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EXECUTIVE SUMMARY
COMMISSION ON MINERAL RESOURCES
DIVISION OF MINERALS
Background
The Nevada Division of Minerals, a part of the
Commission on Mineral Resources, is responsible for
administering programs and activities to promote, advance,
and protect mining and the development and production of
petroleum and geothermal resources in Nevada. The
Commission on Mineral Resources is responsible for
advising the Governor and Legislature on mineral related
issues. The Commission also adopts the regulations
administered by the Division.
The Division focuses its efforts on three main areas:
industry relations and public affairs; regulation of oil, gas,
and geothermal drilling activities and well operations; and
abandoned mine lands. The Division administers the
following programs:
Abandoned Mine Lands (AML),
Reclamation Bond Pool, Education, Mining, and Oil, Gas,
and Geothermal.
The Division’s offices are located in Carson City and
Las Vegas. As of June 30, 2005, the Division had nine fulltime employees. In addition, six summer interns were
assigned to the AML program. The Division is self-funded
primarily from fees and grants and had expenditures totaling
approximately $1 million in fiscal year 2005.

Purpose
The purpose of this audit was to evaluate the Division
of Minerals’ financial and administrative practices, including
whether transactions were carried out in accordance with
applicable state laws, regulations, and policies. Our audit
included a review of the Division’s financial and
administrative activities for the fiscal year ended June 30,
2005.
1
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Results in Brief
The Division of Minerals substantially complied with
laws, regulations, and policies significant to its financial
administration. However, we noted some weaknesses in the
Division’s oversight of wells and performance bonds and
reporting performance indicators and accounts receivable.
Specifically, the Division did not witness pressure tests of all
geothermal wells, and performance bonds did not always
meet the Division’s requirements. In addition, performance
indicators were not always accurate, supported by adequate
documentation, or clearly defined.
Finally, additional
procedures will help ensure that all accounts receivable are
properly recorded and reported.

Principal Findings
•

Although required by regulations, the Division did not
witness all tests of blowout prevention devices during
the drilling of geothermal wells. Of the seven wells
drilled in fiscal year 2005, the Division witnessed
three and relied on engineering test reports for the
remaining four. Regulations require all necessary
precautions must be taken to keep wells under control
and operating safely at all times. (page 8)

•

Four of nine oil and gas well operators’ bonds were
less than the amount required.
Each operator
submitted a $25,000 bond. However, the minimum
bond required by the Division’s regulations ranged
from $30,000 to $50,000. Bonds help ensure that an
oil or gas well is properly operated, repaired and
plugged. (page 9)
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•

The Division did not always terminate participation in
the state’s Reclamation Bond Pool as required.
Participation must be terminated if an operator fails to
pay their premium within 70 calendar days after the
due date. However, two operators were allowed to
participate even though they had not paid a premium
within the 70-day limit. Timely premium payments
help ensure the bond pool has sufficient funds to
reclaim land disturbances if an operator fails to do so.
(page 9)

•

Our analysis of the Division’s five performance
indicators presented in the 2005-2007 Executive
Budget, showed that one was reliable, one was
unreliable, and three could not be verified because
the underlying data was not readily available. In
addition, the description of one indicator did not
properly describe the reported information. Unreliable
indicators can misrepresent the actual results of an
agency’s operational activities. (page 11)

•

The Division’s procedures should be revised to
ensure all accounts receivable are properly recorded
and reported. Specifically, procedures lacked clear
direction on how to define, age, and report accounts
receivable. As a result, not all bond pool premiums
were billed timely. In addition, the Division’s June 30,
2005, accounts receivable report submitted to the
Office of the State Controller was understated.
(page 12)

Recommendations
This audit report contains six recommendations to
improve the Division’s oversight of wells and performance
bonds and controls over performance indicators and
accounts receivable.
Specifically, the Division should
witness geothermal well pressure tests as required, and
ensure performance bonds meet minimum requirements and
3
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are terminated in accordance with regulations. In addition,
the Division should implement controls to help ensure
performance indicators are reliable and all accounts
receivable are properly recorded and reported. (page 23)

Agency Response
The Agency, in its response to our report, accepted all six
recommendations. (page 17)
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Introduction
Background
The Nevada Division of Minerals, a part of the Commission on Mineral
Resources, is responsible for administering programs and activities to promote,
advance, and protect mining and the development and production of petroleum and
geothermal resources in Nevada.

