
using PCIE checklist

' (b)(2)high  (b)(5)

(b)(2)high (b)(5)

MMS QCR Debrief

+ What TCBA Reported / MMS response - Opinion

+ Finding on 33 cases )

' (b)(2)high (b)(5)

Pl

e —— 4l
MMS QCR Debrief

Whal TCBA Reporied / MMS response — Opinion

= Finding on cases (continued)

, (b)(2)high (b)(5)

» TCBA also found:

(b)(2)high (b)(5)

+ What TCBA Reported / MMS response —

+ Whal QCR/PCIE Checklis! Looks For

* No recommendations since MMS was already
taking corrective actions in response to similar
IG findings

» MMS staffs’ use of MMS audit checklist and
awareness of QCR/PCIE checklist should
resolve issue

» Staff Qualifications
* independence

+ Due Professional Care

* Proper d whan ng an
standard was nol lo be foliowed

Adequalely documenled when cerlain siandards did not apply
Complied with GAS

Used sound junomenl in ducl! tests and pi dures
Used sound judgment in evalualing and reporling audit resulle

(8%



MMS QCR Debrief

++ Whal QCR/PCIE Checklisl Looks For (conlinued)
* Quality Control
* Audil Planning

+ Defined objectives, methodology and scope of audlt
+ ldentllied significance and neads of potential users
+ Oblalned sufficient background Inlormallnn

G legal and y 1

» Gonslderad management controls

Consldered crlterla 1o evaluate subject malter of audil
Followed-up of prior significant findings

MMS QCR Debrief

» What QCR/PCIE Checklist Looks For (continued)

+ Audit Planning (conlinued)

Skill, knowledge and avallabllity of staff

Coordination with other auditors

Considared potential sources of data and s validity
Criteria for assessing performance (when appropriate)
Adequacy of audil program

Work of Internal auditors

Quality control forms

2 * d h i 3ot
MMS QCR Debrief
+ What QCR/PCIE Checklist Looks For (continued)

= Supervision

Level of instruction

Appropriately timed

Adequate to ensure audil objectives met and report
supported by working papers

Points raised by supervisor addressed and cleared
Documented in accordance with agency policy
Quallty contrel checklists and forms completed

MMS QCR Debrlef

% Whal QCRIPCIE Checklist Looks For (conlinued)

+ Evidence and Working Papers

Have sufficlent competent, and relevant evidence to supporl

findings, judgments, and conclusions in report

Wrltten representalion about the validity of evidence oblalned

from audited officlals

Contain OSM (includil ling criteria), adequat

dncumentallnn of work performed Lo support the significant
licable quality conlrol documenls

It data from compuler—basad systems significani to finding,

avidence of rellabliy of data

Consultations with Internal or external consullanis/experts

2

i ]
MMS QCR Debnef

++ Whal QCR/PCIE Checklisl Looks For (conlinued)

MMS QCR Debrief
+ What QCR/PCIE Checklist Looks For (continued)

Internal’Conltrol

+ llegal Acts, Other Noncompliance and Abuse
i Itied signiticant laws,

requirements (as conlracl provisions)

Assessed [he risks thal lllegal acts of nencompliance could occur

Based on assessment of rlsk, adequately lesled

Oblained legal counsel (o Interpret laws and regulations whore

appropriate

Exerclsed due prolessional care in the pursull of irregularities

Work appropriately limed

and other

2

+ Reporls of Periormance Audils

Clearly explained objectives, scope and methodology
Included condition, criteria, cause and effect for findings
Staled audit was made in accordance with generally
accepted government auditing standards

Il standard not foliowed, appropriately qualilied GAS
conformance statemenl and gave effect

included all significant instances of noncompliance

24




« What QCR/PCIE Checklist Looks For (continued)

+ Reports of Performance Audits (continued)

Used proper perspective for significant instances of
noncompliance and abuse

Described scope of work on management controls and
idenlified any weaknesses found

« Included reviews of responsible officials and effective
rebultal

Presented information in a manner that is fair, convincing,
objeclive and clear

Distributed for timely use by appropriate officials

25
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MMS QCR Debrief
« Whal TCBA Reported / MMS response - Opinion

» Finding on cases

+ Most important nead is documantation

It a standard Is nol followad, explain

I a policy or procedure |s not followed, explain
Referancas lo master folders, audit sample, elc

Waork paper roview and sign-ofis

Cross-Indexing, referencing, fooling and cross-looling
* When in doubl, document

++ What TCBA reported / MMS response -
Management Lelter

+ Audil universe and case closing crileria

+ QCR scope should include an accurate universe
of closed cases from which to sample

‘ (b)(2high (b)(5)
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MMS QCR Debrief

« What TCBA reporied / MMS response —
Management Letter. Audit Universe

MMS' revamped Compliance Informalion Syslem
will include procedures for assuring lhal cases are
properly classified

CIM will include a survey code to be followed by &
new audil case as warranted. This will help insure
that non-audits do nol gel classilied as audils

8

< Whal TCBA reported / MMS response —
~_Managemenl Lelter. Crileria for closed cases

W hat“FCBAreported=/"MMS+respunse

(b)(2)high (b)(5)

+ TCBA recommended and MMS agreed lo close "audil”
cases when audil work complele / reporl issued. Open new
case for enforcement

»+ Resull will be that QCR and any lindings address currenl
policies and procedures and current stafl performance

2

Management Lelier. Audil Universe

+ Accurale universe ol closed audil cases is
dependent on MMS stall following new crileria and
procedures.




