
Summary
Department
The Department of Energy should:
•	 improve	controls	over	its	royalty	adjustment	

note	disclosure—see	next	column	
•	 ensure	bioenergy	grant	recipients	comply	with	

grant	agreements—see	page	96

We	repeated	our	recommendation	to	the	
Department	to	improve	processes	to	recognize	
royalty	revenue	estimates	as	we	continued	to	
identify	accounting	errors	and	inconsistencies	in	the	
methods	applied	for	bitumen	royalty	estimation—
see	page	97.		
 
The	Department	has	implemented	our	
October	2009	recommendations	to	improve	
controls	over	the	revenue	forecasting	system—see	
page	98.	
 
Energy Resources Conservation 
Board 
The	ERCB	has	implemented	our	October	2005	
recommendation	to	improve	its	systems	for	
monitoring	the	timeliness	of	oil	and	gas	companies’	
suspension	and	abandonment	of	oil	and	gas	sites—
see	page	98.

For	outstanding	previous	recommendations	to	the	
organizations	that	form	the	Ministry,	please	see	our	
outstanding	recommendations	list	on	page	159.
 

Findings and recommendations
Department
Matters from the current audit 
Improve	controls	over	royalty	adjustments	
note	disclosure
Background
The	financial	statements	of	both	the	Ministry	
and	Department	include	a	note	disclosure	that	
quantifies	the	oil	and	gas	royalty	reduction	
programs.	As	stated	in	the	note	disclosure,	the	
intent	of	these	programs	is	to	encourage	industry	
to	produce	from	wells	which	otherwise	would	not	
be	economically	productive.	The	dollar	amount	
of	royalty	adjustments	is	significant	and	provides	
additional	information	to	users	of	the	financial	
statements	when	analyzing	royalty	revenues.

Recommendation: Improve controls over 
royalty information

13 RECOMMENDATION

We	recommend	that	the	Department	
of	Energy	improve	its	controls	over	the	
completeness	and	accuracy	of	royalty	
information	disclosed	in	the	financial	
statements.

Criteria: the standards for our audit
Effective	controls	over	amounts	included	in	
significant	note	disclosures	are	necessary	to	allow	
for	an	appropriate	understanding	of	the	financial	
statement	amounts.
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Our audit findings
Key findings

 • One	program	was	included	in	the	royalty	
adjustment	note	disclosure	using	amounts	over	
multiple	years	rather	than	the	current	year,	
resulting	in	a	$454	million	overstatement	in	the	
amounts	disclosed	in	the	notes	to	the	fiinacial	
statements.

 • Three	programs	were	not	included	in	the	
royalty	adjustment	note	disclosure,	resulting	
in	a	$125	million	understatement	in	the	
amounts	disclosed	in	the	notes	to	the	fiinacial	
statements.

The	Department’s	process	to	review	and	verify	
the	accuracy	and	completeness	of	the	royalty	
adjustment	amount	disclosed	in	the	financial	
statements	is	not	operating	effectively.	We	
found	that	the	natural	gas	deep	drilling	program	
was	incorrectly	included	cumulatively	from	
January	1,	2009,	which	resulted	in	a	$454	million	
overstatement.	Also,	we	found	that	three	
programs:	shale	gas,	coalbed	methane,	and	
horizontal	gas	and	oil	new	well	royalty	rates,	were	
not	included	in	the	amount	disclosed	in	the	note,	
which	resulted	in	a	$125	million	understatement.	
The	errors	were	corrected	by	the	Department.	
The	misstatements	in	the	royalty	adjustments	note	
disclosure	did	not	have	an	impact	on	the	royalty	
revenue	amounts	recorded	in	the	statement	of	
operations.

Implications and risks if recommendation 
not implemented
Without	effective	controls	and	review	of	amounts	
included	in	the	royalty	adjustments	note	disclosure,	
the	amounts	could	be	significantly	misstated.	This	
could	result	in	users	of	the	financial	statements	
being	misinformed	about	the	amount	of	royalty	
reduction	programs.

