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Message from the Director

It is my pleasure to provide the Fiscal Year (FY) 2006 Management Discussion and Analysis and Annual Financial
Report of the Minerals Management Service (MMS).! The financial and performance data it presents are complete and
reliable as outlined in Office of Management and Budget guidance. This report also presents the status of the bureau’s
compliance with certain legal and regulatory requirements. The annual assurance statement required by the Federal
Managers’ Financial Integrity Act (FMFIA) concludes that MMS can provide reasonable assurance that its systems of
management, accounting, and administrative controls, taken as a whole, meet the objectives specified in Section 2 of the
FMFIA. These objectives ensure that:

(1) Programs achieve their intended results;

(2) Resources are used consistent with Agency mission;

(3) Programs and resources are protected from waste, fraud, and mismanagement;

(4) Laws and regulations are followed; and

(5) Reliable and timely information is obtained, maintained, reported and used for decisionmaking.

The MMS prepares annual financial statements to help fulfill its responsibility to be publicly accountable, and to
manage its programs efficiently and effectively. The aforementioned FMFIA objectives, which are addressed within the
Discussion and Analysis of the Financial Statements section, document MMS’s efforts to fulfill these responsibilities.
Additionally, to provide greater assurance on the integrity of financial operations and the accuracy of financial data, MMS
undergoes annual financial statement audits. The MMS obtained an unqualified opinion on its financial statements in FY
2006. Additional information regarding MMS’s financial statements is located within the Discussion and Analysis of the
Financial Statements section of this document.

For nearly 25 years, MMS has been a leader in asset management for the Federal Government. Our mission includes
managing the energy and mineral resources on the Outer Continental Shelf (OCS), as well as Federal and Indian mineral
revenues, to enhance both public and trust benefits, promote responsible use, and realize fair value. In pursuing this
mission, MMS also supports the broader goals of the Department of the Interior (DOI or the Department), particularly:

*  Resource Use for managing resources to enhance public benefit, promoting responsible use, and ensuring optimal
value in energy and non-energy areas; and

* Serving Communities by fulfilling Indian trust responsibilities.

The MMS plays a key role in America’s energy supply by managing the mineral resources on 1.76 billion acres of the OCS.
The approximately 43 million leased OCS acres generally account for about 20 percent of America’s domestic natural gas
production and approximately 30 percent of America’s domestic oil production. The MMS’s oversight and regulatory
frameworks ensure production and drilling are done in an environmentally responsible manner, and done safely. The
MMS also ensures the country receives fair value for its mineral resources and collects, accounts for, substantiates, and

! Please see Appendix A for a list of MMS acronyms.
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on average disburses more than $8 billion annually. Revenue collected from Federal and Indian gas and oil production
is distributed to recipients such as the U.S. Treasury, states, special purpose trust funds such as the Land and Water
Conservation Fund, and the Office of the Special Trustee for American Indians (OST), for disbursement to tribes and
individual Indian mineral owners.

The MMS continues to help America meet its energy needs as we fulfill our responsibilities under the Energy Policy Act
of 2005 (EPAct), signed by President Bush on August 8, 2005. The MMS, in consultation with other Federal agencies,
states and affected parties, is implementing provisions that authorize MMS to permit and manage alternative energy
projects on the OCS and to adopt regulatory measures that will increase energy production from traditional OCS oil and
gas operations. We will strive to protect the environment, protect the lives and property of industry workers and our
communities, and bring new sources of energy to our Nation while ensuring fair value for America’s renewable resources
as we work to achieve the Act’s goals.

The MMS is committed to serving our country in the best, most efficient manner possible. As a small Bureau with a vast
impact, we never stop looking for the most efficient means to ensure that the Nation receives the best value for its precious
resources now and in the future.

R. M. “Johnnie” Burton

Minerals Management Service Director
October 6, 2006
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MISSION AND ORGANIZATION

MMS Mission Statement:
Manage the ocean energy and
mineral resources on the Outer
Continental Shelf and Federal
and Indian mineral revenues to
enhance public and trust benefit,
promote responsible use, and
realize fair value.

