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The Historical Accounting Plan for Individual Money Accounts

EXECUTIVE SUMMARY

The U.S. Department of the Interior (Interior) is presenting a Plan to conduct a historical
accounting for about 260,000 Individual Indian Money (1IM) accounts as directed by the
United States Didtrict Court for the Digtrict of Columbia (Court).! The work described in
this Plan is expected to take five years to complete *™ is preliminarily estimated to cost
approximately $335 million. The successful implementation of this Plan is dependent
upon sufficient gppropriations.

Interior intends to conduct the historical accounting by a combination of: (1) transaction
by-transaction reconciliation methods (al transactionsin certain account types), (2)
reconciling dl transactions over a certain dollar threshold, and (3) reconciling a satigtica
sample of lower dollar-vaue transactions. By using these different methods, Interior
believesthe [IM account holders will receive their Historical Statements of Account
much sooner than if atransaction-by-transaction method for al 1M accounts was used.
Further, the I1IM account holders should aso be able to place a high degree of confidence
in the accuracy of those Statements.

Interior plans to separate the higtorica accounting into three distinct types of 11M
accounts. These types are Judgment and Per Capita |IM accounts, land-based 1IM
accounts, and Special Deposit accounts. The reconciliation process will be different, and
appropriate, for each type of account.

»  For the approximately 42,200 Judgment and Per Capita llM accounts, Interior
intends to reconcile 100 percent of the transactions in each account transaction
history, using transaction-by-transaction methods.

»  For the approximately 200,000 land-based [1M accounts, Interior intends to
undertake the historical accounting using both transaction-by-transaction and
datistica methods. Interior plansto reconcile al transactions that are equd to or
greater than $5,000, which in aggregate represent more than $1.5 billion, or 45
percent of the post-1985 dollar throughput of the land-based IIM accounts.
Interior intends to examine transactions that are less than $5,000 through the use
of gatigticaly vaid samples. Two datisticaly vaid samples of about 80,000
transactions each will be selected from the Electronic Records Era (1985-2000).
A smilar gpproach will be used to sample transactions from the Paper Records
Era (pre-1985). Thisdatidticaly vaid sampling methodology is expected to
result in Interior being able to determine the accuracy rate of the historica
accounting within each of the strata with 99 percent confidence.

»  For the approximately 21,500 Specia Deposit accounts, Interior intends to
pursue a project to distribute the funds to the proper owners and to close those
accounts.

1 Cobell v. Norton, 226 F. Supp. 2d 1, 148 (D.D.C. 2002).
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Interior also plans to conduct a number of system tests of the historicd 1IM Trust Fund
operations to determine whether the various systems have been functioning properly.
Taken together with the Judgment and Per Capita, land-based, and Special Deposit
account reconciliations, the system tests are intended to show whether there was integrity
in the overadl processes and systems used to administer the IIM Trust Fund for the period
at issue.

The higtorical accounting described in the Plan covers dl [1M accounts that were open as
of December 31, 2000, and al 1M accounts that were open as of October 25, 1994, or
opened thereafter, but closed as of December 31, 2000.

Interior has engaged 14 conaulting firmsto assg it in the historical accounting effort,
including five accounting firms (four of which are among the five largest firmsin the
United States), the largest commercia trust operator in the United States, two historian
firmswhich have specidized in Indian issues for many years, and firmsto assist in
datigtical maiters, trust lega matters and other aress pertaining to historica accounting.
Representatives from these firms have been instrumentd in designing the Plan Interior is
submitting to the Court.

At the end of the historical accounting process, Interior intends to be in the position to
provide each [IM account holder with a Historical Statement of Account with sufficient
information o that they can readily ascertain whether Interior has faithfully carried out

its 1M Trust Fund accounting duties. Interior plansto provide information on how much
money was credited to each account and from what sources, the amount of interest
credited to each account, and the disbursements made from the account. Interior intends
to provide its assessment of the accuracy of the account transaction history. This
information should enable I11M account holders to ascertain whether their money has been
properly accounted for.

Interior also intends to be in the pogtion to provide the [IM account holder with
information regarding their land assets as of December 31, 2000. Theinformation on
assetswill be prepared by the BIA Land Title and Records Offices as a separate part of
the package to be provided to 1M account holders. Together with the Historical
Statements of Account, thiswill provide 1M account holders more information on their
trust assets as of December 31, 2000. In the future, Interior intends to provide alisting of
trust assets dong with areport on the management of the funds generated from those
assets and from other sources with each quarterly statement.

Overdl, Interior’s Plan is designed to dlow Interior to draw conclusions regarding the
accuracy of the account transaction histories and the integrity of the overal processes and
systemns used to administer the [IM Trust Fund for the period at issue. Moreover, Interior
believes the implementation of this Plan will provide an important part of the foundation
upon which to perform its [IM Trust Fund accounting obligations in the future,
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. INTRODUCTION TO THE HISTORICAL ACCOUNTING PLAN

The U.S. Department of the Interior (Interior) is presenting this Plan to conduct a
higtorical accounting for about 260,000 Individua Indian Money (11M) accounts as
directed by the United States District Court for the District of Columbia (Court).

Interior estimates that the accounting will take five years and cost $335 million. Thereis
ahigh levd of uncertainty in the cost estimates for the historical accounting project
because many parameters continue to be refined and could significantly change the
edimates developed. The successful implementation of this Plan is dependent upon
sufficient gppropriations.

Interior has made the performance of a historical accounting of 1M funds a priority. In
July 2001, the Secretary established the Office of Higtorical Trust Accounting (OHTA).
OHTA isengaged in the ongoing process of performing historica accountings for
individua accounts and verifying their accuracy. Asof November 1, 2002, Interior has
reconciled 14,235 Judgment accounts with balances totaling over $40 million and has
made substantia progress on reconciling asignificant number of transactionsin Per
Capita accounts.

Interior intends to reconcile the account transaction histories of dl 42,218 Judgment and
Per CapitallM accounts on a transaction-by-transaction basis by examining the origina
financid documents and related records to determine whether the transaction, as
recorded, accurately reflects the proper alocation of collection, interest, or disbursement
of funds (reconciliation). For the land-based IIM accounts, Interior intends to reconcile
al transactions that are equa to or greater than $5,000. In addition, Interior proposes to
review and test the accuracy of dl transactions that are less than $5,000 through the
examination of gatigticaly valid samples. For the Specid Deposit accounts (SDAS) that
areinactive, Interior intends to pursue a project to distribute the funds to the proper
owners. Interior dso intends to conduct system tests to assess the underlying rdiagbility
of the IIM Trust Fund system.

Upon completion of the historical accounting, Interior will be in a postion to provide

each [IM account holder a Historica Statement of Account detailing the account
transaction history. Interior will dso bein aposition to provide each 1M account holder
with its conclusions about the accuracy of the account transaction history and the account
balance as of December 31, 2000. Examples of quarterly account statements provided to
account holders areincluded in Appendix A — Examples of Quarterly Statements of
Account to Account Holders.

Interior has assembled a group of contractorsto assigt it in conducting this Plan.
» Accounting Firms— A totd of five accounting firms are under contract to

OHTA and working on projects dready underway. Theseinclude: (1) Chavarria,
Dunne & Lamey LLC (CD&L), (2) Ddoitte & Touche LLP, (3) Ernst & Young

1 Cobell v. Norton, 226 F. Supp. 2d 1, 162 (D.D.C. 2002).
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LLP, (4) Grant Thornton LLP, and (5) KPMG LLP. Theseinclude four of the
five largest accounting firmsin the United States. The other firm—CD& L—has
experience with numerous Bureau of Indian Affairs (BIA) and Office of Specid
Trustee for American Indians (OST) projects over the years.

e Commercial Trust Operations— The Bank of America, which has the largest
commercid trust operation in the United States, is actively advisng OHTA.

o Satistical Consultant — The Nationa Opinion Research Center (NORC), an
dfiliate of the University of Chicago, has been working with OHTA.

* Historians— Morgan, Angel & Associates, L.L.C., and Historica Research
Associaes Inc., which have specidized in Indian issues over the years, are under
contract to OHTA to provide information on leasing, the alotment process,
reservation histories, and other matters.

e Trust Legal Advisor — The Washington-based law firm, Hughes & Bentzen
PLLC, hastrust law expertise, and is providing expert trust law advice.

* Integration Contractor — Booz Allen and Hamilton, Inc. has been working with
OHTA providing information technology consulting, management coordination,
and assistance for over ayear.

» Information Technology Security Advisor — OHTA has engaged Government &
Business Solutions Inc. to provide consulting on security of trust data and
information technology security advice.

e Cost Estimating and Control — Upper Mohawk Inc., an Indian-owned business,
provides cost estimating and cost control consulting to OHTA.

*  Geology Consultant — OHTA had previoudy employed Gustavson Associates
for assstance in identifying records reating to oil and gas leases on Indian
alotted lands. Gustavson works with a number of U.S. government agencies on
issues related to minerad leases (and may retain the firm—or another firm—in the
future).

Interior is confident that the hitorical accounting described in this Plan will provide a
reasonable basis for resolving questions that have been raised about 1M Trust Fund
management in the past. Interior also believes that the historical accounting will provide
areasonable foundation on which to perform its [IM Trust Fund accounting obligations
in the future.
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. OVERVIEW OF THE HISTORICAL ACCOUNTING PLAN

The United States holds gpproximately 10 million acres of land in trugt for individud
Indians. Interior manages revenue-producing activities on those lands, including oil and
gas leases, farming and grazing, and timber harvesting. Beneficid ownership is divided
among some four million interests and Interior must dlocate the revenues accordingly.
Interior dso handles financid accounts for individua Indians—Individua Indian Money
(11M) accounts—into which these revenues and other funds flow.

The American Indian Trust Fund Management Reform Act of 1994, Pub. L. No. 103-412,
108 Stat. 4239 (1994 Act), requires the Secretary to “account for the daily and annua
baance of dl funds hed in trust by the United States for the benefit of an Indian tribe or
anindividua Indian which are deposited or invested pursuant to the Act of June 24,

1938." 25U.S.C. §4011(a).

Section 4011 of the 1994 Act speaks in the present tense and imposes on Interior duties
for the benefit of holders of 11M accounts open &t the time of enactment. Initsorigind
understanding of the statute, Interior believed that the 1994 Act defined Interior’s
prospective accounting obligations, but left the recondiliation of any higoricd
inaccuracies to the Secretary’ s discretion. On December 21, 1999, the Court issued a
judgment declaring Interior in violation of applicable legd obligations?® The Court
concluded that the gtatutory duty to account for funds applied not only to monies
deposited following enactment of the 1994 Act, but extended to al fundsheld in the [IM
Trust Fund.®

The Court of Appeds subsequently affirmed most aspects of the Court'sruling.* The
Court of Appealsdeclared that “* All funds' [in Section 4011(a)] means all funds,
irrespective of when they were deposited (or at least s0 long as they were deposited after
the Act of June 24, 1938).”> The Court of Appeals questioned “how one can give afair
and accurate accounting of all accounts without first reconciling the accounts, taking into
account past deposits, withdrawals, and accruas.”® In other words, the Court of Appedls
could not understand how Interior could give a proper account of existing 1M accounts,
as required by the 1994 Act, without doing a historical accounting of those accounts, i.e,
without considering account transactions prior to October 25, 1994, that might affect the
current balances.

2 Cobell v. Babbitt, 91 F. Supp. 2d 1 (D.D.C. 1999).
3
1d. at 40-41.
4 Cobell v. Norton, 240 F.3d 1081, 1086 (D.C. Cir. 2001).
® |d. at 1086 (emphasisin origindl).

® |d. at 1102 (emphasisin original).
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Inlight of these rulings, Interior recognizes that it has a duty under Section 4011(a) to
account for “dl fundsheld in trust” as of the date of the 1994 Act (and theregfter),
including a duty to account for the pre-October 25, 1994 “history” of those funds.”
Accounting for this pre-October 25, 1994 “history” iswhat is meant by theterm
“historical accounting.”® Interior also recognizes, as the Court of Appedls stated, that the
duty to account for fundsin accounts open as of 1994 may extend as far backwards as
1938, the date referenced by the 1994 Act, which provides that Interior “shal account for
the daily and annua balance of dl fundsheld intrust . . . which are deposited or invested
pursuant to the Act of June 24, 1938.”°

On September 17, 2002, the Court ordered Interior to “file with the Court and serve upon
plantiffs a plan for conducting a historical accounting of the [IM trust accounts.” *°

Interior believes this Plan is the best means of fulfilling Interior’s Satutory duties within
areasonable period. The Plan builds upon progress aready made, including the ongoing
work in performing hitorica accountings for 11IM accounts and verifying their accuracy.

Ultimately, Interior intends to be in a position to provide eigible 1M account holders an
account transaction history—that isahistory of dl transactionsin their accounts back to
the inception of their accounts or to the passage of the Act of June 24, 1938, whichever is
later. Interior proposesto verify the accuracy of 1IM account transaction historiesusing a
combination of (1) transaction-by-transaction reconciliation to underlying documentation
and (2) gatigticad sampling techniques, a course specificaly left open by the Court and

the Court of Appedls.!

This proposed course differs from the approach described in Interior’ s July 2, 2002,
Report to Congress on Historical Accounting of Individual Indian Money Accounts

" Interior intends to present legal issues that might affect the scope of the historical accounting to the Court
by way of summary judgment motions.

8 The term “historical accounti ng” does not appear in the 1994 Act.

9 25U.SC. §4011(a).

10 Cobell v. Norton, 226 F. Supp. 2d 1, 162 (D.D.C. 2002). AsInterior’s brief filed in the Court of Appeals
in Cobell v. Norton, No. 02-5374 (D.C. Cir.) explains, Interior believes that the Court’ s order should not
have issued.

