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Management Report on Follow Up of
Prior Limited Internal Control and Legal Compliance Review Findings

Walter Boone, Director

Mississippi State Oil and Gas Board
500 Greymont Avenue, Suite E
Jackson, Mississippi 39202

Dear Mr. Boone:

The Office of the State Auditor has completed follow up procedures to determine the
status of previous findings that were identified at the Mississippi State Oil and Gas Beard
during a Limited Internal Control and Legal Compliance Review for the year ending June
30, 2003. The prior year findings are listed below with the current status noted based on
our follow up procedures. In these prior year findings, the Auditor’s Office
recommended the Mississippi State Oil and Gas Board:

Strengthen controls over cash receipts (corrected);

Prepare purchase orders prior to the ordering of goods and services (not corrected);
Transfer funds to the State Treasury in a timely manner {corrected); and

Ensure fringe benefits are included in employee wages (corrected).

BN

During this follow up, we noted findings which need to be addressed by
management. In these findings, the Auditor's Office recommends the Mississippi State
Oi! and Gas Board:

1. Strengthen controls over recalculation of Z form reports and recording of
receivables; and

2. Prepare purchase orders prior to the ordering of goods and services.

Please review the recommendations and submit a plan to implement them by
February 10, 2006.

During future engagements, we may review the findings in this management report
to ensure procedures have been initiated to address these findings.
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This report is intended solely for the information and use of management, Members
of the Legislature and federal awarding agencies and is not intended to be and shouid not
be used by anyone other than these specified parties. However, this report is a matter of
public record and its distribution is not limited.

I hope you find our recommendations enable the Mississippi State Oil and Gas
Board to carry out its mission more efficiently. I appreciate the cooperation and courtesy
extended by the officials and employees of the Mississippi State Qil and Gas Board
throughout the review. If you have any questions or need more information, please
contact me.

Sincerely,

RD‘&/\JA{ 0. W
6""\

Phil Bryant

State Auditor
Enclosures



Mississippi State Oil and Gas Board
January 17, 2006
Page 3

The follow up procedures of prior review findings were completed on January 12,
2006. The Office of the State Auditor's staff members participating in this review
included Rob Robertson and Jay Strait. These procedures and tests cannot and do not
provide absolute assurance that all state legal requirements have been met. Also, our
consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be
weaknesses. In accordance with Section 7-7-211, Miss. Code Ann. (1972), the Office of
the State Auditor, when deemed necessary, may conduct additional procedures and tests
of transactions for this or other fiscal years to ensure compliance with legal requirements.

In performing this follow up of prior review findings, we noted a certain matter
involving the internal control over financial reporting and its operation that we consider
to be a reportable condition under standards established by the American Institute of
Certified Public Accountants. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal
control over financial reporting that, in our judgement, could adversely affect the
department's ability to record, process, summarize, and report financial data consistent
with the assertions of management in the financial statements. This matter is noted under
the heading REPORTABLE CONDITION.

In addition, we noted a matter involving an instance of noncompliance that
requires the attention of management. This matter is noted under the heading
INSTANCE OF NONCOMPLIANCE WITH STATE LAWS.
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REPORTABLE CONDITION

“Controls Should Be Strengthened to Ensure Reports Are Verified for Accuracyin a

Timely Manner and Receivables Are Recorded

Finding:

On a monthly basis, oil and gas producers are required to file report OGB 9-12-15-Z
(known as a Z Form) with the Mississippi State Oil and Gas Board to document
production of oil and gas and calculate the applicable maintenance taxes due to be paid
by the companies for that month. While the production figures are notarized on the form,
it is agency practice that personnel of the Mississippi State Oil and Gas Board recalculate
the amount of tax due and reconcile that amount to the payment made by the oil
company. Ifthe amount of tax paid is less than the amount per the recalculated Z Form,
an invoice is sent to the company.

Testwork performed at the Mississippi State Oil and Gas Board revealed that as of
December 2005, agency personnel had not recalculated the Z Forms since December
2004. Beginning in December of 2005 and January of 2006, agency personnel were in
the process of reconciling the Z Forms for the first quarter of 2005. This means that at
the time of fieldwork, the agency was approximately nine months behind in recalculating
the Z Forms. We noted the Z Forms are stacked by month in the agency office and
according to agency personnel, three employees have now been dedicated to bring the
process of recalculating the Z Forms current. We further noted that amounts invoiced to
companies for amounts due are not recorded in an accounts receivable ledger and that no
follow up procedures are utilized by agency personnel to ensure that payments are
ultimately received. Failure to timely recalculate the Z Forms could allow
underpayments to occur without follow up in a timely manner. Also, failure to record
invoiced amounts in an accounts receivable ledger prevents the agency from maintaining
accurate financial accounting records. Failure to perform follow up procedures for
amounts not paid after being invoiced could result in loss of income to the state.