The MMS, a Federal Bureau within DOI, manages the Nation’s natural gas, oil, and
other energy and mineral resources on the OCS. The Bureau also collects, accounts
for, and disburses, on average, more than $8 billion per year in revenues from
Federal offshore mineral leases and from onshore mineral leases on Federal and
Indian lands. The MMS’s activities provide major economic and energy benefits to
the American public, states, and the American Indian community.

The MMS has approximately 1,700 employees across the United States. The MMS
Headquarters is located in Washington, D.C., with offices in Herndon, Virginia;

New Orleans, Louisiana; Houma, Louisiana; Lafayette, Louisiana; Lake Charles,

Louisiana; Camarillo, California; Anchorage, Alaska; Lakewood, Colorado; Clute, Houston, and Dallas, Texas; Tulsa and
Oklahoma City, Oklahoma; and Farmington, New Mexico. The Agency has two primary operating programs: Offshore
Minerals Management (OMM) and Minerals Revenue Management (MRM), supported by the Directorates of Policy and
Management Improvement and Administration and Budget, as well as the Offices of Public and Congressional Affairs.

Every American benefits because of MMS’s efforts, from the gasoline that powers our cars and the natural gas that heats
our homes, to the benefits obtained through the disbursement of collected mineral revenues.

Mandated Duties Serving the American Public
The MMS has the responsibility of managing energy and mineral resources on the OCS, and for the fiscal accountability
and management of the public’s mineral revenues. The Outer Continental Shelf Lands Act (OCSLA) of 1953 called for

“The MMS is helping secure
America’s energy future and
quality of life, while protecting
the environment and providing
fair equity for the use of Federal
lands.”

R. M. “Johnnie” Burton
MMS Director

the Federal Government to manage the oil, gas, and other mineral resources of the
OCS to ensure national security, reduce dependence on foreign sources, protect the
Nation’s environmental health, and conserve the precious resources of the OCS.
Secretarial Order 3071 created MMS in January 1982, based on a recommendation
by the Independent Commission on Fiscal Accountability, that stated proper fiscal
accountability and a Bureau devoted to minerals management would best serve
management of the public’s mineral resources. The Federal Oil and Gas Royalty
Management Act of 1982 (as amended) mandates the manner in which MMS
manages revenues from leasable minerals.
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The MMS Asset Management Process

The MMS is one of America’s leading mineral asset managers. The Agency manages assets that typically generate about
30 percent of America’s domestic oil production and approximately 20 percent of domestic natural gas2, and provides
more than $8 billion in annual revenues, on average, to States, American Indians, and the U.S. Treasury. Through the
MMS asset management process, MMS ensures optimal value for America’s mineral resources in the Gulf of Mexico
(GOM) and on Federal and Indian lands. The OMM and the MRM programs carry out the mandated mission.

The OMM program manages pre-lease through post-lease activities ranging from the
initial geologica‘l aqd geophysical analysis of OCS resource poten'tial and the leasing || . it oz
process, to monitoring the safety of offshore facilities and protecting our coastal and
marine environments. In addition to oil and gas resources, MMS provides access to
State and local governments for the recovery of sand and gravel used to protect the
Nation’s coastal shores and wetlands. New responsibilities under the EPAct include
offshore renewable energy and coastal impact assistance grant programs.

energy is critical to our
economic security.”

President George W. Bush

The MRM program collects, accounts for, substantiates and disburses revenues from

mineral production on leased Federal and Indian lands. Revenues collected by MMS are one of the largest sources of non-
tax revenue to the Federal Government. The revenues are collected by taking Royalty-in-Value (RIV) (cash) or Royalty-
in-Kind (RIK) (product). The RIK operations build on industry-proven approaches to marketing oil and gas production
while ensuring fair market value is received for the Nation’s oil and gas resources. Where the use of RIK provides
increased revenues, creates greater administrative efficiency, or meets a security need of the Nation, MMS will collect
royalties in-kind, sell the product in the marketplace, and disburse resulting revenues as prescribed by law. Through its
compliance activities, MMS ensures the American people receive fair value for their domestic resources.