1 see cobell v. Babbitt, 91 F. Supp. 2d at 40 n.32 (noting that the Court was “ not ruling upon what
specific form of accounting” might be required by the 1994 Act, including “whether an accounting
accomplished through statistical sampling would satisfy defendants’ statutory duties”); Cobell v. Norton,
226 F. Supp. 2d at 116 (“[T]he Court agrees with the defendants that in the Phase | trial ruling it did not
prescribe a specific accounting method for the agency to employ . .. [I]tisimportant to note that the Court
correctly refrained at that time from ordering Interior to use a specific accounting method.”); see also
Cobell v. Norton, 240 F.3d at 1104 (“ The district court explicitly left open the choice of how the accounting
would be conducted, and whether certain accounting methods, such as statistical sampling or something
else, would be appropriate. Such decisions are properly left in the hands of administrative agencies.”).
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(Report to Congress) in its proposed use of daigticd sampling as ameans of verifying
the accuracy of account transaction histories.

Statigtica sampling was previoudy considered by Interior for meeting its 1994 Act
obligations. Shortly after taking office in February 2001, Secretary Norton “‘ opted to
follow’ former Secretary Babhitt’ s decison to use the statisticd sampling method to
perform a historical accounting.”*? However, following this decision, the Court, in
contrast to the view dstated in its 1999 opinion and reaffirmed in its September 17, 2002,
opinion, twice indicated in remarks from the bench that use of Satistical sampling would
be contemptuous.™® In light of those remarks, Interior decided not to propose the use of
datigicd sampling in its Report to Congress. Instead, the Report to Congress described
a transaction-by-transaction reconciliation of dl the transactionsin every 1M account
that ever existed, and concluded that such areview would cost at least $2.4 hillion and
take ten years or more to complete. The cost estimate indicated by the Report to
Congress a0 reflected the cost of doing a historical accounting for al accounts open at
any date with regard to monies deposited at any time, even previous to the statutory date
of 1938. Such an accounting would exceed that required by Section 4011.

It should be noted that this Plan does not contemplate performing historical accounting
work for the closed accounts of deceased predecessors of current 11M account holders.
Generd trust law principles support the assumption of correctness of any property
distribution made to a current account holder through the distribution of a probated estate.
In other words, in providing afull accounting to a current account holder, atrustee is not
aso required to provide an accounting of the account from which the property was
inherited. The reasonsfor this are well established. Traditionally, atrustee provides an
accounting to current beneficiariesin order to state “what property has been received . . .
and what funds have been paid out and for what purpose”** atrustee should not be
obligated to prove the vdidity of each underlying transaction in the account for the
previous beneficiary.

12 cobell v. Norton, 226 F. Supp. 2d at 42. The use of statistical sampling as described in thisPlanis
substantially different than the use previously contemplated, which proposed to use sampling as the only
means for conducting the historical accounting. This Plan proposes the use of statistical sampling as one of
the means of verifying the accuracy of the account transaction histories.

13 Heari ng Tr. of Status Call 29:17-19 (Oct. 30, 2001) (Secretary’ s decision to use statistical sampling “was
so clearly contemptuous” that it did not understand “what it is that we are going to try” in the contempt
trid); Tria Tr. 4386:16-21 (Feb. 13, 2002) (“I commented on your having signed that February 2001
memorandum endorsing Secretary Babbitt’s statistical sampling approach rather than the historical
accounting that | had outlined in my order, and | had said from the bench that | thought your signature on
that document was clearly contemptuous.”).

1% e George T. Bogert, Trusts 8§ 142 (Practitioner’s ed. 1987) (the obligation to provide an accounting is
placed on atrustee "in order that the beneficiary may learn by awritten, orderly statement what property
has been received by the trustee, and what funds have been paid out and for what purposes, and may then
object to the account . . ."); William F. Fratcher, Scott on Trusts § 172 (4th ed. 1987) (trustee's accounts
"should show what he has received and what he has expended.").

January 6, 2003 -3



TheHigorical Accounting Plan for Individual Indian Money Accounts

Thisis particularly the case where the underlying transaction is a probate order. With
respect to probate, there are typicaly procedures for both notice to interested parties and
ahearing, and resulting probate orders are presumptively valid. Moreover, once the
probate order is issued, there are established rehearing and appedl rights and procedures
for seeking to reopen the probate proceeding even after these rights have been exhausted
or have expired. For these reasons, it is reasonable for a trustee to rely on the probate
order as acorrect statement of the property due the beneficiary, and the trustee is not
required to conduct an accounting of the decedent’ s trust account in order to provide a
full accounting of the trust account of the current beneficiary. If acurrent 1IM account
holder has questions about the correctness of a property distribution, they can beraised in
the appropriate proceeding, but not through a request for an accounting of the trust
account.

Not al revenues generated from Indian trust lands are collected and managed by Interior.
Some revenues are paid directly to the Indian owner of the land by alessee or other
debtor. Aspart of its historical accounting, Interior does not intend to account
higoricdly for funds generated from trust lands that were paid directly to the Indian
owner of the land without ever coming into Interior’s possesson. Such funds were never
“held in trust by the United States’ and therefore do not fal within the requirement in the
1994 Act that Interior account for “al funds held in trust by the United States.” >

Finaly, Interior notes that the historica accounting period will close on December 31,
2000. Asof that date, the relevant Interior offices were fully converted to the Trust
Funds Accounting System (TFAS). Account information recorded since December 31,
2000, will be consdered current accounting activity.

15 25 u.sC.84011(a).
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1. ACCOUNTING METHODS

Overview

For purposes of this Plan, historical accounting is the presentation to each 11M account
holder of his’her account transaction history—aligting of dl transactionsin an 1M
account—and a statement regarding the accuracy of those transactions. For the post-
1985 period, Interior’ s systems contain eectronic ledger data for each 1IM account. The
account transaction histories for 1IM accounts that existed prior to 1985 remain to be
compiled from paper ledgers. To verify account transaction histories, Interior intends to
reconcile transactions by examining the origind financid documents and related records
to determine whether the transaction, as recorded, accurately reflects the proper
dlocation of collection, interest, or disbursement of funds (reconciliation).

Interior intends to conduct a historica accounting of al 1IM accounts that were open as
of December 31, 2000, and al 1M accounts that were open as of October 25, 1994, or
opened thereafter, but closed as of December 31, 2000.

ThelIM Trust Fund contains three primary types of accounts™®

Judgment and Per Capita Accounts — Accounts established for individua
Indians to receive funds from tribd digtributions of litigation settlements and
tribal revenues, respectively;

Land-based Accounts — Accounts for individud Indians to receve revenues
derived from interests in dlotted land; and

Specia Deposit Accounts — Temporary accounts for the deposit of funds
that cannot immediately be credited to the rightful account holders or owners.

Table 111-1 below shows the number of accounts and the account bal ances associated
with these accounts. Additiond data are avalable in Appendix B — 1M Account Data.

Tablel11-1 — Accounts Open as of December 31, 2000

Account Type Number of Accounts Ac(?r?%n:nﬁﬁgnsges :Z‘Ie,\;lcir;tu(;{
Fund
Judgment and Per Capita 42,218 $150.3 36
Land-Based 193,766 198.0 48
Specid Deposit 21,415 67.9 16
Totals 257,399 $416.2 100

Source: Office of Trust Funds Management, December 31, 2000, IIM Statistics Report.

18 Thereisafourth kind of account in the IIM Trust Fund. These are known as Other Administrative
Accounts and are used for internal operations.
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The historical accounting methods will be different and gppropriate for each of these
account types. Another component of the accounting work assesses the retrospective
functioning of the IIM accounting sysem asawhole. Overal, the Plan for the historical
accounting is designed so that the Plan components, in the aggregete, alow Interior to
verify that the transaction histories of the 1M accounts are correct. These components
are explained in more detail below, with reference to descriptive data, accounting
processes, work plan schedule, and cost factors unique to each account type or
component.

Interior plans to undertake the historica accounting by initidly addressing dl Judgment
and Per CapitallM accounts. Concurrently, Interior plans to address land-based [1M
accounts in two phases. Thefirg phase will examine transactionsin the Electronic
Records Era, approximately 1985 through December 31, 2000. The second phase will
examine transactions in the Paper Records Era, 1938 through 1984.

In addition, Interior proposes to address two other components related to the historical
accounting—SDASs and retrospective system tests. Interior will work to properly
disburse funds from inactive SDAs and close those accounts. As discussed further at the
end of this section, severa system tests will be performed on the IIM Trust Fund at the
agoregate leve to assessits underlying reliability. Interior aso plansto bein apogtion

to provide some summary information to 1IM account holders regarding their ownership
of land assets, which will be prepared by the BIA Land Title and Records Office
(LTRO).

Judgment and Per Capita |[IM Accounts

I ntroduction

When atribe receives money as part of alega judgment or negotiated settlement, the
tribe may eect or be required to pass dong some, or dl, of the money to its enrolled
members or their descendents. Similarly, other income to the tribe may be digtributed as
per capita payments to its members. In these instances, funds are ditributed to tribal
membersin accordance with atriba resolution specifying the amount of the payment and
the digibility of membersto receive payment. In most cases, money is distributed
directly to triba members; however, for minors or other triba members who are not
digibleto recelve adirect payment, the money is deposited on their behdf into an [IM
account.

Groups of Judgment and Per CapitallM accounts are usually established from a common
source and have an identical initial balance making these accounts more readily
reconcilable.
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Descriptive Data

Table 111-2 below shows the number of and ba ances associated with Judgment and Per

CapitallM accounts.

Table 111-2 — Judgment and Per Capita lIM Accounts Open as of
December 31, 2000

Account Type Number of | Account Balances | Percent of [IM
Accounts (in $ millions) Trust Fund
Judgment Accounts 33,205 $80.8 19
Per Capita Accounts 9,013 $69.5 17
Totals 42,218 $150.3 36

Source: Office of Trust Funds Management, December 31, 2000, |IM Statistics Report.

The Accounting Process

Accounting Methodology

Interior consdered a number of possible approaches that could be used to reconcile [IM
accounts. In evauating these gpproaches in relation to the various types of 1M accounts,

Interior determined that it was most suitable to use transaction by-transaction

reconciliation for Judgment and Per Capita accounts. Thisis because, for a specific
judgment or per capita payment, nearly al of the affected 11M accounts have identica
opening balances and balances as of December 31, 2000. This means an accountant can
efficiently reconcile anumber of transactions. Further, this type of account is not well-
suited for gatistica sampling, which is used when differences potentidly exist from

transaction to transaction.

In reconciling the 14,235 Judgment [IM accounts (with balances of approximately $40
million), Interior has employed the following process and intends to continue to gpply
this process to reconcile the remaining unreconciled accounts:

*  Query relevant databases, e.g., Integrated Records Management System (IRMS)
and TFAS, to produce account transaction histories,

e Usethe document index to identify potentia records boxes and their locations;

»  Search for and obtain relevant records to support and reconcile transactions;

»  Compare account details and identify types of documentation to support the
transactions, e.g., judgment award, use and distribution plan, triba resolution,

and certified tribd roll;
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» Cdculate interest earnings based on interest didtribution factors hisoricaly
established by the Office of the Specia Trustee Office of Trust Fund
Management (OTFM) and predecessor organizations and compare caculated
interest with interest actualy posted; and

*  Produce Higtoricd Statements of Account outlining transaction details for the
period tested.

Quality Assurance

Interior has retained the services of Grant Thornton LLP to provide quality control
overgght for 1M account reconciliation efforts. Grant Thornton' s role isto review the
overdl approach used to reconcile 1M accounts and andyze the results of reconciliation
efforts (see Appendix C — Quality Control). Grant Thornton’s review of the reconciled
Judgment and Per Capita |IM accounts involves evauating key documentation used to
support the account reconciliation and recaculation of interest from time of depost of the
digtribution into the 1M Trust Fund account through December 31, 2000. The quality
assurance review will determine whether the accounting practices have complied with the
standards in the Accounting Standards Manual, and its future revisons, established by
the OHTA within the Office of the Secretary.

Work Plan Schedule

Statements for gpproximately 13,000 reconciled Judgment 11M accounts will soon be
completed. Of the Judgment and Per Capita llM accounts remaining to be reconciled,
approximately 13,000 of these are proposed to be completed in FY 2003; approximately
15,000 accounts are anticipated to be completed in FY 2004.

Cost to Completethe Work

Interior estimates that it will cost gpproximately $2.5 million to reconcile the remaining
Judgment and Per CapitalIM accounts.

Land-Based | IM Accounts

| ntr oduction

Land-based I1M accounts are accounts of individua Indians who have ownership
interest(s) in dlotted lands and who receive revenues through their 11M accounts from
activities associated with the lands. Sources of revenue include surface leases from
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farming and grazing, sde of timber, subsurface leases (e.g., mining, oil and gas
exploration and production), and rights-of-way for roads, power lines, and other utilities.
Consequently, the historical accounting for land-based accountsis complex.

Thefractionation of alotment ownership further complicates thiswork. Fractionation is
the increasing partition of ownership as dlotments are divided among heirsin each
generation. As aconsequence, revenue receipts may be divided among dozens to more
than 1,000 individua owners of asingle dlotment. Further, many IIM account holders
have ownership interests in dlotments in severa locations, processed by different BIA
agencies, the revenue from which must be examined when relevant account transactions
are reconciled.

Descriptive Data

As of December 31, 2000, there were 193,766 land-based 1M accounts with an aggregate
balance of $198 million, congtituting 48 percent of the IIM Trust Fund balance. Figure
[11-1 illustrates the sources of revenue for land-based |IM accounts. These data are

drawn from transactions contained in TFAS. Further data can be found in Appendix B.

IRMS and TFAS include transaction histories for 11IM accounts from approximately 1985
to December 31, 2000—the “Electronic Records Era” The availability of eectronic
records alows Interior to define the accounts and transactions in the historica accounting
during this time frame, and provide summary information on the accounts.

Prior to 1985—the “Paper Records Era’—transaction records are in books, on cards, or
on other paper documents. The paper transaction records must be located, scanned,
coded, and the account information digitized to compile an eectronic account transaction
higtory for the IIM accounts included in the historical accounting. Until the eectronic
transaction histories are compiled, it will not be possible to determine relevant account
information, including how far back in time 11M accounts go, and how many transactions
occurred in each account included in the historical accounting.

The Accounting Process

Accounting Methods Considered

The higtoricad accounting for land-based [1M accounts consists of the account transaction
higtory and the verification of the transaction history. Accordingly, in seeking to
determine the accuracy of the account balances, Interior will undertake a historical
accounting that examines how much money was collected, whether the money collected
was accurately credited to the proper account, whether any interest earned on the money
was accurately credited to the proper account, and whether the recorded disbursements
from the account were properly documented.
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Interior analyzed various gpproaches to performing a historica accounting of land-based
[IM accounts. This process included consideration of severa options ranging from a
transaction- by-transaction accounting to various approaches employing saidica
techniques.