The Commission on Mineral Resources is

responsible for advising the Governor and Legislature on mineral related issues. The
Governor appoints the seven members of the Commission to 4-year terms.

The

Commission also adopts the regulations administered by the Division.
The Division’s mission is to conduct activities to further the responsible
development and production of the State’s mineral resources to benefit and promote the
welfare of the people of Nevada. The Division focuses its efforts on three main areas:
industry relations and public affairs; regulation of oil, gas, and geothermal drilling
activities and well operations; and abandoned mine lands.
The Division of Minerals administers the following programs:
Abandoned Mine Lands (AML) Program – provides for public safety by
identifying and ranking dangerous conditions at mines that are no longer
operating, and by securing dangerous orphaned mine openings. The program
also educates the public to recognize and avoid hazardous abandoned mines.
Bond Pool Program – provides reclamation bonds for those mining operators
that cannot obtain a bond from commercial means. The participants in the pool
pay a deposit and quarterly or annual premiums thereafter.
Education Program – promotes the minerals industry and the importance of
mineral resources. The Division has developed educational materials for grade
levels K-12; co-sponsors semiannual education workshops; and performs
numerous classroom presentations.
Mining Program – compiles annual data on all active mines in Nevada and
maintains the State’s mine registry. Information concerning mining operations
and production is made available to the public through a yearly publication.
5
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Oil, Gas, and Geothermal Program – responsibilities include permitting,
inspecting, and monitoring all oil, gas, and geothermal drilling activities on both
public and private lands in Nevada. Staff also monitor the production of oil, gas,
and geothermal resources to ensure proper management and conservation.
Nevada is a member of the Interstate Oil and Gas Compact Commission.
The Division’s offices are located in Carson City and Las Vegas. As of June 30,
2005, the Division had nine full-time employees. In addition, six summer interns were
assigned to the AML program. The Division is funded primarily from fees and grants
and had expenditures totaling about $1 million in fiscal year 2005. Exhibit 1 shows the
Division’s and the Reclamation Bond Pool’s funding and expenditures for the fiscal year
ended June 30, 2005.
Exhibit 1
Funding and Expenditures
Fiscal Year 2005

Funding
Beginning Cash
Fees
Grants
Deposits
Interest
Transfers
Total Funding
Expenditures
Personnel
Operating
Abandoned Mine Support
Total Expenditures
Ending Cash

Division of
Minerals

Reclamation
Bond Pool

$ 447,206
1,124,985
97,500
-14,817
11,865
1,696,373

$1,027,449
72,277
-499,680
26,884
-1,626,290

722,217
167,384
125,131
1,014,732
$ 681,641

-11,865
-11,865
$1,614,425

Source: State Accounting System.

The Division also holds performance bonds for oil, gas, and geothermal wells.
These bonds can be CD’s, sureties, or cash deposits. As of June 30, 2005, cash
deposits and accumulated interest from these bonds totaled $338,409.
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Scope and Objective
This audit is part of the ongoing program of the Legislative Auditor as authorized
by the Legislative Commission, and was made pursuant to the provisions of NRS
218.737 to 218.893. The Legislative Auditor conducts audits as part of the Legislature’s
oversight responsibility for public programs.