The MMS is committed to serving our country in the best, most efficient manner possible throughout all of our business
activities. The graphic on the following page depicts how MMS secures ocean energy and economic value for America
through its asset management process.

4

-

Sea Otters

2Note: Hurricanes and severe storms during 2004 and 2005 curtailed significant volumes of oil and gas production in the GOM which temporarily

reduced the normal percentage of national production from the OCS. Recent declines in OCS natural gas production from the shallow waters of the
GOM also will reduce the current estimates of the percent of U.S. production from the OCS, but production from new deepwater projects projected
to come on line in 2007 is expected to offset some of this decline in the long-term
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MMS: SECURING OCEAN ENERGY
AND ECONOMIC VALUE FOR AMERICA

MMS Asset Management Process

mineral asset analysis

Federal and Indian mineral
revenues management

Offshore mineral
resources management

—perform environmental

—analyze marketing,
& engineering analysis

transportation & economics

—assess resources and
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assure fair value

—account for revenues

revenue C;@
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on & post-production

\ develop and enforce regulations /

consult with stakeholders
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&
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—issue and manage leases
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Energy Revenue
Energy for consumers Dollars to states and American Indians
Strategic Petroleum Reserve Dollars to Treasury and environmental
Environmental protection and cultural funds
Worker safety American Indian Trust protection
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Billion Cubic Feet

Helping Meet the Energy Needs of the Nation

One of the cornerstones of President Bush’s National Energy Policy is the role MMS plays in securing ocean energy
for the Nation. From the start of the OCSLA, the OCS has contributed almost 16 billion barrels of oil and 166 trillion
cubic feet of natural gas for U.S. consumption. The MMS now administers about 8,100 offshore leases, and about 4,000
offshore facilities. This is a 200 percent increase in leases since 1982. The trend will likely continue with the growing
interest in deepwater and ultra-deepwater production in the GOM.

The offshore areas that MMS has designated for leasing consideration under the current 5-year Oil and Gas Leasing
Program could yield as much as 22 billion barrels of oil and 61 trillion cubic feet of natural gas. It also may hold
a potential future supply of natural gas from methane hydrates that could supply America’s needs for natural gas for
hundreds of years. The MMS plays a vital role in providing safe and environmentally sound access to these domestic
energy resources.

The MMS is developing the new 5-Year Oil and Gas Leasing Program (2007 — 2012), as required by the OCSLA. The
MMS received just under 39,500 comments on the Draft Proposed Program, with 39,200 from the public. Of those, just
under 27,000 were in favor of expanded access and 12,200 opposed. The MMS published the Proposed Program and Draft
Environmental Impact Statement (EIS) in August 2006 and expects to issue the Proposed Final Program (with a 60-day
waiting period) in March 2007.

The graphic below depicts natural gas production for the calendar years of 1996 through 2005, including OCS production
and the OCS production as a percentage of domestic production.

Production declines since
2004 due in part to effects
of Hurricanes Ivan,

Natural Gas Production gj&f‘;‘;‘&‘iﬁta in the
I OCS Production —— OCS as % of Total U.S.
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Millions of Barrels

The graphic below depicts crude oil and condensate production for the calendar years of 1996 through 2005, including
OCS production and the OCS production as a percentage of domestic production.

Production declines since
2004 due in part to effects
of Hurricanes Ivan,
Crude Oil and Condensate Production Katrina and Rita in the
Gulf of Mexico

I OCS Production —e— OCS as % of Total U.S.
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Providing Economic Value
Every American benefits from mineral resource development on Federal lands, whether the benefits are derived by energy
produced from the lands or revenues generated from those natural resources.

The strategic use of both RIK and RIV options defines the royalty asset management strategy employed by MMS. The
RIK program not only creates opportunities to realize additional royalty revenues relative to RIV, but the program also has
established that RIK is a more cost-effective business process than RIV. In addition, taking royalties “in-kind” simplifies
audits and reduces conflict associated with valuation of mineral royalties. Market conditions and MMS’s competitive
position at specific locations have resulted in greater revenues for the American public than from the RIV calculated
revenues. As such, the option to utilize either RIK or RIV allows for a systematic analysis of the Federal royalty portfolio
to selectively apply each method to optimize returns and efficiencies for the American public.
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Mineral revenues over the last 10 years are shown in the revenue stack chart below. In its FY 2006 audited financial
statements, MMS reports mineral revenues of about $11.9 billion.