Figurelll =1 Land-Based IIM Accounts -
Receipts by Sourcefor Calendar Year 2000

Oil and Gas
Royalty Income
$ 16,993,749
23.5%

Oil and Gas

Bonus and

Rental Income

$ 803,305
1.1%

Forestry
$ 4,966,658
6.9%

Surface L eases
$ 49,473,109
68.5%

Receipts-- For Calendar Y ear 2000 for these revenue type receipts totaled
$72,236,821from atotal of $124.4 million.

SurfaceL eases-- Receipts as aresult of al types of real estate agreements, including farm and
pasture lease, range lease, sand and gravel sde, land sdle, right of way, and business.

Forestry -- Receipts as aresult of timber contracts or related timber operations.
Oil and GasBonus and Rental | ncome -- Receipts from |ease agreements.
Oil and Gas Royalty Income-- Receipts from income generated from producing wells.

Note that this figure does not include Judgment, Per Capita, Special Deposit, Interest and
Miscellaneous receipt data. Miscellaneous receipts ($ 52,139,493 for Calendar Y ear 2000) are
primarily coded as “miscellaneous,” “other,” or “transfers,” butmay aso include to a lesser extent
revenue types that do not fall into the previoudly defined categories, such as quarterly annuity
income, estate income, transfer from another account, transfer d estate income, transfer of funds
credit, among others.

Source: Chavarria, Dunne & Lamey LLCusing TFASdata.

A transaction-by-transaction accounting for al accounts (as described in the Report to
Congress) was considered by Interior. To date, members of the Senate Select Committee
on Indian Affairs, the House Committee on Resources, and the House Appropriations
Subcommittee on Interior and Related Agencies have expressed reservations regarding

the more than ten years time to complete and the estimated $2.4 hillion cost associated
with the historical accounting process described in the July 2, 2002, Report to Congress.
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For example, on a bipartisan bas's, the Chairman and Ranking Member for the House
Appropriations Subcommittee on Interior and Related Agencies recently wrote to
Secretary Norton thet they remain convinced

such a process [the process described in the Report to Congress)
would not yield the desired results, but instead would smply
drain resour ces away from effectively implementing trust
reform (emphasis added).*”

Smilaly, on December 9, 2002, the Chairman of the House Resources Committee
expressed concern over both the cost and length of time an accounting, as described in
the Report to Congress, would take to complete.'®

Findly, a aJduly 25, 2002, hearing before the Senate Committee on Indian Affairs
regarding the Report to Congress, Senator Ben Nighthorse Campbell stated

[t]here are alot of Indian people out there that are going to die
before (the historical accounting project is complete), waiting for
that money, if they have to wait 10 years*®

Interior has concluded that relying solely on the transaction-by-transaction accounting
gpproach is not warranted, and is confident that sampling is an effective technique to
verify the accuracy and completeness of the land-based 1M account transaction histories.
The use of sampling techniquesis supported, when conducted scientificaly, by powerful
mathematical theories that can predict how large a sample will be needed to achieve a
desired leve of accuracy — and these samples need not be huge. For example, firms use
datistical sampling to ensure that their product meets a qudity sandard. A sample that
examines only 500 out of 1,000,000 “widgets’ can alow the manufacturer to be about 99
percent confident that fewer than 1 percent of the production line may be defective.
Although the IIM higtorical accounting is a more complex problem, this means that larger
samples will be needed and more care must be taken in their selection.

The advantages of a datistica sampling gpproach are enhanced when combined with
other techniques. For this reason, Interior plans to implement the historical accounting
by using both transaction by-transaction and statistical methods. Interior plansto
reconcile 100 percent of the large dollar-vaue transactions and gatigticaly sample the
huge number of smaller transactions. Asaresult, Interior plans to complete the historical
acoounting of land-based accounts much sooner than a transaction-by-transaction

17 L etter from the Chairman and Ranking Minority Member of the House Appropriations Committee,
Subcommittee on Interior and Related Agencies, dated December 10, 2002.

18| etter from the Chairman of the House Resources Committee, James Hansen, dated December 9, 2002.

19 Transcript of oversight hearing before Senate Select Committee on Indian Affairs, July 25, 2002, page
3L
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accounting would permit, while achieving a high degree of confidence in the accuracy of
the results.

Interior plans to verify the transactions in land-based 11M accounts by reconciling all
transactions greater than or equa to $5,000 on a transaction+by-transaction basis for the
Electronic Records Era (asmilar method will be employed for the Paper Records Era).
Interior will reconcile gatisticaly vaid samples of smdler vaue transactions. These
samples will be drawn from two groups of transaction vaues — transactions from $500 to
less than $5,000, and transactions from $0 to less than $500. A discussion of the sample
design can befound in Appendix D — Sample Design Planning Report.

Assemble Transaction Histories and Other Preparation Activities

To prepare for verifying the land-based 11M account transactions, Interior plansto
compile the Electronic Records Era account transaction history from IRMS and TFAS.
Account transaction histories from the Paper Records Erawill be crested in an eectronic
format. Interior dso intends to gather the relevant supporting financia documents and
ownership information that will be needed to reconcile the transactions. An ongoing
records indexing process (see Appendix E — Indexing) will facilitate location of needed
records, after which the relevant records will be eectronicaly imaged and coded. The
coding process will alow the accountants to quickly access the images needed.

To verify revenue collection transactions, Interior will locate, as needed, the relevant
leases, contracts, or other instruments that define the alotted lands that are included in
the agreement to use Indian owned resources. Automated e ectronic systems that were
used to distribute the collection, such as the ownership modulein IRMS or other systems,
will be used to verify dlocation of funds. Interior will trace land ownership from the

land title recordsin the Land Records Information System (LRIS) or other systems that
have been used. Lease and ownership records are maintained by the BIA.

Additiondly, as part of the higtorical accounting, Interior hopesto request information
directly from the IIM account holders themsdlves. Interior intends to seek the Court’s
permission to send out amass mailing requesting account holdersto review their records
about their 1M accounts, and voluntarily respond by identifying any known issues with
their accounts and indicate the types and dates of recordsin their possession. This
request for information is intended to supplement — not supplant — Interior’ shistorical
accounting efforts. 1t may dert Interior to problems or issues that the accountings should
address.

The Federa Government retains a substantial number of records pertinent to 11M account
transaction histories. However, if necessary, Interior plansto seek financia records from
third parties such as oil companies and timber companies regarding their transactions on
dlotted Indian lands. Interior has not yet finalized the policies and procedures to collect
missng information although a draft of the Policy and Procedures has been prepared and
isundergoing internd review. Interior currently intends to:
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» Alert potentid third-party custodians of Interior’s efforts to locate and secure
possible missing trust-related information and request thet they retain this
information;

 |dentify information needed to conduct a complete historica accounting;

 ldentify and locate records held by third-party custodians; and
» Obtain third-party records.

Once the reviews of the draft policy are complete, it will be findized and included in the
Departmental Manual.

Verifying the Accuracy of the Account Transactions

The verification process for each transaction examined involves reconciling the amount
of the recorded transaction to both supporting financia documents and ownership
information.?° Interior intends to trace each collection transaction back to the original
source of the revenue, usudly alease or contract. At the point of collection, the revenue
isagross payment that must be dlocated to the IIIM accounts. To reconcile an individua
transaction, the lease or contract would be examined to determine the alotment or
dlotments rdated to the payment. The ownership interests in the dlotment would then
be used as the basis for verifying that the transaction under review was correctly divided
and properly dlocated to the 1IM account.

Interior intends to apply this method to dl the transactions that are verified. For example,
to verify the proper dlocation of a paymert for agrazing unit, Interior’ s accountants will
examine

» Therdated lease or grazing permit to ascertain which adlotments were or are
induded in the grazing unit; and

* Theownership interest of record for each respective alotment must be considered
to verify whether the grazing payment was properly divided according to
ownership interest, and the funds alocated to the proper accounts in the correct
amounts.

For disbursements, for example, Interior’s accountants will review any request for funds
fromthe [IM account holder, abill from avendor to whom the account holder had
requested payment on behaf of the account holder, the record verifying the issuance of a
check, and, where available, information confirming the check was paid.

FiguresI11-2 and 111-3 illugtrate these verification processes.

20 For example, in some cases, income from an allotment can be paid to the holders of life estates, who may
not be the beneficial owners of an allotment.

January 6, 2003 -9



TheHigorical Accounting Plan for Individual Indian Money Accounts

Figurelll-2
Verification of Collectionsfor 1M Accounts
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Figurelll-3
Verification of Disbursementsfor [IM Accounts

Dishursement

Accounting Method to be Employed

The accounting method for the land-based [1M accounts begins by Sratifying the
transactions by dollar vaue. Table 111-3 shows the divison into three strata of the
transactions and the aggregate amount of money associated with those transactions. Al

of the transactions greater than or equal to $5,000 (for the Electronic Records Era; a
amilar value will be selected for the Paper Records Era) will then be reconciled. Itis
Interior’ sintention to datistically sample transactions in the other two strata—more than
$0 and less than $500, and greater than or equa to $500 and less than $5,000—and each
seected transaction in the two samples will be reconciled (see Appendix D — Sample
Design Planning Report).
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Tablell11-3 — Transaction Data for Land-Based | IM Accounts

(1985-2000)
Number of Transactions by Value Groups
>$0t0<$500  $500t0 [$5,000 Totals
<$5,000
Number of Transactions 25,601,824 789,178 73511 26,464,513
Aggregate Throughput $828,962,549 | $999,599554 | $1,506,033,236| $3,334,595,339
Percent of Throughput 25% 30% 45% 100%

By reconciling al 73,511 transactions of $5,000 or grester, 45 percent of the dollar
throughput associated with the land-based [IM accounts in the Electronic Records Era
will be completely reconciled. The remaining transactions, more than 26 million, can be
accuratdly verified to a 99 percent confidence level usng agtatistical sampling approach
that will verify gpproximately 80,000 transactions from each of the two drata, i.e.,
together a sample of approximately 160,000 transactions.?*

The sampling drategy will include an analysis of the transactions that comprise each of
the two Strata. Interior’s statistical contractor, National Opinion Research Center
(NORC), will construct each sample so that it is representative of geographical locations
(BIA regions and agencies), and balanced with regard to types of revenue sources,
disbursements, and time periods. Stratification will reduce the variability in the sample
and contribute to a high degree of confidence.

Satidtica testing begins by identifying the population to be tested and by making
assumptions about the values of its “true” underlying atributes. It isthis“true’ attribute
vaue that the test will either accept or rgject. In this case, an assumption must be made
about the underlying “true’ error rate, i.e., the number of times reconciliation will show a
mistake was made if every transaction in the population was reconciled.”? Based on
previous work, e.g., the tribal reconciliation project and the “ Paragraph 19" project,
Interior’ s statistical consulting contractor isassuming a“true” error rate of 1 percent or
lessfor sample design and size purposes. If the sample results show that the sample has
an error rate greater than 1 percent, it will be concluded that the original assumption was
incorrect. A new assumption will be made based on the findings from the initia sample
and additional samples may be selected.

21 The transaction sample sizes of 80,000 were chosen to provide sufficient agency-level information such
that, for each stratum, statements about transaction error rates at the national level can be made with high
confidence. If the overall error rates are as low as assumed, the sample sizes also afford protection against
the possibility that, in some agencies and strata, the error rates may be somewhat higher than expected (see
Appendix D — Sample Design Planning Report for additional discussion).

22 | nterior plansto employ aset of de minimisrules, e.g., amisposting of atransaction (1) by $1.00, (2) 0.5
percent with limit of $5.00, or (3) some other appropriate measure will not be considered an error. Interior
iscurrently developing the de minimisrules.
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Interior intends to use a 99 percent confidence level in designing its samples. In other
words, if the statistical test accepts the assumed vaue of 1 percent or lessfor the
underlying error rate, the historica accounting will dlow Interior to sate, for each

gratum, that it is 99 percent confident that the Historica Statements of Account are 99
percent accurate. If Interior finds that some kind of systemétic error was taking place at a
location or for atime period, Interior plans to focus on this cluster of errorsin an attempt
to completely reconcile the affected transactions and eliminate the cluster from the

sample population.

Interior plans to employ the same basic strategy after the Paper Records Era account
transaction histories are created and made available electronicdly. Interior plans again to
divide transactions into the three rata. The stratum of transactions equal to or greater
than $5,000, or other appropriate vaue, will be 100 percent reconciled, and for planning
purposes is assumed to comprise as many as 100,000 transactions. In addition, Interior
plans to sample another set of transactions, perhaps 80,000, from each of the two
remaining strata drawn gatisticaly from the rest of the transactions (see further
discusson in Appendix D — Sample Design Planning Report).

Filling in Missing I nformation

It is certain that some gapsin the transaction history or in records and documentation will
be encountered during the historical accounting. Such gaps may range from asingle
missng document to missing account transaction higtories or to multiple missng
supporting documents.  Various options, including forensic accounting methods, can be
used to address gaps in documentation.

For example, using a comparable transaction approach, accountants can identify smilar
transactions and project expected transaction amounts. The projected amount could then
be cross-checked againgt actud collections as a second verification. This gpproach may
be especidly useful with regard to lease collections on multiple-alotment leases.
Secondary documents may be used in place of primary supporting documents that may be
missng. For example, even if abill of collection was missing, other collection or deposit
documents could be located to provide information regarding the allocation of payments.
It is aso possible to recongtruct missing transaction information by working fromthe
financid documents to bridge the gap.

In many ingtances, a pattern of regularity may exist to explain the transaction. For
example, amonthly bill (e.g., mortgage or car payments) may be missing, but the prior
and subsequent months' bills document a regular payment for which the account holder
had authorized payment. Other methods for addressing gaps in documentation may be
employed during the historical accounting project and will depend on the particular
circumstances presented.