The Mississippi State Oil and Gas Board also routinely sells maps, publications of law,
and copies of documents to the public. For sales which do not exceed $50, the customer
may choose to have the amount of sale invoiced to them; however, we noted that no
follow up procedures are occurring for unpaid invoiced amounts. We also noted that
amounts owed by customers are not recorded in an accounts receivable ledger. It should
be noted that amounts owed appear on a computerized customer statement which is
printed each month with the balance due to date. Per agency personnel, the statements
are filed each month without follow up. Failure to timely record invoiced amounts in an
accounts receivable ledger prevents the agency from maintaining accurate financial
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accounting records. Failure to perform follow up procedures for amounts not paid after
being invoiced could result in loss of income to the state.

The Mississippi State Oil and Gas Board maintains an Emergency Plugging Fund which
is used to pay the costs of plugging "orphan" wells. This fund is used to ensure proper
procedures are used to close wells so that the public and surrounding land is not harmed
by abandoned wells. The costs of closing the wells is funded, in part, by a 5% "proof of
financial fee" paid by companies drilling in the state of Mississippi. We noted that, prior
to December 2005, the Mississippi State Qil and Gas Board did not have proper
procedures in place to follow up on delinquent accounts for the Emergency Plugging
Fund. According to agency personnel, no statements were sent to companies for
delinquencies from July 2004 through December 2005. Beginning in December 2005,
agency personnel developed an accounts receivable listing and sent out delinquency
notices to request payment of fees. Failure to timely record invoiced amounts in an
accounts receivable ledger prevents the agency from maintaining accurate financial
accounting records. Failure to perform follow up procedures for amounts not paid to the
Emergency Plugging Fund as required could result in loss of income to the state and puts
the fund at risk of improper financial resources to properly close orphan wells.

Because of the large number of documents involved, it was not practical during this
follow up to determine the amount of unrecorded receivables owed to the Mississippi
State Oil and Gas Board. Management of the agency should ensure that-amounts owed to
the agency are determined, recorded and collected.

Recommendation:

We recommend the Mississippi State Qil and Gas Board strengthen procedures to ensure
the Z Forms are reviewed for mathematical accuracy in a timely manner. Amounts owed
by the oil and gas companies should be invoiced and recorded in an accounts receivable
ledger with appropriate follow up to ensure payment is received. We recommend the
agency record amounts due from map sales, publication sales and copies in an accounts
receivable ledger with appropriate follow up to ensure payment is received. In addition,
we recommend the agency continue the practice began in December 2005 of invoicing
amounts due to the Emergency Plugging Fund and ensure that receivables are recorded
and that follow up procedures are used to ensure payment is received.
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INSTANCE OF NONCOMPLIANCE WITH STATE LAWS

Purchase Orders Should Be Prepared Prior to the Ordering of Goods and Services

Finding:

During testwork performed at the Mississippi State Qil and Gas Board on purchases
requiring a purchase order, we noted nine instances out of ten items tested in which
purchase orders were not completed prior to the ordering of goods and services. Section
7-7-23, Miss. Code Ann. (1972), requires purchases of equipment, supplies, materials or
services of whatever kind or nature may be made only by written purchase orders duly
signed by the official authorized to do so. It further requires that it shall be the duty of
the proper official in each department or agency to forward a copy of each purchase order
to the Department of Finance and Administration on the same day the said order is
1ssued.

Failure to complete a purchase order prior to ordering goods and services could impede
the ability of the agency and the Department of Finance and Administration to maintain
budgetary controls over the agency’s expenditures.

Recommendation:

We recommend the Mississippi State Oil and Gas Board comply with state law by
ensuring purchase orders are prepared and approved prior to goods and services being
ordered. In instances in which an exact price is not known at the time of ordering,
agency personnel should prepare a purchase order using an estimated amount. Upon
receipt of the invoice, the purchase order may then be revised to agree with the invoiced
amount.

End of Report