Custodial Revenues for 1997-2006
(dollars in thousands)

$14,000,000

$12,000,000

$10,000,000

$8,000,000

$6,000,000
$4,000,000 -
$2,000,000 -
$0 w ; ;

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

B Rents & Royalties B Offshore Lease Sales 0 Onshore Lease Sales O Strategic Petroleum Reserve (SPR)

Note: Historical SPR revenues represent value of oil taken in-kind for delivery to SPR rather than actual dollars. Beginning
in FY 2005 the Statement of Custodial Activity was revised to present an additional revenue category for onshore lease sale
activity; FY 2004 was also revised to include this category. This chart reflects those revisions.
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PERFORMANCE GOALS AND RESULTS

The Government Performance and Results Act (GPRA) requires Federal agencies to formulate Strategic Plans, identify
major strategic goals, and report performance related to those goals. In FY 2003, the DOI published an integrated Strategic
Plan (2003-2008), which replaced the previous separate Bureau plans. In August, 2006, the Department published a
revised draft Strategic Plan (FY 2007- FY 2012), to which MMS will align its strategic performance measures. The
MMS reports on actual performance results below and in the Department’s Performance and Accountability Report (PAR)
published in November.

In FY 2006, MMS published a Data Verification and Validation (Data V&V) procedures guide, to ensure all GPRA,
Program Assessment Rating Tool, and strategic plan measures are reliable. Responsibility for performance reporting is
included in senior managers’ annual performance plans and cascaded down through the organization.

MMS incurred the below costs related to the DOI Strategic Goals.

Goal FY 2006 FY 2005
Resource Use-Energy 2,120,171 2,403,761
Resource Use-Non_ Energy 1,204 1,745
Serving Communities 17,440 21,463
Reimbursable Activity and Other (1,140) (1,178)
Total* 2,137,675 2,425,791
IDollars in thousands

The following is a discussion of MMS’s key goals, measures, and performance as they pertain to DOI strategic goals.

OCS Leasing Activities
DOI End Outcome Measure FY 2003 FY 2004 FY 2005 FY 2006 FY 2006

Goal Actual Actual Actual Planned Actual

Resource Use: Manage | Number of lease 3 4 4 2 2
or influence resource sales held
use to enhance public | consistent with the

benefit, promote Secretary’s Five
responsible use and Year Program.
ensure optimal value

(energy)

To facilitate mineral production on the OCS, the MMS prepares a 5-year schedule of proposed oil and gas lease sales.
The schedule includes lease sales in the available areas of the OCS (i.e., those areas not under congressional moratorium
or executive withdrawal) that have the highest resource value and expected interest to industry, while recognizing
environmental values, economic conditions, and competing uses. There are 20 lease sales planned for the current 5-year
program (2002-2007); two sales for FY 2006.

During FY 2006, MMS conducted the following sales:

o Central Gulf of Mexico Sale 198 was held on March 15, 2006. The sale attracted $588,309,791 in high bids
from 82 companies. The total of all bids was $978,310,887. A total of 392 tracts were leased for a total of high
bids of $581,820,861.

o  Western Gulf of Mexico Sale 200 was held on August 16, 2006. The sale attracted $340,935,514 in high bids
from 62 companies. The total of all bids was $462,760,912. Bid analysis is ongoing to determine if Sale 200 bids
meet DOI’s fair market value determinations.
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The MMS evaluated the Cook Inlet lease sale, Lease Sale 199 as a “special sale.” Special sales are held only if interest
is expressed by industry. Cook Inlet did not receive interest; therefore, MMS did not perform pre-lease work or plan a
sale.