As dated earlier, non-Federd third parties may have records that could serve as
supporting documentation.
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The absence of supporting documentation does not imply an error. The transaction may
gill be correct, it just cannot be completely checked. Interior plansto include this
information in the account transaction history, but Interior does not plan to include such
occurrencesin the calculated nationa error rates for the two statistical strata. However,
wherever thefilling of data gaps may increase the uncertainty in the esimates, this
uncertainty will have to be measured.

Quality Assurance Activities

Quadlity assurance isimportant and a part of every step in the process of verifying the
land-based 1IM accounts. Overal quality assurance measures are described in Appendix
C. Specific to the land-based [IM accounts, the results of the sampling design process
and the statements of statistical conclusions from the reconciliation of the sampled
transactions will be peer reviewed by quaified independent statisticians. The work of the
accounting firms in reconciling transactions will be reviewed interndly by the accounting
firm performing the work, and then reviewed again by Interior’ s independent certified
public accounting firm, Grant Thornton.

Work Plan Schedule

Verification of the transactions in the land-based 1M accounts will occur in two stages,
gtarting with the transactions from the Electronic Records Era, and proceeding to
transactions from the Paper Records Era. Verification of Electronic Records Erais
anticipated to begin by mid-FY 2003 and conclude late in FY 2005. Verification of
Paper Records Erais projected to begin in mid-FY 2004 and conclude in FY 2006.

Interior plans to start the reconciliation of transactionsin the Alaska Region because
dlotmentsin Alaska are comparatively recent, have been subject to limited fractionation

of ownership, and have revenue derived principaly from land sdes or leases. Thiswill
provide a good testing ground for Interior’ s records search procedures and the accounting
methods. The verification of the account transaction histories for land-based 11M
accounts will gtart in January 2003.

A contractor, under direction of the Office of Trust Records (OTR), has dready begun
work to index [IM financid and related records at records facilities in Albuquerque, NM,
and Lee's Summit, MO. OTR expects the contractor to complete thiswork by mid-FY
2004.

Cost to Completethe Work

Interior estimates the cost to complete the land-based portion of the [IM accounts to be
goproximately $200 million. More than two-thirds of the costs are for reconciling the
Paper Records Era transactions because this requires creating an electronic transaction
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history from the paper records, and assumes that missing records will increase costs for
reconciling each transaction. This estimate does not include adminigtrative and other
costs that gpply to the overdl historica accounting. Details on the costing assumptions
and calculaions are contained in Appendix F — Cost Assumptions.

Special Deposit Accounts

I ntroduction

SDAswere designed to be temporary accounts for the deposit of trust funds that cannot
immediately be credited to the rightful account holders. For example, a payment may be
received by the BIA for farming and grazing on triba lands and dlotted lands. The
payment is deposited in an SDA <0 that interest can be earned until the funds can be
alocated to the proper 1IM and tribal accounts. Once the farming and grazing payment
funds and associated interest earned have been transferred to the 11IM and Tribal accounts,
the SDA should have abalance of zero. The account can then be closed or reused to
temporarily hold other payments. A common example of SDAS crested prior to
December 31, 2000, involves the handling of funds from third parties, such ashid
deposits or performance bonds. These funds, temporarily placed in an SDA, were
intended to be returned to the third parties, such asreturn of losng bidswhen aleaseis
issued or return of a performance bond, as appropriate, but were not. All SDAs must be
andyzed to determine their origina source of funds and disposition.

Higtorically, there has been no uniform practice for the use of SDAswithin BIA. Funds
held in SDAs have not aways been digtributed in atimey fashion, nor have funds dways
been digtributed with the interest earned while on deposit in the SDA.

In response to the 1994 Act, Interior has identified various projects to address trust
adminigration improvements. The SDA project addresses the following:

* Interior's Inspector Generd findings that cite the misuse of SDAs for purposes
other than temporary suspense accounts. An example of incorrect use of an SDA
Isto retain bid deposits of respondents to a timber contract while appesals of
unsuccessful bidders are unresolved; these deposits should never have been
credited to the IIM Trust Fund, but held in an Interior liability account; and

*  The number of SDAsthat have been opened and remained inactive for over 18
months has grown.

As part of the historica accounting, OHTA will be working with OST and BIA to
distribute funds in inactive SDAs that were opened on or before December 31, 2000.
OST will address SDAs opened after that date. OHTA’swork is different from its1IM
historica accounting in that the end result is to properly distribute the funds remaining in
the inactive SDAs and close the accounts.

January 6, 2003 Ni-15



TheHigorical Accounting Plan for Individual Indian Money Accounts

Descriptive Data

As of December 31, 2000, there were gpproximately 21,500 SDAs that were inactive—
no longer being used as suspense accounts—but il contained nearly $68 million. These
funds belong to tribes, 1IM account holders, or third parties, however, the actud
ownership and proper disposition of the funds must be researched before the funds can be
distributed. To date, the certified public accounting firm, Chavarria, Dunne & Lamey

LLC (CD&L), together with OST and BIA, have identified the proper ownership of about
$22 million of the $68 million.

Review and Allocation

The SDA review and allocation process was developed as aresult of earlier pilot efforts.
The primary objective of the pilot was to define objectives further and to design, test and
refine the procedures to analyze undistributed resdud balancesin SDAs. Certain
procedures were modified based on the lessons learned and differences noted among BIA
agencies. Figure ll1-4 summarizes the overdl gpproach of the SDA review and
distribution process.

Figurelll —4 Special Deposit Account Review
and Allocation Process
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To perform this work, accountants look to the history of the SDA, as contained in related
financia records and documents. From these records, the accountants ascertain the
source and purpose of the origind funds, understand what, if any, portion of the funds
and interest have dready been distributed, determine why funds remain in the SDA, and
make a recommendation for alocation of the funds and closure of the SDA. Thisisthe
current accounting method being used to resolve the ownership and proper alocation of
fundsininactive SDAs

Thefind determination of the dlocation of fundsin SDAsis made jointly by BIA and
OST. Thetransfer of fundsis processed by OST, and any transfersto IIM accounts (as
well astribal accounts) would be made as a current deposit to the respective accounts.
Account holders would be notified of the transfer in their regular quarterly satements. In
the case of third-party funds, the funds would be disbursed directly to the third party.
Thus, while the funds would be properly alocated, the transfer of funds would be posted
inayear after 2002 and would not appear as part of a Historical Statement of Account.

Work Plan Schedule

OHTA plansto continue the SDA effort in FY 2003. The entire project is scheduled for
completion in early FY 2007.

Cost to Completethe Work

The SDA project’s estimated cost is $27 million based on the number of accounts, value
of accounts, and difficulty of analyzing accounts.

IIM System Tests

I ntroduction

Interior intends to perform various tests on the [IM Trust Fund &t the aggregate leve in
addition to those tests performed at the individua transaction or account level. These
aggregate, high-level system testswill enable Interior to assess the underlying rdiability
of the lIM Trust Fund system. These aggregate tests are intended to determine whether
sgnificant systematic flaws, which might have alowed for gross or repested error, exist
within the historica accounting system.

These testswill examine key points of vulnerability in the higtorica ledgers that will
serve as the basis for the historical accounting by assessing whether:

* Sgnificant dataare missng;
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» Accounts or balances were lost or ingppropriately “dropped” from the system
during conversions from paper records into IRMS, or from IRMS into TFAS,

* Thecdculation of interest was performed accuratdly;

» Themonies collected by Interior were actudly deposited into the [IM Trust
Fund; and

* Theland ownership records are accurate.
Taken together with the Judgment and Per Capita, land-based, and Special Deposit
account tests described above, system tests will show whether there was integrity in the
overdl processes and systems used to adminigter the [IM Trust Fund for the period a
issue.

Completeness of Data Tests

This section addresses the firgt two possible “ points of vulnerability” identified above.
These tests are intended to ensure that the data Interior will rely on are complete, which
in addition will facilitate many of the other tests to be performed.

Electronic Data Gaps

Before account transaction histories can be produced for land-based 11M accounts,
electronic data ggps will have to be identified and “filled” in order to provide complete
Historical Statements of Account. Interior will search for other records of the
transactions posted to accounts in an attempt to close identified gaps.

A gap in the transaction higtory can be identified in saveral ways—(1) an account for
which the system balance does not equal the transaction baance (i.e., the previous

bal ance plus the sum of the transactions should equd a subsequent baance), (2) an
account for which interest cannot be appropriately recalculated, or (3) aBIA agency for
which there are no available transactions for agiven month. Interior plansto review
information for BIA agenciesthat have no dectronic data for agiven month to determine
whether the agency processed transactions for the month in question. Additionaly,
Interior plans to compare historica dectronic account balance files and eectronic
account transaction filesto identify gaps. Identified gaps will be researched to determine
if the account transaction history is missng historica transactions. The identification and
resolution of gapswill provide 1M account holders with assurancesthat a*“loss’ of
transactions did not occur system-wide.
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System Conversions

System conversons—moving from one records system to another—represent the largest
potentia opportunity for “loss’ of transactions or accounts from the I11M accounting
systemsin the modern era. Two system conversions have taken place in connection with
the Electronic Records Era. The first conversion occurred in the late 1970s into the
1980s when the BIA regions and agencies were converting from maintaining 11M
accounts on paper ledger cards to maintaining 1M accounts on the IRMS. The second
conversion occurred in the late 1990s through early 2000 when the electronic datain
IRMS was transferred to the TFAS. Interior has eectronic data available for the
converson from IRMSto TFAS, which was contemporaneoudy reviewed at the time of
the converson. Interior will verify that account balancesin IRMS were properly
transferred to TFAS and that the balances in the transferred accounts remained the same
before and after converson. This process will determine whether monies were lost or
whether accounts were inappropriately “dropped” in the conversion process.

A datigtical sample of the transfer of accounts and balances from the paper-based records
to IRMSin the mid-1980s is planned to determine whether accounts and balances were
correctly converted. If accounts are identified that were not transferred from one system
to the subsequent system or any accounts are identified whose ba ance was incorrectly
transferred, the issue will be researched and resolved.

System-Wide Tests

Thefind three tests further verify the underlying integrity of the data by addressng three
remaining “points of vulnerability.”

I nterest Test

After the centrdization of investment activities in the late 1960s and early 1970s, Interior
computed interest factors that were utilized to calculate and gpply interest earningsto dl
[IM accountsin the [IM Trust Fund. An analyss of the [IM Trust Fund' s rate of return
and the calculation of interest factorsis planned. These factors will be applied to dl
accounts according to Interior’ s policies in effect at the time to reca culate expected
interest paymentsin each account subject to the historical accounting. The recaculated
amounts will then be compared to the amounts posted. Recaculating interest is expected
to reconcile dmogt hdf of the transactionsin IRMS and TFAS aswell as the mgority of
the transactionsin each 1IM account. This process should aso facilitate Interior’s
identification and resolution of data gaps in the dectronic records.
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Posting Test

The higtorica accounting process verifies transactionsin an [IM account by reconciling
the reported transaction with the supporting documentation. This might be called an
“upstream” reconciliation, checking that the information and calculations that led to the
transaction posting are accurate. However, by checking 1M accounts upstream from the
transactions Interior would not learn if transactions are missing, i.e., never posted to the
electronic systems or paper ledgers.

Further testing may be performed to confirm that the amounts reported by Interior as
documented by collection or disbursement documents were posted to the accounting
system. Thiswould be a*“downgtream” tes, tracing the information from the documents
to verify that a posting was made to an account. This test would determine whether
transaction postings that should be present actually appear in the system or in the ledgers.

Ownership Tests

Interior intends to verify, viaadatigicd sample of dlotments, that land-based receipts
were gppropriately digtributed. This process will involve checking that ownership

records at the LTRO agree with the eectronic ownership modules, and that surface or
subsurface lease revenue is dlocated in accordance with these ownership data, regardless
of whether the dlotment was owned by asingle individua or, more likdy, multiple
individuds. Confirming ownership interestswill involve selecting a Satistical sample of
land parcelsto test ownership records. Title information recorded on paper recordsin a
LTRO will be compared to LRIS dectronic title records and the IRMS ownership
module. Completion of these tests will alow Interior to determine whether its ownership
records are accurate and appropriately serve as a basis for the dlocation of receipts at the
dlotment level.

Cost to Completethe Work

Based on certain broad estimates of sample size and the expected number of accounts for
which interest postings will need to be manualy identified, Interior has estimated that
these tests may cost as much as $25 million and be completed by FY 2006.
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V. WORK PLAN, SCHEDULE AND ESTIMATED COST

This section provides Interior’ s schedule and work plan for completing the Historica Accounting
Project (Figure IV-1). It isbased on a number of assumptions related to how long it may take to
locate needed records, how much accounting work can be accomplished over agiven period of
time, and the availability of sufficient funding from Congress. It isimportant to note thet there

are few precedents to rely on in estimating how long it may take and how much it will cogt to
complete the historica accounting work described in this Plan. Interior will be constantly
learning and will revise its estimates, as appropriate. To the extent that funding does not meet
the levels shown in Table IV-1, it will take longer to meet the historical accounting schedule
shownin FigurelV-1.

Table V-1 summarizes Interior’ s preliminary cost estimates through FY 2007 for the historical
accounting proposed in this Plan. OHTA proposes to accomplish the Plan activities with both
full-time Interior staff and a group of contractors, as described in Section | — Introduction to the
Historicad Accounting Plan—in accordance with the schedule illugtrated in Figure 1V-1.

The scope and complexity of the historical accounting requires an assessment of costs for each of
the tasks associated with the accounting work. The objective is to establish the cost of the
historical accounting based on significant cost drivers (activities), such as whether transactions
arein eectronic or paper form, the level of document location, collection, and scanning required,
and the number of transactions that must be reconciled. However, thereisahigh level of
uncertainty in the cost estimates for the historica accounting project because many parameters
continue to be investigated and could significantly change the estimates devel oped.