Ensuring	compliance	with	terms	of	
bioenergy	grant	agreements
Background
The	bioenergy	producer	credit	grant	program	is	
provided	to	industry	to	encourage	the	development	
of	bioenergy	products,	including	renewable	fuels,	
electricity	and	heat.	For	the	year	ended	
March	31,	2012,	the	Department	paid	$42	million	
for	biofuel	initiatives.	The	funds	received	by	
recipients	are	based	on	the	amount	of	reported	fuel	
and	electrical	output.	Bioenergy	producers	who	
qualify	for	the	grant	submit	production	information	
in	order	to	receive	payment.	Additionally,	all	
grant	recipients	are	required	to	provide	annual	
reporting	on	a	number	of	items,	including	the	
energy	product	produced	and	sold,	the	production	
capacity,	greenhouse	gas	emissions,	as	well	as	the	
feedstock,	water	and	external	energy	consumed.	

Recommendation: Ensure compliance 
with terms of bioenergy grant agreements

14 RECOMMENDATION

We	recommend	that	the	Department	of	
Energy	ensure	that	recipients	under	the	
bioenergy	producer	credit	grant	program	are	
complying	with	their	grant	agreements.

Criteria: the standards for our audit
The	terms	and	conditions	of	grant	agreements	
should	be	enforced	to	ensure	compliance	and	to	
verify	the	program	objectives	are	being	met.

Our audit findings
Key findings

 • The	Department	does	not	have	a	process	to	
ensure	bioenergy	credit	grant	recipients	are	
submitting	annual	reports	as	required	by	their	
grant	agreements.

 • Five	of	six	grant	recipients	examined	had	not	
submitted	required	annual	reports.
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Annual	reports,	under	the	terms	of	the	grant	
agreements,	are	required	to	be	submitted	by	
grant	recipients	within	the	timeline	stipulated	
in	their	individual	agreements.	Based	upon	our	
examination	of	six	recipients,	we	found	that	five	
of	them	had	not	submitted	an	annual	report	within	
the	agreed	upon	timeframes.	At	the	time	of	our	
examination	in	early	May	2012,	the	annual	reports	
had	still	not	been	received.	The	one	other	recipient	
we	examined	had	submitted	a	report,	but	based	
on	the	information	included,	it	had	not	met	the	
requirements	of	the	grant	agreement.	We	did	
not	identify	any	documented	evidence	that	the	
Department	requested	or	followed	up	the	reports.

Implications and risks if recommendation 
not implemented
Without	timely	receipt	and	review	of	the	annual	
reports	from	bioenergy	producers,	the	Department	
may	not	be	receiving	the	information	it	requires	to	
assess	compliance	with	grant	agreements	and	to	
assess	whether	the	objectives	of	the	bioenergy	
producer	credit	program	are	being	met.

Matters from prior-year audits
Improve	processes	over	royalty	revenue	
estimates	recognized	in	the	financial	
statements—recommendation	repeated
Background
In our November 2011 Report (no.	13—page	89),	
we	recommended	that	the	Department	of	Energy	
improve	its	processes	over	bitumen	and	natural	gas	
royalty	revenue	estimates	included	in	the	financial	
statements.	We	repeat	this	recommendation	
because	we	continue	to	identify	errors	in	the	
bitumen	royalty	estimate	as	a	result	of	inconsistent	
application	of	estimation	methods.	

Recommendation: Improve processes 
over bitumen royalty revenue estimates 
recognized in the financial statements—
recommendation repeated

15 RECOMMENDATION

We	again	recommend	that	the	Department	
of	Energy	improve	its	controls	to	ensure	
consistent	application	of	methodology	used	
to	calculate	bitumen	royalty	estimates.

Criteria: the standards for our audit
The	Department	should	have	effective	and	
consistent	processes	for	significant	and	complex	
estimates	to	ensure	the	accuracy	of	royalty	
revenues	recorded	in	the	financial	statements

Our audit findings
Key findings

 • Two	misstatements	in	the	financial	statements	
were	identified,	resulting	in	$34	million	of	
bitumen	royalty	revenue	adjustments.	

 • Control	weaknesses	previously	identified	in	the	
natural	gas	royalty	revenue	estimation	process	
have	been	resolved.