The MMS is seeking comments through November 2006 on the Proposed OCS Oil and Gas Leasing Program for 2007-
2012 and its associated Draft EIS, released for public comment on August 25, 2006. In addition to traditional sale areas in
the GOM and Alaska, the Proposed Program includes sales in the North Aleutian Basin, Alaska, and in the Mid-Atlantic
off the coast of Virginia. Both areas are subject to Presidential withdrawal and the entire Atlantic has been subject to
congressional moratoria. These areas were included as both States expressed an interest in gathering more information
and pursuing a dialogue about the energy potential in these areas. Lease sales would only be held if the President chooses
to modify the withdrawal in both areas and Congress discontinues the annual statutory moratorium off the coast of
Virginia. The MMS anticipates publishing the Proposed Final Program in late March of 2007.
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Ensuring Safe and Clean Operations

DOI End Outcome Measure FY 2003 FY 2004 FY 2005 FY 2006 FY 2006

Goal Actual Actual Actual Planned Actual

Serving Communities:
Protect lives, resources

and property
Number of
Note: target reported in | fatalities among
DOI PAR was 6. The workers in DOI 11 3 6 5 9
MMS adjusted target to 5 permitted activities
as a result of MMS/OMB
FY 2005 PART negotia-
tion.

Serving Communities:
Protect lives, resources
and property

Number of seri-
Note: target reported in | ous injuries among
DOIPAR was 25. The | workers in DOI 23 29 23 23 29

MMS adjusted target to permitted activities
23 as a result of MMS/

OMB FY 2005 PART
negotiation.

Resource Use: Manage | Achieve oil spill
or influence resource rate of no more

use to enhance pub- than x barrels s s s 4
lic benefit, promote spilled per million 4.2 797 3127 5 0.9
responsible use and produced

ensure optimal value

(energy)

TFormer measure: Achieve an oil spill rate for offshore development of no more than .00001 barrel spilled per barrel produced.
2Production numbers are updated as MMS audits and reviews companies OCS properties to verify federal OCS production and royalty pay-
ments. These audits and reviews are normally conducted up to three years after the oil was produced. The result for this measure will continue
to be revised in future years as “trapped” oil is recovered, previous unknown spills are found and OCS production is verified. Therefore, the
following changes have been made to reflect the most recent information: FY03 - One spill was added (increasing the number of spills from 33
to 34) for 18.8 bbl. This increased the oil spill ratio from 4.1 to 4.2 per million produced. FY04 - Crude oil and condensate production revi-
sions increased 20 million barrels and reduced oil spill ratio from 8.2 to 7.9 per million produced. FY05 - Crude oil and condensate production
revisions increased 20 million barrels. Additional oil was also recovered through ongoing recovery efforts. Changes in both the numerator and
[denominator reduced the oil spill ratio from 33.0 to 31.2 per million produced. Future revisions are expected.?An estimated value is provided;
the FY 2006 results are expected Spring 2007.

> Result may change as additional information becomes available, the spill rate exc/uding hurricanes is 0.2.

* Estimated value; FY 2006 results are expected Spring 2007.

Over the last 50 years, the safety and environmental record of the offshore industry has dramatically improved. The Nation
has much to gain from excellent offshore safety and environmental performance because the production and consumption
of energy are fundamental components of economic development, National security, and societal well-being. The MMS’s
ongoing commitment to safe and clean operations is a prerequisite for all activity on the OCS.

The MMS conducts thousands of inspections each year to ensure the safety of the oil and gas workforce and the protection
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of marine, coastal, and human environments. Prevention is our most important safety strategy. Annual inspections
examine safety equipment designed to prevent blowouts, fires, spills, and other major accidents. The MMS inspectors
have authority to shut down an operation immediately if it is being conducted improperly or without proper equipment.

The MMS closely monitors and analyzes incident-related data to understand the cause and occurrence of offshore accidents
and spills and to identify actions that can be taken to prevent occurrence of similar incidents in the future. The annual
average over the previous 3-year period was approximately 7 fatalities and 25 serious injuries. Though the true target
for these outcomes is always zero, MMS had established an expected value performance goal of reducing fatalities and
serious injuries to a level not to exceed 5 and 23, respectively, for the year.