Work Plan and Schedule

Interior plans to have historical accounting work underway in several segments concurrently.
Additiondly, the workload will provide broad coverage of 1IM accounts—by geography, by
resource type, and by time period. Thiswill assst Interior’ s datisticiansin anayzing the results
of the reconciliation of the land-based 1IM account transactions.
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Figure IV —1 Historical Accounting Schedule

Accounting Steps

Timing

FY’ 03

FY’ 04

FY’ 05

FY’ 07

1. Ongoing Accounting Projects
- Judgment and Per Capita Accounts
- Special Deposit Accounts
- Cobell Named Plaintiffs’ Accounts
- Eastern Region Accounts
- New TFAS Accounts

2. Land-Based Accountsin the Electronic Era
- Index Records
- Transactions Usb5,000
- Sample Transactions 3 $500- < $5,000
- Sample Transactions $ 0 - < $500

3. Land-Based Accounts Paper Records Era
- Index Records
- Ledger Creation
- Transactions Ush5,000
- Sample Transactions 3 $500- < $5,000
- Sample Transactions $0 - < $500

4. IIM System Tests
- Paper to IRM S Conversion
- IRMS to TFAS Conversion
- Electronic Data Gaps
- Posting Test
- Interest Recal culation
- Ownership Tests
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TABLE V-1 — Preliminary Estimated Costs of the Individual Indian Money Historical Accounting Plan

Accounting Activity Segments FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 Multi-
No. of No. of Cost No. of No. of Cost No. of No. of Cost No. of No. of Cost Cost Y ear
Accounts Trans. ($000) Accounts Trans. ($000) Accounts  Trans. ($000) Accounts  Trans ($000) ($000) Cost
($000)
1. Ongoing Projects
Eastern Region 100 1,650 [ $ 150 $ 150
New TFAS Accounts 150 150
Cobell Plaintiffs 260 260
Judgment and Per Capita Accounts 12,665 1,140 15,318 $ 1,329 2,469
Special Deposit Accounts 1,500 2,000 5,000 7,000 5,000 $ 7,000 5,000 $ 7,000 | $ 4,000 27,000
2. Electronic RecordsEra
All Transactions1$5,000 10,000 3,550 63,511 14,608 18,158
Sample of Transactions >$500- <$5,000 10,000 3,550 60,000 13,800 10,000 2,300 19,650
Sample of Transactions $0- <$500 60,000 13,800 20,000 4,600 18,400
3. Paper RecordsEra
Reconstruct Ledgers 17,788 17,788 23,275 23,275 18,937 18,937 60,000
All Transactions [1$5,000 20,000 5,800 30,000 8,700 50,000 14,500 29,000
Sample of Transactions >$500- <$5,000 35,000 10,150 45,000 13,050 23,200
Sample of Transactions $0- <$500 35,000 10,150 45,000 13,050 23,200
4.1IM System Tests 5,000 10,000 10,000 25,000
5.Modelingand IT
Accounting Model 400 250 250 250 250 1,400
DatalT Needs 2,000 15,000 15,000 13,988 5,000 50,988
6. Outreach*
Agency Visits 50 125 375 375 375 375 1,625
Surveys 4 400 600 600 600 600 2,800
Call Center—Number of Calls 1,000 300 300
Web and Media 300 300 300 300 300 1,500
7. Administrative 1,025 4,350 7,300 7,950 9,200 29,825
Total $ 15,350 $100,000 $100,000 $100,000 | $19,725 | $335,075

Limitations: Thisdepiction isindicative of the costs that Interior estimates would be needed to accomplish the Plan. Of course, these estimates are based on assumptions, and, as a consequence, the estimates are likely to change. It must be noted that thisis not Interior's
budget request, but rather is representative of the levels of effort and funding needed. The President’s budget request and subsequent Congressional appropriations will drive how much work can be done, and how quickly.

*To the extent appropriate under Court rulings.
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Table IV-1 includes the components of the historical accounting and the projected workload and
expected accomplishments by fisca year. Thetableis divided into seven segments:

*  Ongoing Accounting Projects;
¢ Land-Basad [IM Accountsin the Electronic Erg;

e Land-Based [IM Accounts in the Paper Records Era (including digitizing the Paper
Records Eraledgers);

¢ |IM System Tedts,

e Modding and IT Needs,

* Outreach; and

e Adminidrative.
The work is shown using metrics such as number of accounts and number of transactions, but in
some cases, only when the work will be conducted is noted. This schedule does not specificaly
identify anumber of supporting activities, including preliminary work, research into the
accounts, searching for documents, imaging and coding of supporting documents, qudity

control, and addressing new information and gppeals. The costs for these activities are subsumed
within the overal cost estimates of the categories.

Preliminary and Ongoing Accounting Work

There are anumber of preliminary steps to reconciling transactions:
* Indexing the records of BIA and OST;
* Andyzing transaction higtories for the 11IM accountsin question;

» Defining and drawing of the samples (in the case of the portion of the land-based 1M
transaction verification based on samples);

»  Searching for records usng the new OTR records index/inventory;

*  Imaging and coding the supporting documents; and
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«  Providing the transactions and imaged records in the prescribed accounting tool and data
systems.

Work on these prdiminary steps has aready begun (see Figure IV-1). Work is being assigned so
that reconciliation can begin as soon as possble in areas where the preliminary work has been
completed. In other words, preliminary work in some areas will overlap with accounting work in
others.

The work plan cdls for the continued reconciliation of Judgment and Per Capita [IM accounts,
with anticipated completion of that work in FY 2004. Some accounting projects—Cobell named
plantiffs, Eastern Region, and New TFAS?® accounts—are expected to be completed in FY
2003. These are dl complete reconciliations of dl transactionsin a smal number of [IM
accounts.

OHTA isdill in the planning process for review and alocation of the SDAs. The SDA project is
an integrd part of the historica accounting because it will help ensure that 11M funds are
allocated to the correct 1IM accounts. A pilot project to review and dlocate a smal number of
SDAs indicates that this effort will be chalenging. For this reason, FY 2003 isalearning period
for the accountants engaged for the SDA project.

Land-based || M Account Transactions

Verification of the transactions in the land-based 1M accounts will proceed in two stages,
garting with transactions from the Electronic Records Era, and then transactions from the Paper
Records Era. However, the same approach will be applicable to both stages once the paper
ledgers are digitized to create an account transaction history.

Once the relevant accounts and transactions of $5,000 or greater (or the appropriate vaue for the
Paper Records Era) are identified, and the sample transactions are taken for the two other strata
of transactions, OHTA will organize to focus the work by BIA region and agency, with the intent
of having some accounting work underway in each BIA region. Thiswill facilitate the search for
supporting documentation, and build knowledge that will be useful in reconciling transactions

from both eras and in addressing SDAS.

OHTA plansto gtart the reconciliation of transactionsin the Alaska Region in FY 2003. With
approximately 2,000 transactions of $5,000 or greater to reconcile in Alaska, and a sample of

2 New TFAS accounts are those 1M accounts opened in 1998 and later.
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smdler transactions, OHTA''s accountants can quickly achieve results and refine the methods that
will be carried forward to other BIA regions.

[IM System Tests

As noted, five system tests will be undertaken. These tests are expected to be completed in FY
2006, at a cost of approximately $25 million. To the extent possible, records used in the
reconciliations and information ascertained through the andlysis of transactions will be used to
accomplish the system tests, thereby minimizing cost and increasing efficiency.

Assigning Work

Figure IV-2 presents graphically how Interior intends to progress on multiple projects
smultaneoudy. Figure V-2 depicts the basic work sequence for document search, imaging and
coding, reconciliation of transactions, quaity assurance review, and reporting.  Interior plansto
creste a number of teams that will provide aregular flow of document images and data that will
be provided to the accountants. Interior plans to assgn multiple teams of accountants to work
on: (1) land-based account transaction verification in each BIA region, (2) Judgment and Per
Capita accounts, and (3) the SDA project.

Theinitid verification of land-based account transactions will art in the Alaska Region.

Interior plans to have the accounting firms presently under contract participate in the Alaska
accounting to ensure that al firms are using consistent, appropriate methods, and to develop a
cadre of experienced team leaders to expand the accounting capability to multiple teams. The
Alaskawork will help Interior stlandardize accounting systems, define standards, and test quaity
review of accounting results, and will ensure that each team of accountants is usng comparable
methods and producing accurate results.

Following the Alaska work, accounting teams will be assgned to work on groups of 11IM account
transactions associated with BIA regions. Interior intends to have multiple accounting teams
working by the end of FY 2004, and will continue to add teams commensurate with record
production capabilities.

The effort to locate, image, code, and digitize ledgers from the Paper Records Era has dready
started as part of the records indexing project. Converting the paper ledgersto an dectronic
record of transactions will begin by FY 2004, and continue to completion. During thistime,
portions of the transaction records will be made available so that the large transactions in the 100

January 6, 2003 V-6



TheHigorical Accounting Plan for Individual Indian Money Accounts

FigurelV —2 Workflow
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percent stratum can be identified and reconciled. The sdection of samples of smdler
transactions cannot start until the needed paper ledgers are fully digitized.

Reconciliation of the Judgment and Per Capita account transactions is being performed
by a single accounting firm, CD& L, and will continue to completion into FY 2004.

The work on SDAs dready in progress as apilot project started by CD&L will be
continued in FY 2003. OHTA will assgn other teams of accountants to participate in this
effort aswell.

Estimated Cost

The overal cogt of the historical accounting is estimated to be $335 million. Table IV-1
presents the cost and associated workload segments by fiscd year. Thisdepictionis
indicative of the costs that Interior estimates would be needed to accomplish the plan
described above. Of course, these estimates are based on assumptions, and, asa
consequence, the estimates are likely to change. It must be noted that thisis not Interior's
budget request, but rather is representative of the levels of effort and funding needed.

The President’ s budget request and subsequent congressional gppropriations will drive
how much work can be done, and how quickly. Appendix F lays out the assumptions
used to develop the estimated cost.
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APPENDIX A

EXAMPLES OF QUARTERLY STATEMENTS
OF ACCOUNT TO ACCOUNT HOLDERS
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APPENDIX A. EXAMPLESOF QUARTERLY STATEMENTSOF ACCOUNT
TO ACCOUNT HOLDERS

Asthe TFAS system replaced the IRM S system, Interior commenced sending Quarterly
Statements of Accountsto IIM account holders. The find TFAS conversons, which
were principaly done on aBIA agency by agency bass, were completed in early
caendar 2000. Thus, [IM account holders have been receiving Quarterly Statements for
anumber of quarters since the respective TFAS conversons were completed.

The Quarterly Statements reflect an opening balance (the closing ba ance of the prior
Quarterly Statement — for the first such Quarterly Statement, the opening balance was the
closing balance in the former IRM S system), receipts, disbursements, other changes, and
an ending balance. Each Quarterly Statement has a telephone number shown which 1M
account holders can cdl if they have questions on their Quarterly Statement.

Following are sample redacted quarterly statements.
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Table B-1 — Balances as of December 31, 2000, and Dollar Throughput of Land-Based 1M Accountsfor

1985 Through 2000
Throughput ® Less Than $100to $1,000 to $10,000 to $100,000 or
M $100 $999 $9,999 $99,999 More Total
Less Than $100
$ Balance 878,019 306,977 (71,788) (20,404) 623 1,093,426
# of Accounts 70,057 52,000 28,683 3,889 219 154,848
# of Transactions 2,474,934 7,276,837 8,909,869 1,919,173 231,018 20,811,831
$ Throughput 14,056,314 192,077,324 831,149,758 805,415,006 322,418,395 2,165,116,801]
$100 to $999
$ Balance 2,326,571 4,741,907 1,534,775 177,770 6,368 8,787,391
# of Accounts 8,137 12,230 3,540 422 16 24,344
# of Transactions 407,718 1,387,110 1,095,856 155,401 2,306 3,048,391
$ Throughput 2,583,963 36,355,784 111,510,574 86,857,665 22,777,091 260,085,077
$1,000 to $9,999
$ Balance 3,505,981 14,805,931 15,484,495 2,059,153 87,449 35,943,009
# of Accounts 1,477 5,886 4,280 511 27 12,176
# of Transactions 54,413 500,137 1,053,130 241,411 15,664 1,864,755
$ Throughput 410,874 20,021,408 118,527,900 133,366,427 79,484,001 351,810,701
$10,000 to $99,999
$ Balance 3,533,206 5,178,956 27,486,793 19,458,476 2,048,607 57,706,038
# of Accounts 153 267 1,119 545 46 2,130
# of Transactions 832 34,403 286,108 229,231 37,666 588,240
$ Throughput 17,794 1,694,884 42,373,700 126,471,119 156,252,991 326,810,488
$100,000 or More
$ Balance 1,340,99Q 1,024,084 10,083,398 37,395,176 44,601,914 94,445,562,
# of Accounts 1 6 57 136 61 267
# of Transactions 3H 105 11,249 94,502 45,406 151,296
$ Throughput 111 16,427 3,670,970, 61,341,603 165,743,160 230,772,271
Total $ Balance 11,584,764 26,057,855 54,517,673 59,070,171 46,744,961 197,975,424
Total # of Accounts 79,826 70,389 37,679 5,503 369 193,766
Total # of Transactions 2,937,931 9,198,592 11,356,212 2,639,718 332,060 26,464,513
Total $ Throughput 17,069,061 250,165,827 1,107,232,902 1,213,451,820 746,675,728 3,334,595,339
Source: CD&L based on data from OST/OTFM.
B-2
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Table B-2-Summary of I1M Accounts at December 31, 20007

Number of Accounts $ Balance (in millions)

Land-based Accounts 193,766 $ 198.0
Judgment Accounts 33,205 80.8
Per Capita Accounts 9.013 69.5

Total [IM Accounts 235,984 $348.3
Specia Deposit Accounts 21415 67.9

Total Current Accounts 257,399 $.416.2
House, Foreign, to be investigated
and other accounts 4071

Total Open Accounts 261,470
I nactive Accounts” 17,840

Total 11M Accounts® 279.310

#source: Office of Trust Funds Management December 31, 2000, 1M Statistics Report.
b These accounts have no recent activity, but are expected to have future activity.
“Whereabouts unknown accounts number 61,673 and represent $65.4 million. These accounts are included in the

total 279,310 accounts. They represent account holders whose addresses are unknown. These account holders do
not presently receive Quarterly Statements of Account or periodic disbursements.
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APPENDIX C. QUALITY CONTROL

Asnoted inits July 2, 2002, Report to Congress, OHTA isimplementing qudity control (QC)
checks to achieve best practices at each phase of the historica accounting process, including data
inputs, systems and infrastructures, processing, and outputs. This Appendix describes detallsin
five areas of OHTA’s qudity control plan.