The purpose of legislative audits is to

improve state government by providing the Legislature, state officials, and Nevada
citizens with independent and reliable information about the operations of state
agencies, programs, activities, and functions.
This audit included the financial and administrative activities of the Division of
Minerals for the fiscal year ended June 30, 2005. The objective of our audit was to
evaluate the Division’s financial and administrative practices, including whether
transactions were carried out in accordance with applicable state laws, regulations, and
policies.
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Findings and Recommendations
The Division of Minerals substantially complied with laws, regulations, and
policies significant to its financial administration. However, we noted some weaknesses
in the Division’s oversight of wells and performance bonds and reporting performance
indicators and accounts receivable. Specifically, the Division did not witness pressure
tests of all geothermal wells, and performance bonds did not always meet the Division’s
requirements. In addition, performance indicators were not always accurate, supported
by adequate documentation, or clearly defined. Finally, additional procedures will help
ensure that all accounts receivable are properly recorded and reported.

Oversight of Wells and Performance Bonds Needs Improvement
The Division’s monitoring procedures did not ensure geothermal well pressure
tests were conducted in accordance with regulations.

Furthermore, the Division

accepted certain performance bonds for amounts less than required.

Finally, the

Division did not always terminate participation in the state’s Reclamation Bond Pool
when operators failed to make timely premium payments.

Pressure testing helps

ensure wells are operated safely and bonds help ensure resources are available to plug
wells and to fund mine reclamation projects.
Division Did Not Always Witness All Well Pressure Tests
Regulations require the Division to witness pressure tests of geothermal well
safety equipment during the drilling process. However, the Division did not witness all
tests conducted in fiscal year 2005.

Of the seven wells tested, Division personnel

observed three and relied on information submitted by the well operators to assess the
safety of the remaining four.
NAC 534A.270 requires certain steps be taken to keep wells under control and
operating safely at all times. This includes the installation of equipment during the
drilling process for the prevention of a blowout. Furthermore, the equipment must be
tested under pressure and the Division must witness the tests. According to Division
personnel, it is not always feasible to witness these tests. Consequently, the Division
8
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reviews the engineering test results submitted by well operators with established
reliability. However, regulations do not address the review of engineering reports in lieu
of witnessing the tests.
Certain Bonds Did Not Meet State Requirements
A well operator must submit a bond or place a deposit with the Division when
obtaining a permit to drill a gas or oil well. The bond or deposit helps ensure the well is
repaired in a manner which does not cause waste and is properly plugged if dry or
abandoned.

However, some bonds did not meet the minimum state bonding

requirements. These bonds were for wells drilled on federal land.
NAC 522.230 requires an owner of a well to obtain a bond of not less than
$10,000 for each well, or in a sum of not less than $50,000 covering all wells being
drilled. An owner of a well drilled on federal land is not required to obtain a state bond if
he has previously deposited a bond with the Federal Government. However, the bond
must be in the same amount required by the Division.
Despite these requirements, four of nine well owners’ federal bonds were less
than the amount required. Although each bond was for $25,000, the minimum amounts
required by regulation ranged from $30,000 to $50,000. In total, the federal bonds were
$80,000 less than the minimum amount required. Since these bonds help ensure that
oil or gas wells are properly repaired and plugged, it is important that they meet the
minimum required amount.
Participation in Bond Pool Not Always Terminated as Required
The Division did not always terminate participation in the state’s Reclamation
Bond Pool as required. Regulations require the Division to terminate participation if an
operator fails to pay their premium within 70 calendar days after the due date.
However, two operators were allowed to participate in fiscal year 2005 even though they
had not paid within the 70-day limit. One operator whose quarterly premium was $538,
had not paid a premium since April 2004.

The second operator paid his $2,624

quarterly premiums anywhere from 5 to 9 months after the due date. Timely premium
payments help ensure the bond pool has sufficient funds to reclaim land disturbances if
an operator fails to do so.
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The bond pool program was established to allow small mining operations to
comply with state and federal bonding and surety requirements. Each participant must
pay an entry deposit and quarterly or annual premiums to participate in the bond pool.
If a participant fails to pay a premium in the amount and by the time required, he must
also pay a 5 percent penalty. However, if the premium and penalty are not paid within
30 calendar days after the premium due date, the participant is notified that his
participation will be terminated if full payment is not received within 70 calendar days
after the date the premium was due. If an operator’s participation is terminated, the
operator forfeits his deposit.
Division personnel stated one of the participants died but the bond was not
terminated in case someone purchased the operation and assumed the bond.
However, regulations do not authorize this practice. Staff also informed us the second
participant had temporarily suspended operations but wanted to keep his bond active.
As a result, he continues to make payments but they are not within 70 days after the
due date. Although this approach may be reasonable, regulations do not provide this
flexibility.