While no single cause for the increase in fatalities in FY 2006 from FY 2005 can be identified, the unusual offshore
activity level during FY 2006 is most likely a significant contributing factor. During FY 2006, the offshore industry in the
Gulf of Mexico has been engaged in recovering from the record damage caused by Hurricanes Katrina and Rita in August
and September, 2005. The number of repair operations and man-hours operating on the OCS has been well above that of
recent years. The hurricanes also dramatically affected the availability of equipment and qualified people to conduct the
recovery and repair operations. The increased activity and lack of equipment and experienced people were likely the most
significant contributing factors to the greater number of fatalities. The MMS notes that four of the nine fatalities involve
operations that are regulated by the United States Coast Guard. Three of these incidents involved diving operations at
OCS facilities and one incident involved a person transferring from a motor vessel to a platform boat landing by using a
swing rope. The MMS includes these incidents in our statistics because they occurred at OCS facilities even though MMS
is not the primary agency responsible for the specific activities associated with the fatalities.

The estimated FY 2006 results for oil spills are significantly lower than recent years because there were no major hurricanes
in the Gulf of Mexico or major spills during FY 2006. Additionally, FY 2004 and FY 2005 have been adjusted because
of updated production results and additional oil recovered through cleanup exercises.

The FY 2005 hurricanes resulted in 31.2 barrels spilled per million barrels produced when including the 17,322 barrels
of petroleum spilled during Hurricanes Katrina and Rita. The rate would be reduced to 23.6 barrels if only crude oil and
condensate spilled (13,182 barrels) were included in the calculation which also includes refined petroleum. The FY 2005
result was impacted by the hurricanes with both an increase in numerator (spillage) and reduced denominator (production).
For comparison, FY 2004 results excluding Hurricane Ivan spills are 0.2 barrels per million barrels produced. The FY
2005 results excluding Hurricanes Katrina and Rita spills are also 0.2 barrels per million barrels produced. Oil spill
results are subject to revisions as hurricane damage assessments are completed and additional oil is recovered. The MMS
remains committed to safety and environmental protection as top priorities.
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Financial Management and Fulfilling Indian Trust Responsibilities

DOI End Outcome Measure FY 2003 FY 2004 FY 2005 FY 2006 FY 2006
Goal Actual Actual Actual Planned Actual
Resource Use:
Manage or influence Percent of
resource use to revenues
enhance public benefit, | disbursed on a 92.6% 95.5% 98.0% 96.5%!" 94.5%!
promote responsible use | timely basis per
and ensure optimal value | statute
(energy)
Serving
Communities: Fulfill Transfer X%
Indian fiduciary trust of revenue to
responsibilities: OST within 24 99.3% 100% 100% 99.5% 100%
Improve Indian Trust hours of receipt
ownership and other
information
Serving Provide lease
Communities: Fulfill distribution
Indian fiduciary trust data to BIA for N/A
responsibilities: Improve [ X% of New 84% 92% 90% 94.7%?
Indian Trust ownership [ royalties by Measure
and other information first semi-
monthly
distribution

In FY 2006, MRM focused on reducing Accounts Receivable and unapplied payments. This resulted in the processing of several
older payments, which lowered our timely disbursements result to 94.5%, compared to 98% in FY 2005. MRM has completed this
work, so timely disbursements should increase during FY 2007.

2As the target for FY 2006 was being set, MRM anticipated some changes in the business process that would result in stricter enforce-
ment of industry reporting requirements. These changes would have delayed distribution of some of the data to BIA. However, MRM

The MMS collects and processes reports and payments from bonuses, rents, and royalties from about 3,700 reporters for
about 26,000 producing leases each month. The MMS distributes and disburses these revenues directly to States, the OST,
other Federal agencies, and U.S. Treasury accounts. With the enactment of the EPAct, MMS has begun disbursement of
geothermal royalty revenues to counties in a limited number of states. With this small exception, MMS is only required
to disburse royalty revenues to States. The States may disburse royalty revenues to their counties at their discretion. The
distribution and disbursement function ensures that revenues are properly disbursed to the appropriate recipients. The
MMS achieved 94.5 percent timely disbursements in FY 2006.