Basic approach to qudity
Overdl qudity check process
Record collection/record imaging
Accounting results

Information systems

Quadlity performance has two basic premises—planning and supervison, and sufficient rdevant
datain working papers. These premises areincluded in each of the foregoing aress.

BASIC APPROACH TO QUALITY

High standards intended to result in high quality results are central to conducting an adequate historical
accounting. Another key factor is appropriately focusing quality efforts. The overall quality focusis risk-
based, i.e., determining what major risks significantly impact the quality of results and what strategies can
minimize these risks.

Onerisk isinconsstent results. OHTA is gtriving for congstency through standardization on
common systems, procedures, and processes across the various organizations involved. For
example, OHTA is centrdly developing a higtorica accounting support system, which will be
used by the accounting firms to produce accounting results. Another exampleisOHTA's
issuance of guidance, such as demongtrated by OHTA’ s Accounting Standards Manual
(Manual). OHTA conducts training programs to obtain common understandings and has
implemented centralized issue tracking to resolve issues timely and appropriately.

Besdes establishing acommon infragructure for the various firmsinvolved, OHTA is

conducting QC checks and tracking results. Trendswill be analyzed to determine whether
additional guidance, training or other action is necessary to achieve quality objectives. OHTA
senior managemen recaives datistica information regarding the quality of work packages dong
with other key performance data, such as transactions and accounts reconciled. Performance data
gathered will be used to refocus QC testing strategies. For example, the data may indicate
increased or decreased QC testing is desirable in selected activities.
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Quadlity objectives are being achieved through both interna and externa qudity checks. Each
team involved with producing inputs or outputs of the historical accounting bears primary
respongbility for the quality plan for its products, such as responsibility to maintain internd
quality processes, saff the project with gppropriately skilled personne, conduct staff training,
and perform supervisory review. Additiondly, certain subject- matter expert consultants are
conducting independent quality checks on their performance.

OVERALL QUALITY CHECK PROCESS

An OHTA externd QC check typicdly involves sx steps.

1.

Plan —Begins with identifying the area that will undergo a QC check and determining the
objective, scope and timing of the QC check. A QC program is developed and
documented in a QC checklist to maintain a consstent process. The plan takesinto
account previous QC results to develop adaptive strategies, such as the need to further
test additiona activity in populetions.

Conduct Analysis — Congsts mainly of activities related to conducting interviews with
performing consultants or OHTA saff, and inspecting documentation. The andyss step
adso involves identification and discusson of preliminary observations with the team that
performed the work undergoing a QC check.

Draft Report — The QC firm documents the results of analysisin adraft report. The
report is then provided to OHTA senior management, OHTA'’'s contracting officer
representatives, and to the contractor whose work underwent the QC check. The draft
report contains a description of QC results, key observations and suggestions for
improvemen.

Resolve Findings — The contractor whose work underwent the QC check has an
opportunity to respond formaly to the QC draft report. Should differences of opinion
exist between the QC firm and the contractors as to the proper resolution of a comment,
both parties present their rationde to OHTA senior management for itsinput.

Issue Final Report — After comments are discussed, the QC firm will revise its report as
necessary and distribute the report.

Conduct Follow-up, as Necessary — In some cases, the contractor may have ‘action
items needed to complete the work product that underwent the QC check. The QC firm
tracks these *action items and conducts a follow up QC check to verify the action itemis
completed successfully. Additiondly, as aresult of the QC check, issues may arise that
are communicated to the partiesinvolved in performing the historical accounting, such as
sharing of ‘best practices, or updating of the Manual or other guidance used to conduct
the historica accounting.
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Record Collection/Record I maging

Interior plans to implement QC checks at each phase of the records collection and imaging
process. Thisincludes checks on the design of processes, procedures, and systems to conduct the
collection and imaging. For example, a QC check will be performed on the document imaging

and coding structure. Once implemented, periodic QC checks will be conducted to verify the
design is being implemented as per management’ sintent. QC checks are anticipated to cover the
following aress.

* Imaging and coding structure;

» Completeness of documents collected, imaged, and returned to storage;
* Legihility of images;

* Accuracy of coding;

*  Record/box inventory;

»  Security; and

*  Document preparation and re-assembly (pre-and post imaging).

Accounting Results

The accounting results produced by the accounting firms undergo QC checks by another
accounting firm. The QC firm samples results for consstency with the Manual. The Manual
provides guidance, such as documentation standards. For transactions sampled, the QC firm
assesses the judgment made by the accounting firm as to adequacy of supporting documentetion,
classfication of the reconciliation results, and cdculation of errors (if any). Additiondly, the

QC firm assesses higtorica accounting resultsin light of professiona standards established by
the American Indtitute of Certified Public Accountants. These standards include professiond
competence, due professiona care, planning and supervision, and sufficient relevant data.

I nformation Systems

The support system under development for the historica accounting is focused on meeting
OHTA and its stakeholder requirements for account reconciliation. This will be accomplished
by following a structured development life cycle gpproach. This approach encompasses trust
requirements that are clearly defined and traced throughout the life cycle of the higtorica
accounting project. At each life cycle milestone, products are tested againgt requirements and
communicated with the users for their information and feedback. To further assure that OHTA
has an information system that answers its needs, a contractor has been engaged to provide
independent verification and vaidation that deliverables meet the needs of the users.
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Key system life cycle ddiverables include:

Requirements documentation — What the system isto provide;
Design documentation — How the system works;
Implementation — Ingdlation of the system;

Test plangresults — Periodic verification of system rdiability;

Data converson — Processes used for conversion of data from other information systems,
and

Traning — Ensure that system users understand thistool.

Additionaly, once systems are in operation, periodic post-implementation reviews will be
conducted to verify they are meeting management objectives, such as data security.
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APPENDIX D. SAMPLE DESIGN PLANNING REPORT PREPARED BY NORC!
1. Main Goal

In the historical accounting of the Individud Indian Money (1IM) Accounts, various problems
arise which are to be addressed by statistica sampling methods? This Appendix discusses one
particular goplication of sampling, that of audit sampling,® in the historical accounting: The use

of sampling to test the accuracy and completeness of the land-based IIM account statements.
Animportant god of the historical accounting effort is to provide each 11M account holder with a
Statement of al transactions in the account. Accompanying this Statement is a description of its
completeness and accuracy, and an estimate of the needed adjustment (if any) for each account.
For large transactions something like the following may be said.

“Enclosed is a copy of your Historical Statement of Account. All transactions
with a value of $5,000 or more have been checked against the supporting
documents; any discrepancies that were found are shown.”

For smaller transactions, where sampling occurs, the resulting statement and conclusions depend
onwhat islearned. However, if the results are good, then something like the following might be
sad.

“For transactions under $5,000, statistical sampling procedures were used to
verify the accuracy of the process. With 99 percent confidence, we can say that
mor e than 99 percent of the transactions are 9accurate.”

Many errors may be clerica in nature, for example data entry errors or errors caused by two
pages in a document sticking together. After amodest amount of checking, such errors may be
treated as random and not systematic. This error rate should be smdl, but it may vary by BIA
agency or location, type of transaction, and time period. The sampleis designed to capture these
errors when they exist and to quantify their importance with high accuracy.

The sample must dso be designed to do more. Not dl errors are random and independent. There
could be “pockets’ of errorsthat are systematic, that are due to a procedure that was not well
explained, or an adgorithm that was incorrectly programmed, or an ownership interest that was
misapplied. These errors can cluster together within an 1IM account, among owners of the same
tract of land, in the same BIA agency or during a particular time period.

! This Sample Design Planning Report represents NORC' s recommendations. Therefore, in places, for example,
there may be minor timing differences between this Report and the Plan.

2 Sampling isto be used in assessing and controlling the quality of the searching for records and even, as Appendix
C states, in the accountings themselves (For a general view, see Deming, W.E. 1986).

3 Statistical sampling isroutinely used in audit practice, as described in texts such as Guy (1994) and Wilburn
(1984). See dso AICPA (2001).
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By using an adaptive gpproach (Thompson 1996), the sample procedures are designed to ded
with unexpected or systematic patterns or “ pockets,” if these are detected. When an error is
found on arandomly sdected transaction, and it isnot just clerica (e.g., atrangpostion of
digits), then additional work is performed “around” this error. These additional sampletests are
chaosen with the specific purpose of pursuing and correcting systematic mistakes.

The adaptive aspect of the sample design is quite chalenging technicaly because it combines
forensc accounting ideas with rigorous probability sampling (e.g., Thompson, 1996). Section 7
beow sketches the issues briefly. 1t may be enough to say here that we expect this two-step
sampling process to be frugd in its use of resources, while sill providing great benefit to account
holders.

2. Specific Scope

The transaction population of 11M land-based accounts has a naturd divison in terms of the
information that is currently available. For the recent transactions, from the mid-1980’ s forward,
information on the transactions is available dectronically - via a database with transaction
information.* These transactions are referred to as being in the “ Electronic Records Era.”
Transactions prior to the mid-1980's are referred to as being in the “ Paper Records Era,” because
paper ledgers need to be found and an electronic ledger created.

The sampling of Electronic Records Era transactions occurs first, and the design of that process
is described in this Appendix. The design process for the Paper Records Erais adso discussed,
but only briefly (see Section 8 below). Details on sampling in the Paper Records Eraare to be
covered in a subsequent design report, when the data are available.

Land-basad [IM accounts are those that derive income from dlotted tracts of land. The
transactions for [1IM land-based accounts can be classfied into three generd types: collections,
disbursements, and interest accruals.®

It isour understanding that interest accruds are being recal culated and compared with the actud
interest amounts that are posted; hence, interest verification is not in scope for sampling.
Judgment and Per Capita |lM accounts are also out of scope here, because sampling is not
required. Typicdly the same amount is provided to each authorized individua in setting up a
Judgment or Per Capita account. Because the record searching and verification efforts are

* The conversion of the IIM to the Electronic Record Erawas done over several years, at different pointsintimein
different places. Gaps exist too. For these, electronic records must be recreated by retrieving original paper records
or still available computer printouts from filesthat are no longer electronic. See Zhang and Scheuren (2002) for
dates and | ocations when the Electronic Record Era started. Also found there is a summary of the gaps.

® Transfers from one account to another within the [|M are afourth transaction type that needs to be verified by
sampling. Transfers can be either a disbursement or a collection. It is hard to make any generalizations about them
for thisreason and because their treatment varied over timein different locations, including during the software
changeover from IRMSto TFAS. The best way to treat them remainsto be determined. Almost certainly they will
be put into separate strata.
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minima in these cases, they are being reconciled on a 100-percent bas's, without utilizing
sampling. Special Deposit Accounts are aso out of scope for sampling, as described in the Plan.
While the find sample design cannot be determined until further deta andys's has been
performed, this Appendix describes the processin broad outline. In order to make the process
concrete, a pecific exampleis provided of a sample design for the Anadarko Agency, given
hypothetical numbers.

3. Maior Types of Samples

Four main gpproaches to drawing samples from the [IM Trust Fund activities involving 1M
land-based accounts® are considered in detall in this Appendix. These are—

* Sdecting Individud Transactions
* Sdecting Unigque Receipts

» Drawing Supporting Documents
» Taking Entire Accounts.

The different sampling options grow out of the complexity of the transaction population and the
different ways that one can gpproach verification. Each has advantages and disadvantages — all
of which are take into consideration in the design of the fina samples.

A. Statistical Sampling of [IM Transactions

Description: Statisticd sampling of transactions begins by randomly sdecting transactions
posted on an electronic 1IM database (for gapsin the Electronic Records Era after 1985 and for
periods prior to the Electronic Records Era but after June 24, 1938, such a database would be
created from paper ledgers prior to sampling).

Goal: To determine, with an acceptable level of confidence, that the error rate among the
transactions posted to an 11M account is below an acceptable maximum. Severd ways are under
consderation that would lead to an estimated maximum dollar error for each land-based 1M
account. Severd techniquesin the statisticad literature are to be examined. What we will
recommend, however, depends on what is learned from the data. Some of the statistical
references being studied are cited in Section 9.

Process. The sampling process involvesfirg gratifying the transactions by dollar Sze, loceation,
and era. For each randomly sdlected transaction within the established stratum, an attempt is
made to obtain supporting document(s). The document(s) found are then checked by accountants
to determine whether the posted amount is accurate as to dollar amount, 1M account number,
and in accord with the supporting documentation (e.g., leases, journa vouchers).

® The accounts being considered for sampling in this Appendix are the accounts in 11 regions (the Eastern Region is
excluded) that derive income from allotted land. Eastern Region accounts are being fully reconciled on a
transaction-by-transaction basis, because they are so few in number.
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Strength: The method is conceptudly smple and easy to communicate. It dlows a scientificaly
defensible statement about the transaction error rate, including the dollar error rete. If there are
known sources of accounting errors (e.g., in certain types of transactions or transactions a a
specific location) the approach can be adapted accordingly (e.g., by sdlecting 100 % of these
transactions, i.e, taking them al with certainty).

Weakness. The approach is unable to detect erroneous omissons on the [IM account (receipts
that have never been posted to the proper [1M account). It can aso be difficult to find al
supporting documentation (leases, vouchers) or “supports’ for a given selected transaction.
Methods are available to address this concern. The approach to finding supporting
documentation is smilar to that used earlier in the “ Paragraph 19" document search in Cobell. It
is anticipated from this earlier work, therefore, that it may be quite expensve to locate al the

supports.

Recommendation: We recommend that this approach be used for satistically sampling
disbursements. It can also be used, as adapted elsewhere, for other types of transactions, except
receipts testing, which is described next.

B. Statistical Sampling of Unique llM Receipts

Description: Transactions for land-based revenue can be grouped by the type of transaction
(e.g., callection) and the type of revenue (e.g., timber sal€) using the reference code of the
transaction. In this way, income from one source (e.g., abill for collection) thet is distributed to
severa 1IM accounts can be related back together as a unit, based on the IIM transaction coding
information Such a grouping of individua revenue transactions is caled aunique receipt.” The
datigticd sampling under this test begins by randomly selecting unique receipts and then verifies
one or more individua 1M transactions.