Recommendations
1.

Witness geothermal well blowout prevention tests as
required by regulation.

2.

Ensure oil and gas bonds are sufficient to meet regulatory
requirements.

3.

Terminate mining operators’ bonds in accordance with
regulations.

Additional Controls Over Performance Indicators and Accounts
Receivable Needed
The Division had not established written procedures to ensure performance
indicators were reliable. As a result, performance indicators were not always accurate,
supported by adequate documentation, or clearly defined. We also noted the Division’s
accounts receivable procedures were not complete. Additional controls will help ensure
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that all accounts receivable are collected timely and the state’s accounting records are
reliable.
Procedures Needed to Ensure Performance Indicators Are Reliable
The Division lacks written procedures that address how performance measures
are computed and the retention of underlying data and supporting documentation. As a
result, our analysis of the five performance indicators presented in the Governor’s 20052007 Executive Budget, indicated that only one was reliable. Of the remaining four, one
was unreliable and three could not be verified because the underlying data was not
readily available. Exhibit 2 shows our analysis of each performance indicator.
Exhibit 2
Analysis of Division of Mineral’s Performance Indicators
Reported in the 2005-2007 Executive Budget

Performance Indicator
Percent of staff hours spent collecting,
compiling, and publishing information on
Nevada’s mineral industry.
Number of public awareness and
education presentations given per FTE.
Percent of oil, gas, and geothermal drilling
permits processed in three working days.
Percent of permitted oil, gas, and
geothermal operations inspected.
Percent of hazardous abandoned mine
openings secured.

Actual
Reported
FY 2004

Reliable

Unreliable

Could Not
Determine
Reliability(1)

25%

X

13

X
X(2)

100%
100%
80%

X
X

Source: Auditor review of Division records.
(1)

Underlying data was not readily available.

(2)

Eight of the 13 permits we reviewed were processed within 4 to 38 working days after receipt.

In addition, the indicator regarding the percent of permitted operations inspected does
not properly describe the reported information. This measure can be interpreted that
the Division physically inspected all operations. However, the measure included oil
and gas well inspections performed by a federal agency and desk reviews of
geothermal well operators’ reports.
The State Administrative Manual provides guidance to help ensure performance
indicators are reliable. Agencies are required to develop written procedures on how
the performance measures are computed. The procedures are to include formulas and
11
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information on where the data is obtained and which reports are used. Further, staff is
responsible for reviewing the procedures and ensuring they are followed. Also, the
agency must retain the records used in computing the performance measures for three
years.
Written procedures help ensure the process for collecting performance
measurement data is reasonable and consistent over time. This, in turn, helps ensure
that managers and oversight bodies receive reliable information that represents the
actual results of an agency’s operational activities when evaluating programs and
making budget decisions.
Additional Procedures Will Ensure Accounts Receivable Are Properly
Recorded and Reported
The Division billed over $150,000 in fees and assessments for the fiscal year
ended June 30, 2005. Generally, we found that the Division followed proper billing and
collection practices. However, the Division’s procedures should be revised to ensure all
accounts receivable are properly recorded and reported.

Specifically, procedures

lacked clear direction on how to define, age, and report accounts receivable. As a
result, bond pool premiums totaling about $7,000 were not billed timely. In addition, the
Division’s June 30, 2005, accounts receivable report submitted to the Office of the State
Controller indicated no receivables; however, we identified receivables totaling about
$19,000.
The Controller’s Accounting Policies and Procedures recommend, at a minimum,
that an agency maintain an accounts receivable subsidiary ledger that includes the
beginning balance, current charges, payments, and outstanding balance for each
customer. Implementing these elements will help ensure that the Division’s accounts
receivable are collected timely and the state’s accounting records are reliable.

Recommendations
4.