The MMS contributes to DOI’s ability to provide accurate and timely information and revenues to Trust beneficiaries. As
an example, MMS transfers American Indian mineral revenues to OST on a daily basis. The OST in turn, deposits funds
into interest-bearing accounts. The MMS has established a measure to document the percentage of all Indian revenue
received on a daily basis transferred to OST within one business day of identification, and in FY 2006, the MMS achieved
100 percent timely transfer.

The Bureau of Indian Affairs (BIA) requires Financial Distribution Report information in order to distribute funds to
individual Indian mineral owners. The MMS provides this lease distribution data to BIA twice each month. The MMS is
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improving the timeliness of sending lease distribution data to BIA, thus enhancing BIA’s ability to provide revenues more
quickly to the ultimate Trust beneficiaries. The MMS exceeded its FY 2006 goal of 90 percent, providing 94.7 percent of
American Indian lease distribution data to BIA by the first semi-monthly distribution.

Mineral Revenue Compliance Activities

DOI End Outcome

Measure

FY 2003

FY 2004

FY 2005

FY 2006

FY 2006

Goal

Actual

Actual

Actual

Plan

Actual

Resource Use: Royalties received 96.1% of 98% of 98% 98.5%
Manage or influence for mineral leases predicted | predicted | predicted predicted
resource use to enhance | are X% of predicted N/A revenues revenues revenues revenues
public benefit, promote | revenues, based on New (75% of (75% of (75% of | (75% of CY
responsible use and market indicators in | Measure | CY 2001 CY 2002 CY 2003 | 2003 royalty
ensure optimal value the production year royalty royalty royalty universe)
(energy) universe) | universe) | universe)

Resource Use: Compliance work is

Manage or influence completed within the

resource use to enhance | 3-year compliance 46% of 69.4% of 71% of 72% of 72.5% of
public benefit, promote | cycle for X% of roy- | CY 2000 | CY 2001 CY 2002 CY 2003 CY 2003
responsible use and alties for production | royalties royalties royalties royalties royalties
ensure optimal value year X

(energy)

Mineral revenue compliance activities represent a large and critical part of MMS’s operational strategy, to ensure timely
and correct payment for minerals produced on Federal and Indian leased lands. The MMS predicts expected revenues,
analyzes variances, performs targeted and random audits, resolves valuation discrepancies, and negotiates settlements to
ensure that the American public and Indian recipients receive optimal value. During the time period from FY 1982 to
FY 2005, additional collections of royalties and interest attributed to its compliance activities totaled over $3.1 billion.
Compliance assurance is performed on all types of royalties due, whether received as RIV or RIK.

One compliance measure is a ratio comparing actual payments to predicted revenues. This measure provides an indication
of not only how well industry is complying with MMS regulations and reporting guidelines, but also the effectiveness
of MMS regulations and oversight at driving compliance. Utilizing the results from this measure, MMS coordinates
with select companies to resolve issues and improve timeliness and accuracy of future reporting. In FY 2006, the MMS
measured calendar year (CY) 2003 royalty payments and determined that company payments were 98.5 percent of
predicted revenues (for properties representing about 75 percent of all CY 2003 royalties).

The MMS has recently implemented new aggressive compliance goals aimed at shortening the compliance cycle and
increasing the percentage of revenues being reviewed and/or audited within three years. The MMS is continuing to
expand compliance coverage within the shortened compliance cycle to ensure that the Government is realizing fair market
value, and that companies comply with applicable laws, regulations and lease terms. In FY 2006, the MMS achieved its
highest-ever level of contemporaneous (within 3 years) compliance coverage by confirming reasonable compliance on
72.5 percent of all CY 2003 royalties. In addition, in October 2005, the MMS’s audit program received an unqualified
peer review opinion from an independent certified public accounting firm stating that the system of quality control for the
MMS audit function has been designed to meet the quality control standards established by the Comptroller General and
to provide MMS with reasonable assurance of conforming with applicable auditing standards, policies, and procedures.
The opinion was issued with no material weaknesses and no reportable conditions.
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