Goal: As stated above, to determine, with an acceptable level of confidence, that the error rate
among the transactions posted to an [IM account is below an acceptable maximum. Such a

result, when used in combination with other statistical testing described herein, might permit the
computation of an estimated maximum dollar error for each land-based 1IM account (see Section
9 below).

Process: Unique receipts can be dratified by the totd dollar value and by the number of
individua account didtributions within each transaction. For arandomly selected unique receipt,
the accountants verify that the amount of the receipt was credited appropriately to the proper 11M
accounts. Another option, when there are multiple contracts or leases involved with the same

" Not all “unique receipts’ pertain to asingle contract or lease. Thisis especially truein TFAS where what appear to
be unique receipts may actually involve many different contracts on different properties. For cases when only a
single contract exists, only one II|M transaction needs to be tested, when testing oneistesting all. When there are
multiple |eases more than one transaction has to be given a chance for testing. This subsampling is done once the
documents have been |ocated and separate contracts identified.
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unique receipt, is to verify arandom subsample of the IIM transactions on the selected unique
receipt.

Strength: For land-based receipts, this approach can be cost- effective because a single unique
receipt affects anumber of land-based [1M accounts. This method can more efficiently test
large-dollar amounts coming into the IIM Trust Fund that are subdivided into many accounts so
that, at the IIM transaction level, the amounts are smal. Strata based on dollar amounts of the
unigue recel pts can be separately tested.

Weakness. This gpproach gpplies only to certain types of receipts, and does not include any
disbursements. In addition, it does not target the largest individua transaction amount.
Furthermore, as with the direct sampling of individua [IM transactions, this gpproach is unable
to detect erroneous omissions.

Recommendation: We recommend that unique recel pts be the sampling unit for land-based 1I1M
receipts. The drdification of unique receiptsis, however, to be by the size of the largest
individuad transaction they contain (see Section 7 below for an example).

C. Statigtical Sampling Of Supporting Interior Documents

Description: In al the samples being drawn, accountants use supporting documentation to verify
the accuracy of atransaction.?. Documents may be in active usein file drawers at an agency
office. Documents, not in active use, are in boxes stored a various locations around the country.
As part of thisthird approach, these paper files are going to be directly subjected to sampling.
The gatistica sampling begins by selecting arandom sample of storage units (file drawers,

boxes) containing supporting transaction documents. The contents found in each storage unit are
then subsampled. In this case, randomly selected subsamples of support documents are matched
to appropriate postings on related 11M account(s); thet is, the matching goesin the opposite
direction, from supporting documentsto [IM eectronic records, rather than the reverse.

Goal: Aswith the direct sampling of transactions, sampling support documents determines, with
an acceptable level of confidence that the error rate among the transactions posted to an 1IM
account is below an acceptable maximum. Such aresult, when used in combination with other
statigtical testing described herein, might permit the computation of an estimated maximum
dollar error for each account.

Process: The sampling process involves firg stratifying the storage units by agency/arealocation
and time period. Every selected storage unit or box of recordsistriaged and dl required land-
based supporting records found are imaged and coded so they can be sdected for matching to a
transaction posted in the related 1IM account. An attempt is then made to verify that activities
documented in the land based supporting documents are consistent with and support related 11M
transactions.

8 Some examples of supporting documents include negotiated checks, |eases, rights-of-way, journal vouchers and so
forth.
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Strength: Thisisthe only approach that is able to detect omitted transactions on 1M ledgers
(i.e., receipts or disbursements that have never been posted). A sampling approach that
incorporates some document sampling is, therefore, much more robust and easier to defend than
a pure account/transaction-based method which is incapable of detecting amissang pogting (a
major concern expressed by 1M account holders). Directly sampling documents is expected to
be cost-€efficient because it is much easier to match a document to its related 11M account posting
than it isto take an [IM transaction and find the pertinent supporting documentation.

Weakness: If there are agencies/time periods/income types for which supporting documentation
is particularly incomplete or poorly maintained, the corresponding transactions are less likdly to
be included in the sample. Also, if used done, accounts with few transactions are less likely to
be included within the sampling process. Findly, whileit is Sraightforward to determine the
probability of selecting a particular document, determining the selection probability of a
transaction is challenging sSince an unknown number of copies of the same document may exist
in thefiles. The Cobell record collection is to be examined to assess how to handle this.

Recommendation: We recommend that this gpproach be relied on heavily for sampling smdl
transactions. It should be supplemented by methods that permit Stratification by transaction size
and, hence, is combined with the first two methods explained above. The search costs should be
less for this gpproach because the search starts with one of the supporting documents aready on
hand, making the overd| “find” rate for documents higher.

D. Statistical Sampling Of IIM Accounts

Description: The sampled population consists of the land-based 1M accounts (using the
population definition of accounts open on or after October 24, 1994). The sampling begins by
randomly sdecting [IM accounts.

Goal: To edimate, with a certain leve of confidence, that the account error rate in terms of
dollars or percentage of dollars, is below an acceptable maximum.

Process. A dratified sample of accountsis selected (dratified possibly by location, throughput,
number of transactions, ending balance, etc.). For the sdlected IIM accounts, supporting
documents are found for dl transactions and the accuracy of the Historical Statement of Account
is verified. The dollarsin error are then measured directly.

Strength: Account sampling provides complete accounting for the selected 1M accounts and the
sample verifications for these accounts can be used directly. It is aso easy to explain.

Weakness. Account sampling isthe most expensive sampling method in terms of time, cost, and
required work force. Furthermore, the total cost cannot be reedily determined with precision.

The variahility in cost is high, depending on the number and complexity of transactionsin the
selected land-based [IM accounts. Costs depend not only on the number and type of transactions
in the sampled [IM account, but aso on how diverse the account is (Some accounts cover many
alotments, over severd agencies, even agenciesin different regions). Fndly, it isdifficult to
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predict the sample Sze necessary for estimating the dollarsin error with specified precison. At
this point, thereis minima information available to alow reasonable predictions.

Recommendation: We recommend that this approach be used sparingly becauseit is not cost
effective. As dready noted, it is very difficult to estimate the (transaction) sample Szes
necessary for specified (account-based) confidence levels without prior information regarding
the properties of the errors— information that only becomes available after the project is
completed.

4. Supplementary Checking

A large number of transactions are fully reconciled directly through sampling. Idedly, al

sampled cases are completely resolved, with no room for controversy or disagreement. However,
this rarely hagppensin practical Stuations, hence we are developing plans for handling those

cases for which incomplete or contradictory supporting evidence may be al that can be foundin
Interior files

In particular, we concur with the policy that asksthird parties to notify the Department of the
Interior before destroying potentially relevant records - notably, smdl loca banksin Indian
Country that may have kept canceled checks for longer than the now standard seven years. There
are other tests, too, that must be made of certain processes or databases. For example, in order to
check that the income from land is correctly alocated, the distribution of receipts by degree of
dlotment ownership must be verified. This Sep is part of the sample verification process within
IRMS but the IRMS recorded ownership is carried back to still other sources, such asthe Land
Record Information System (LRIS).

5. Basic Activities

The samples of transactions, unique receipts, and supporting documents that were described
earlier in Section 3 are integrated in stages to determine the overal sample design. In this section
we describe the process for determining the find sample design.

The more information that is available about the population, cbvioudy the better oneis ableto
design an effective and efficient sample. Thefirst step, therefore, isthe andyss of the
eectronicaly available data (e.g., asin Zhang and Scheuren 2002). Andlysisisimportant for
determining that the proper population definitions and data are being used, and for learning as
much as possible about the population, so that the sample can be Stratified and balanced
effectively.

The following provides an outline of the procedure for devel oping the specific sample design and
the considerations that need to be analyzed or researched. Transactions are treated differently,

depending on their type: disbursements versus receipts, the different income sources for receipts,
the year of the transaction, whether the individud transaction was part of a unique receipt, where
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the income was earned, the type of account (e.g., adminigrative versusindividua), and any other
information that might revea specia problems or characterigtics.

Because individuas often own interests in more than one alotment, the income to an account

may be generated from many different agencies and even from different regions. Therefore, the
geography of the accounts and the geography of the transactions need to be considered. For each
agency, we expect to use the following definition of the population of transactions:

» All dishursement transactions for accounts in the agency

* All TFAS callection transactions for accounts in the agency

« AllIRMS callection transactions that originated in the agency (i.e, transactions where
the source of the income wasin the agency of interest).

Once the population is defined by agency, the distribution of the transactions by vaue can be
examined.

For arecept or disbursement, more than one supporting document is usualy needed. For income
based on the land, the source for at least one of the supporting documents is the agency/area
where the land is located.

Every individud transaction valued a $5,000 or moreisto be reconciled to its related supporting
documentation. This means that, based on accounts open through December 31, 2000, about
73,500 large 1M transactions are to be reconciled in that one stratum alone. For transactions of
less than $5,000, two additional strata based on the transaction value are used — transactions
under $500 and transactions $500 to $5,000. Each of these has a sample size provisionaly set at
80,000 (seetable 1). These transaction sample sizes are chosen to provide agency-by-agency
information such that for each stratum, statements about transaction error rates can be made with
high confidence (if the error rates are as low as the 1 percent designed for).

TABLE 1. STRATIFICATION BY SIZE, BASED ON ACCOUNTS OPEN ON
DECEMBER 31, 2000

Size of Transactions Percentage of Total Approximate Number | Number of
Doallars of Transactionsinthe | Transactionsto be
Population Sampled
Under $500 25 25,592,000 80,000
$500 to $5,000 30 800,000 80,000
$5,000 or more 45 73,500 73500
Total 100 26,465,500 233,500

Note The find populaion subject to sampling should be smilar in tems of the
digribution by sze to the population shown above, which is based on accounts that
were open on December 31, 2000.

Sample sizes of aout 400 per agency, per stratum, would suffice for this purpose if no errors are
found. These sample sizes are then doubled to afford protection againgt the possibility that, in
some agencies and drata, the observed error rates might be somewhat higher. At asample size of
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about 800 per stratum out of atotal population of, say, 25,000, it is possible to make a 99 percent
assurance statement that the error rate isless than about 1 percent if up to 2 errors are found. The
edimated tota sample size per sratum is calculated by alowing for the fact that there are about
100 agencies or agency-like organizationd unitsthat are to be sampled separately.

Other sample sizes were examined, both smdler and larger, ranging from 10,000 to 320,000
nationally (or from 100 to 3,200 by agency). These are shown in Table 2. Gainsin higher levels
of assurance from samples above 160,000 are very modest under the assumptions being made
here. For samples below 160,000, on the other hand, assurance levels drop to what we consider
unacceptable levels, particularly so with samples under 80,000. One find comment, the design
being recommended here has the advantage of balancing assurance levels and accuracy levels at
the same high leve of 99%.

TABLE 2. ASSURANCE LEVEL THAT THE ERROR RATE ISLESSTHAN 1%,
IF NO ERRORS ARE FOUND

Total Sample Size Agency/Area Stratum Sample Assurance Level*
Sample Size Size (Percent)

10,000 100 50 40

20,000 200 100 64

40,000 400 200 87

80,000 800 400 98

160,000 1,600 800 99+

320,000 3,200 1,600 9o+

*Source: Table 3.8, Audit Sampling by D. Guy et al, 1994.

For dishursement transactions of |ess than $5,000, after further andysis (to explore other
possibly important strata characterigtics), strata sample sizes are determined and the sample
balanced at least across time and <o that transactions are drawn from as many different accounts

aspossible.

For receipts of less than $5,000, amore complex structure is needed. Rather than using the
transaction as the sampling unit, unique receipts are used, as described in Section 3. Firdt, unique
receipts are dratified by the largest individua receipt they contain. Then, unique receipts are
subsequently stratified or balanced, as much as possible, based on the type of income (oil and
gas, surface lease, etc.) and time, within each agency. An additional complexity arises, as aready
mentioned, when, a bill of collection or unique receipt includes, for example, multiple grazing
permits or farming leases. For cases when only a single contract exists, only one [IM transaction
may need to be tested, when testing oneisteting al. When there are multiple leases more than
one lIM transaction hasto be given a chance for testing. This subsampling is done once the
documents have been located and the existence of mulltiple contracts identified.

Finaly a separate sampleis to be sdected using the supporting documents as the sampling unit.
In Section 7 below we provide a completeillustration for Anadarko.

6. Implementation Structure
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For every BIA agency/area, dl large transactions (with a value of $5,000 or more) are tested. By
agency separately dratified random samples are selected from dl transactions with vaues less
than $5,000. All the cases for each BIA agency are then randomly divided into batches that are
balanced across the three strata. Once the supporting documents are found for the selected
transactions, accountants determine the accuracy of the respective land-based 1M account
postings, beginning by looking at the first random baich.

If the transactions are reviewed in random batchesin this way, then after each batch of
transactions is completed in an agency, an estimated error rate and confidence interva can be
caculated. This approach can provide progressively better estimates of accounting costs and
error yields, asthe work proceeds. Moreover, if the errors are few, it might make sense to stop
the sample verifications before the entire sample is completed, in order to provide the account
holders with information more quickly. All of the transactions with an absolute vaue of $5,000
or more are till completed, in any case, because these are not being sampled but are to be
reconciled on a 100 percent basis.

Perhaps the most important feature of the design is that the results from batches completed early
can be used to change the dratification for later batches. This adaptive approach can make it
possible to increase the efficiency of the design astime goes on.

The sample sizes described earlier in Section 5 dlow for the pursuit of systematic errors and
adaptive approaches, and are therefore upper limits, devel oped to make it possible to budget for
the effort. It is expected that afrugd use of these resources can make the undertaking less
expengve than the upper limit, unless the error rate in the underlying datais very high, or there
are other unexpected results.

7. Approach to Anadarko Pilot Sampling

This Section describes how the sampling plan described in the preceding sections is performed.
The Anadarko Agency is selected to use as an example because it contains a variety of income
sources, covering most types except income from forestry. In what follows concerning
Anadarko, we rely heavily on an andyss of Anadarko Agency files usng transactions on the
7,206 accounts open as of December 31, 2000 (even though the fina accounts to be sampled in
the Electronic Records Era are those open on or after October 25, 1994).°

Before the final sample can be sdected, the eectronic data will be reanalyzed o that the
“geography” of the IRMS collections is defined by the source of the income, rather than the
location of the land-based [IM account.® The process defined here will remain about the same,
but the population numbers will change.