MMS QCR Debrief

*+ What TCBA reported / MMS response -
Management Lelter. CPEs

* CPE Crileria:
+ 80 credils each 2-year reportable period

+ 24 credits in subjects direclly related to
governmenl audiling, government environment
or speclfic MMS environment, and

at least 20 In each of the 2 years

k1l

< What TCBA reported / MMS response —
Management Leller. CPEs

* MMS emphasized CPEs since IG reporl

= All slall in TCBA sample, excepl one, mel CPE
requirements

= However, our inilial review also lound several
inslances of inadequale supporl thal MMS
researched and laler provided

32
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MMS QCR Debrief

+ What TCBA reported / MMS response —
Management Letter. CPEs

* Adequate supporl are cerlificales andor sign-in sheels

* Inadequale supporl examples include: request lo take a
course, nolificalion of class, or only a lyped rosler

* Currenl use of 2-month grace period likely going away wilh
GAO guidance updale

3

il

il T
MMS QCR Debrief

“ What TCBA reported / MMS response —
Management Letter. CPEs

* MMS is eslablishing standard and consisten!
crileria for documenting CPE across bolh Onshore
and Offshore offices

Meeling CPEs is an individual responsibility as well
as MMS'
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MMS QCR Debrief

« What TCBA reported / MMS response —

——Management Letter” Audit products

==\What<TGBAsuggested==Management:L-etter:

(b)(2)high (b)(5)

+ MMS Oclober 30, 2003 established policies and
procedures lo address Lhis issue

15

New Compliance Strategy

(b)(2high  (b) (5)




+ What TCBA suggesled — Management Letler.
Using non-audit staff on audits

* Non GS5-511 stall can work on audils as long as lhey
meel lhe GASICPE slandards

* Generalist non-audlt slalf would need to meet the 80
CPE requiremenls (or pro-rata, If less than 2 years)

+ External or internal “specialists" would need lo meel
their own licensing requirements lo be In
compliance with GAS

kx)

+ Additional MMS Plans

& Summary

+ Queslions and Discussion

e
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October 19, 2005

Ms. Lucy Querques Denett
Associate Director

Minerals Management Service
Department of Interior

We have reviewed the system of quality control for the Federal Audit Function of the Minerals
Management Service (MMS) in effect for the 2-year period ending December 31, 2004. A
system of quality control encompasses the organizational structure and the policies adopted and
procedures established to provide it with reasonable assurance of conforming with generally
accepted government auditing standards (GAGAS). The elements of quality control are
described in GAGAS, promulgated by the Comptroller General of the United States. The design
of the system, and compliance with it in all material respects, are the responsibility of MMS.
Our objective was to determine whether the internal quality control system was adequate as
designed and complied with to provide reasonable assurance that applicable auditing standards,
policies, and procedures were met. Our responsibility is to express an opinion on the design of
the system and MMS’s compliance with the system based on our review.

Our review was conducted in accordance with the guidelines established by the President’s
Council on Integrity and Efficiency and the Executive Council on Integrity and Efficiency. In
performing our review, we obtained an understanding of the system of quality control for MMS.
In addition, we tested compliance with MMS’s quality control policies and procedures to the
extent we considered appropriate. These tests included the application of MMS’s policies and
procedures on selected audits. Because our review was based on selective tests, it would not
necessarily disclose all weaknesses in the system of quality control or all instances of lack of
compliance with it. Nevertheless, we believe that the procedures we performed provide a
reasonable basis for our opinion.

Because there are inherent limitations in the effectiveness of any system of quality control,
departures from the system may occur and not be detected. Also, projection of any evaluation of
a system of quality control to future periods is subject to risk that the system of quality control
may become inadequate because of changes in conditions or because the degree of compliance
with the policies or procedures may deteriorate.

A Professional Corporation
www.tcha.com



In our opinion, the system of quality control for the Federal Audit Function of MMS in effect for
the 2-year period ending December 31, 2004, has been designed to meet the requirements of the
quality control 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 31, 2004, to provide MMS with reasonable assurance of conforming with applicable
auditing standards, policies, and procedures.

Our scope and methodology appears as Exhibit A.

MJ W% N’Wz i

Thompson, Cobb, Bazilio & Associates, PC



Exhibit A

Peer Review Scope and Methodology

Scope and Methodology

We tested compliance with MMS's system of quality control to the extent we considered
appropriate. These tests included a review of 16 of 58 audit cases started during fiscal year 2003
and 2004 and closed by December 31, 2004. In addition, we reviewed a sample of non-audit
cases closed during this period and a sample of open cases to verify that the closed-case audit
universe was valid. We also reviewed the internal quality control reviews performed by MMS.

MMS Offices Reviewed

We conducted our review at MMS’s Lakewood, CO; Tulsa, OK; Oklahoma City, OK; and
Houston, TX offices.

Closed Audit Cases Reviewed

Sub-Case

Case Number  Number Date Closed Company Audited
0320002 001 9/15/03
0380002 014 11/3/03
0380002 012 11/6/03
0320002 002 8/27/04
0400002 001 9/10/04
0320019 001 10/20/04
0300014 001 10/20/04
0490010 001 11/29/04 _
0380002 003 11/30/04 e O
0490046 001 11/30/04
0380002 001 12/1/04
0490052 001 12/17/04
0300005 001 12/20/04
0490047 001 12/21/04
0480003 001 12/29/04
0490016 001 12/30/04