Based	upon	our	examination	of	the	bitumen	royalty	
estimate,	we	identified	two	misstatements	that	the	
Department	subsequently	adjusted:
•	 updated	information	received	from	two	

producers	was	not	incorporated	into	the	
estimate,	which	resulted	in	misstatements	of	
$20	million

•	 $14	million	in	errors	resulting	from	end	of	
period	statement	adjustments	filed	by	oilsand	
producer	not	being	reflected	in	the	financial	
statements
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Past Recommendations
Outstanding Recommendations

The	inherent	risk	of	misstatement	for	the	bitumen	
royalty	estimate	is	high,	due	to	the	amount,	
frequency	and	timing	of	information	being	
received	to	compile	the	estimate.	This	makes	
effective	controls	and	processes	to	mitigate	
that	risk	very	important.	We	did	note	that	the	
Department	has	been	increasingly	proactive	in	
identifying	and	communicating	new	transactions	
that	impact	bitumen	royalties	to	reduce	the	risk	of	
misstatements	in	the	estimate.	However,	due	to	
the	errors	identified,	which	are	similar	in	nature	to	
those	found	in	the	prior	year,	we	have	repeated	our	
recommendation	to	the	Department	to	improve	its	
processes	to	ensure	methods	for	bitumen	royalty	
estimation	are	consistent	and	accurate.

For	the	natural	gas	royalty	estimate,	we	had	
previously	identified	a	control	weakness	
whereby	key	cost	adjustment	information	used	
in	the	calculation	of	the	estimate	was	not	being	
reviewed	at	the	appropriate	time,	which	resulted	
in	a	significant	late	adjustment	to	the	financial	
statements.	Based	upon	our	follow-up	of	this	
process,	we	verified	that	the	review	is	being	
completed	well	in	advance	of	the	preparation	of	the	
draft	financial	statements.

Implications and risks if recommendation 
not implemented
Estimates	comprise	a	significant	component	
of	royalty	revenues;	thus,	if	assumptions	and	
calculation	methods	are	inconsistent,	the	risk	of	
material	financial	misstatement	is	increased.

Improve	controls	over	the	revenue	forecast	
system—implemented	
Our audit findings
The	Department	implemented	our	October 2009 
Report	recommendation	(no.	21—page	199)	
to	improve	its	controls	and	documentation	of	
the	revenue	forecast	model.	Based	upon	our	
examination	of	the	forecast	model,	we	found	that	
the	documentation	has	continued	to	improve,	
and	now	includes	information	related	to	all	critical	
elements	of	the	forecast	model.	There	is	also	a	
process	to	update	and	modify	the	documentation	
as	necessary.

Energy Resources Conservation 
Board
Matters from prior-year audits
Improve	system	for	monitoring	timelines	
of	oil	and	gas	companies’	suspension	
and	abandonment	of	oil	and	gas	sites—
implemented
Background
In	2004–2005,	we	audited	systems	the	ERCB	had	
in	place	to	ensure	oil	and	gas	wells,	facilities	and	
pipelines	were	being	appropriately	suspended	
and	abandoned.	Based	on	our	examination,	we	
recommended	in	our	October 2005 Report 
(no.	30—page	173)	that	ERCB	improve	its	
systems	for	monitoring	the	timeliness	of	oil	and	
gas	companies’	suspension	and	abandonment	of	
oil	and	gas	sites.	In	2012,	we	conducted	follow-up	
work	to	assess	ERCB’s	progress	in	implementing	
the	recommendation.	Thus,	the	scope	of	our	
audit	was	focused	on	determining	whether	ERCB	
had	a	system	in	place	to	evaluate	the	timeliness	
of	suspension	and	abandonment	to	provide	
information	for	decision	makers,	and	did	not	include	
ERCB’s	program	to	manage	the	risks	of	aging	
infrastructure,	and	any	possible	related	financial	
liability.	

Our audit findings
Overall,	we	found	that	ERCB	established	a	system	
to	monitor	activities	of	inactive,	suspended,	and	
abandoned	wells,	pipelines	and	oil	field	waste	
management	facilities.	The	monitoring	program	
was	developed	to	assist	ERCB,	and	its	regulatory	
comittee,	in	making	an	informed	assessment	when	
considering	existing	processes	and	potential	future	
changes.	Of	a	broader	scope	than	the	monitoring	
program,	which	is	primarily	focused	on	monitoring	
timeliness,	ERCB	has	also	initiated	a	program	to	
manage	the	risks	of	aging	infrastructure,	and	the	
related	financial	liability.	Two	components	currently	
underway	are	inactive	facilities	suspension	and	
abandonment	requirements,	and	potential	timelines	
for	inactive	well	abandonment.	These	activities	
were	not	within	the	scope	of	the	audit.
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