® The detailed analysis conducted of the Anadarko transaction fileis found in the report entitled, NORC Sample
Design Planning Report Part 11 -- Anadarko Agency 1M Transactions Described (avail able separately).

10 As noted earlier, for disbursements the account and transaction geography should beidentical but not for receipts,
where income may come from widely separated locations, far from the home agency of the account holder. For
example, by marriage or migration, an individual undivided interest in a tract may be held by someone who no
longer lives near the land she or he partly owns. In IRMS, which covers most of the Electronic Era (until mid-1998
or even as late as early 2000), the paper documents supporting a transaction are filed based on the agency or area
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For the Anadarko Agency, Electronic Records Era data generated from IRMS and TFAS show
there are 457,195 recorded disbursement transactions and 684,992 recorded recei pt transactions.
The data used here are for illudtrative purposes only; certain complexitiesin the database are not
addressed at thistime.

Most disbursements (417,023) are under $500 (91%). Of the remainder (40,172), most are
between $500 and $5,000, but there were 2,495 in amounts of $5,000 or more. The distribution

of IIM receiptsis smilarly skewed with many smal transactions and few very large ones. Most
receipts (668,566) are under $500 (98%). Of the remainder (16,426), most are between $500 and
$5,000. Again, as with disbursements, a much smaler number (728) had dollar amounts of

$5,000 or more.

For sampling purposes, the disbursements can be selected directly, within the three Strata,
balancing, as aready noted, on type of account and transaction date, including a separate
treatment of disbursements before and after the date Treasury records™ are likely to be complete
and before and after the start of TFAS (in April 2000 for Anardako).

Before sampling the 684,992 individua receipt transactions, we group them by type, code,
reference, and date into 81,646 unique or combined receipts, as discussed earlier.

A. 1IM Disbursement Certainty Stratum

In the sample described here, dl individua disbursements of $5,000 or more are included with
certainty and the rest are sampled. This means that within the certainty stratum under thisdesign
there is a complete accounting for 2,495 transactions involving $32.4 million in recorded
disbursements. Thus, about 25.8 percent of the $125.6 million disbursed in the Electronic
Records Era by the Anadarko Agency are tested directly by this means.

B. 1IM Disbursement Noncertainty Strata

Aninitid sample of 200 is taken of the remaining IIM disbursements, Sratified by sze of
disbursement (under $500 versus $500 to $5,000). The selections are baanced by the year of the
transaction (for each year 1985 to 2000) and spread as widely as possible across [1M account

where the income was earned, so the work must be organized on that basis. In particular, the IRMS portion of the
electronic record transaction database is first sorted by transaction geography to facilitate the accounting work. For
TFAS, which begins in 1998 or later, transactions are filed in Albuquerque no matter where the income was
generated. To find the supporting documentation for a transaction in, say, late 2000, the paper files in Albuguerque
have to be searched by date and, then, once located the source of the income can be obtained. Some of the supports
are present with the back-up materials in Albuquerque but the leases and contracts are going to have to be obtained

from the agency where theincomeislocated.

1 The Department of the Treasury now retains records of all Treasury checks cashed. This sourceis believed to be
complete over at least the last seven years but is still expected to be useful in earlier years.
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holders. The remaining 200 initid disbursement sample cases are drawn from the sample of
supporting documents described below. '

C. 1IM Individual Receipt Certainty Stratum

For Anadarko 1IM recelpts we aso propose to include al unique recei pt transactions that have
one or moreindividual transactions of $5,000 or more for the Electronic Records Era. In
Anadarko there are 728 such individua transactions of $5,000 or more, asindicated earlier.
Since some of these occurred as part of the same unique receipt, there are fewer unique receipts
(only 487) involved. It isour understanding that, because of the nature of the testing being done,
in the process of confirming one of the individual receipts in a unique transaction, other of the
individua receipts may be consdered tested. In that case, it turns out that even though receipts
for individud transactions of $5,000 or more amounted to $7.6 million, we may be gble to test
with certainty up to $8.8 million in unique receipts (on 2,496 individua transactions) or 18.1
percent of al Anadarko receipts available eectronicaly (see figure 1 on the following page).

D. IIM Individual Receipt Noncertainty Strata

A sample of 200 unique receiptsis taken of the remaining 1M unique receipts, dratified by size
of the largest individud receipt (under $500 versus $500 to $5,000). The selections are then
balanced by year of the transaction (for each year 1985 to 2000), unique receipt class, and type
of income. Again, aswith the disbursement sdections, the sample is again balanced to be sure
that the receipt transactions examined are spread as widely across [1M account holders as
posshble. Theremaning 200 initid receipt sample cases are drawn from the sample of
supporting documents described next.

E. Direct Support Sampling

A second sample is drawn directly from the supporting documentation underlying the Anadarko
transactions that are supposed to be recorded on the account ledger. This sample begins by
seecting a dratified sample of 150 storage units from the Southern Plains Region. The sdlections
are made a the Anadarko Agency, the FRC at Lee's Summit, Missouri, and various Interior
record storage locations in Albuquerque, New Mexico. Because of concerns about records being
misfiled, the sampleis drawn regiondly in Albuquerque and a Lee' s Summit. (This same

sample can later be used in part for other Southern Plains Agencies, of course. That iswhy it is
so large)

Usng the inventory of the storage units or the related BIA paperwork for information on the
contents, the boxes or storage units are dratified to oversample those with a high likelihood of

2 The abil ity to stratify the support sample before use is almost certainly going to be imp erfect, hence the fraction of
the total sample drawn from the two sources may be uneven. The goal of achieving combined initial samples of 400
transactions from each stratum can still be met, of course, but more of the casesin the $500 under $5,000 class may
be coming from the [IM frame and less from the support sample.
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containing land-based collection documents or disbursement documents (e.g., negotiated
checks). Each selected box or storage unit is then triaged to prepare the contents for imaging, if
aopropriate. After scanning (ongite) the images are coded for matching to any gpplicable 1M
transactions. The intent, at this point, is only to match the main collection and disbursement
supports, athough this could change as we learn more.

A collection document is matched to an 11M transaction to ensure that all money entering the
Trust actudly ended up as an I1M receipt transaction or that there was a good reason why not.
Disbursement supporting documents are obtained directly, so as to supplement the [1M
disbursement samples. There is some considerable concern that not al the supports needed for
the [1M disbursement transaction sample are found and this second sample provides a chance to
examine whether failing to find dl supports might make a difference in the accountants' overdl
assessment of the soundness of the Anadarko books and records.

Priority for leases and collection documents is given to agency files as far back as these extend,
then to documents a Lee's Summit and Albugquerque. We expect to have to image and code a
farly large sample of these records before selecting the cases to be matched. For disbursements
the support sampling concentrates primarily on the period before the Treasury retained al copies
of canceled checks. The samples for receipt and disbursement documents are both planned
initidly to be gpproximately 200 per agency or 400 intotal. Again, aswith the sampling from
the 1M, additiona cases may be included using rigorous probability selection methods, if a
systematic error pattern is detected.

8. Paper Records Era Sampling

In this brief sample design Appendix, we have yet to specificaly consider how the transactions
not currently available dectronicdly are to be sdected for sampling. Analysis efforts have not
progressed very far yet on these samples. Broadly, though, we expect the gpproach to be similar
to what has just been described. Anticipating that afull discussion will be needed, a separate
sample design report is planned, when we know more.

Obvioudy, before atransaction sample can be selected, and before a sample of supporting
documents can be matched to an 1M transaction, the [IM transactions must be located from the
paper ledgers and entered into an anadyzable electronic database. It is anticipated thet this
process will begin early in 2003 and will be ongoing as the work on the Electronic Records Era
transactionsis proceeding.

9. Error Adjustment Approaches

There are many possible ways of cdculating an estimated maximum dollar error for an account
(e.g., Guy 1994; Wilburn 1984). The maximum dollar error can be expressed as a percent of the
transactions or in dollar terms. Obvioudly, in the present gpplication, accounts with more
transactions have more exposure, ceteris paribus, to the chance for error and this must be taken
into congderation. It is premature to make specific error adjustment recommendations at this
time. The comparison and evauation of gppropriate estimation procedures will be included in
thefind andyss.
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Figure 1: Digribution of Individual Transactions and Unique Receipt Groupingsin Anadarko Agency

Notes:

1. The initial design for Anadarko would call for the selection to be divided into six batches of approximately 215 unique receipts. Approximately 80 from Stratum A, 67 from
Stratum B, and 68 from Stratum C will be balanced by individual receipt mix, transaction date, and type of income.
2. As displayed above, the population of individual receipt transactions is first divided into those of $5,000 or more (of which there are 728) and the remainder under $5,000.

The 728 individual receipts are included in 487 unique receipt groups with 2,496 individual transactions. All other transactions except for 2,496 are divided into those
between $500 and $5,000 (15,153) and under $500 (667,343). The 15,153 individual receipts are included in 9,048 unique receipts, with 82,618 individual transactions.
The remaining individual receipts (all under $500) are included in 72,111 unique receipts and total 599,878.
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APPENDIX E. INDEXING

OTR in Albuguerque, New Mexico, estimates that there are gpproximately 195,000 boxes or
containers of Indian trust records, an estimated 300-500 million pages, held by the United States
Government. These records are part of the history of American Indians, and, in part, contain the
records of the management of the I1M Trust Fund. These records vita to conducting a historical
accounting directed by the Court in the Cobell v. Norton litigation.

Indian trust records are stored in a number of different locations. Working and active records are
stored at BIA regiona and agency offices around the United States. OTR has severd local
facilitiesin Albuquerque that store approximately 51,000 boxes of records. The Nationa
Archives and Records Administration operates the Federal Records Center at Lee's Summit,
Missouri, which stores gpproximately 42,000 boxes of Indian trust records, and aso has 64,000
containers of records stored at Nationa Archives. The Trust Accounting Division of the Generd
Services Adminigtration has approximately 20,000 boxes of records at its facility in Lanham,
Maryland. In addition, the Department of the Treasury and the Generdl Accounting Office have
approximately 18,000 boxes of records at storage facilities.

Interior must rely on these records to perform the historical accounting. However, the
inventories and indexes of these records, essentiad to locating needed records effectively and
efficiently, are not consstently detailed and accurate for this purpose.

OTR’ s gpproach isto create an eectronic database for the records, much like transforming a
traditiond library catdog card index for books into an electronic reference database. This
database will be created by entering data on the contents of each box in the collection onto a
data-entry screen that will be integrated into a database for access by the users. Information in
the database can then be sorted and indexed for easy access by document types, dates,
collections, agency, etc.

OTR has engaged the firm Labat—Anderson, Incorporated to index al of the trust-related records
that are currently stored in its facilities in Albugquerque and at Lee s Summit. This endeavor will
require the contractor to examine every file contained within abox or container of records, and
accurately enter key information about the records into a database.

Theindexing isworking a a“fileleve,” meaning that every filetitle will be entered, verbatim,
into the database. Where there are no file folders for the contents in abox, the entire box will be
considered the folder and the contractor will indicate such as an “implied folder” in the database.

In addition, the contractor will include the following information in the index:

e Data Appearing on the Exterior of a Box — This will dlow searchers to identify the
physicd location of the boxes based on earlier inventory records. Also, where triba
names are identified on the exterior of boxes tha information will be captured in the
database
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e Source Agency — This will denote the agency or regiond office to which the records
belong and the originators of the records.

e Document Type and Date Range — This information will enadle users who ae
searching for a specific document with a known or agpproximate date to identify the
appropriate box containing the document without having to request an unnecessarily
large number of boxes.

OTR'’s contractor, Labat- Anderson, has started the indexing project and is training two teams to
work on the records smultaneoudy in Albuquerque and at Lee' s Summit. OTR and OHTA are
coordinating on document needs for the historical accounting, and OTR is prioritizing which
groups of records to index first by BIA agency and by tribe. Thiswill ensure that the database
index will be populated and available to search for the first records needed for the historica
accounting.

The indexing project is expected to be completed in FY 2004.
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APPENDIX F. COST ASSUMPTIONS

The scope and complexity of the historical accounting require an assessment of codts for each of
the tasks associated with the accounting work. The objective is to establish the cost of the
historical accounting based on significant cost drivers (activities), such as whether transactions
arein dectronic or paper form, the level of document location, collection, and scanning required,
and the number of transactions that must be reconciled. However, thereisahigh level of
uncertainty in the cost estimates for the historical accounting project because many parameters
continue to be investigated and could significantly change the estimates devel oped.

Prdiminary Esimate of Accounting Costs

Thetota preliminary estimated cost for conducting the historical accounting is $335 million, of
which 89 percent of the estimated cost is the accounting work. The following cost estimating
assumptions were made to congtruct the cost for the historica accounting project.

Cost Per Transaction

Electronic Paper

Records Records
Era Era
$ 80 $80 —tolocate 4 documents (on average) to support the transaction
25 25 —to prepare, image and digitize (scan) the documents (6 pages per document, on average)
125 185 —for accounting about 1 hour per transaction on average
$230 $290 —total estimated cost per transaction
Digitized Ledger

$1,000 — to create adigitized ledger from paper ledgers cost including locating
documents to support transactions, preparing, imaging, and digitizing
the documents (Note: approximately 30 percent of the land-based [IM
account holders have Paper Records Era portions of their accounts or
approximately 60,000 ledgers)
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APPENDIX G. ACRONYMS

ACRONYMS
BIA Interior’ s Bureau of Indian Affars
BLM Interior’s Bureau of Land Management
CD&L Chavarria, Dunne & Lamey LLC
1M Individud Indian Money
IRMS Integrated Records Management System
LRIS Land Records Information System
LTRO BIA Land Title and Records Office
MMS Interior’s Minerals Management Service
NORC Nationa Opinion Research Center of the University of Chicago
OHTA Interior’s Office of Higtorica Trust Accounting
OosT Interior’ s Office of the Specid Trustee for American Indians
OTFM Office of the Specid Trustee Office of Trust Funds Management
OTR Interior’ s Office of Trust Records
QC Quadlity Control
SDA Specia Deposit Account
TFAS Trust Funds Accounting System
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