Develop written procedures to help ensure performance
indicators are reliable and clearly stated.

5.

Retain performance indicator data in accordance with the
State Administrative Manual.

12

LA06-15

6.

Revise procedures to ensure all accounts receivable are
properly recorded and reported.
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Appendices
Appendix A
Audit Methodology
To gain an understanding of the Division of Minerals, we interviewed agency staff
and reviewed state laws, regulations, policies, and procedures significant to the
Division’s operations.

We also reviewed the agency’s prior audit reports, financial

reports, budgets, minutes of various legislative committees, and other information
describing the activities of the Division. We documented and assessed the Division’s
internal controls over receivables, property and equipment, revenue, expenditures,
personnel, performance bonds, and performance measures.
To accomplish our audit objective, we determined if the agency’s accounts
receivable were properly recorded and reported and that collection efforts were
effective. We compiled the agency’s receivables and reviewed 10 individual billings to
verify that the Division followed proper billing practices. To verify that revenue was
assessed, collected, and deposited in accordance with laws and regulations, we tested
33 receipts selected randomly and judgmentally. We also verified that the Division
followed proper procedures for accepting grants and that all debit entries to revenue
accounts were appropriate. Finally, we accounted for all cash receipt forms.
We randomly selected 20 expenditure transactions and tested each to determine
if they were properly supported, correctly recorded and in compliance with applicable
laws, regulations and policies. In addition, we verified that credit entries to expenditure
accounts were appropriate. We also reviewed all credit card transactions for unusual
charges. Finally, we verified that the agency’s contracts were properly approved and
payments were in accordance with terms of the agreements.
To verify that the Division complied with applicable personnel and payroll laws,
regulations, and policies, we randomly selected two pay periods. We verified that all
payroll transactions were processed correctly.

We also verified that the Division

developed work performance standards and that employees received performance
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evaluations as required. Finally, we verified that changes in employment status and
wage rates for employees were appropriate.
We also determined if the Division managed performance bonds in accordance
with State laws and regulations by testing all additions and changes to Reclamation
Bond Pool deposits and premiums for fiscal year 2005. In addition, we verified that the
Division retained forfeited bond pool deposits as required. Finally, we verified that five
well operators, selected at random, provided proper surety or deposits, and determined
if certain other well operators met minimum bonding requirements.
We reviewed each of the five performance indicators, reported in the fiscal year
2005-2007 Executive Budget, to determine if they were reliable. We also determined if
the Division witnessed certain well drilling tests required by regulation.
To determine if fixed assets were adequately safeguarded and accounted for, we
verified that the Division had taken an annual fixed asset inventory and that the
inventory list was accurate.
Our audit work was conducted from April through October 2005, in accordance
with generally accepted government auditing standards.
In accordance with NRS 218.821, we furnished a copy of our preliminary report
to the Administrator of the Division of Minerals. On March 15, 2006, we met with the
Administrator to discuss the results of our audit and requested a written response to the
preliminary report.

That response is contained in Appendix C, which begins on

page 17.
Contributors to this report include:
Gary J. Kulikowski, CPA
Deputy Legislative Auditor
Michael O. Spell, CPA
Audit Supervisor
Stephen M. Wood, CPA
Chief Deputy Legislative Auditor
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Appendix B
Prior Audit Recommendations
Our 1997 audit of the Division of Minerals contained three recommendations
related to the Abandoned Mine Lands program. The Division indicated that all three
were fully implemented. The scope of our current audit did not include these prior
recommendations. Therefore, we did not verify the Division’s implementation of the
prior audit recommendations.
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Appendix C
Response From the Division of Minerals
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Division of Minerals
Response to Audit Recommendations
Recommendation
Number
1

2

3

4

5

6

Accepted
Witness geothermal well blowout prevention tests as
required by regulation. ……………... ...........................

X

Ensure oil and gas bonds are sufficient to meet
regulatory requirements ...............................................

X

Terminate mining operators’ bonds in accordance with
regulations....................................................................

X

Develop written procedures to help ensure performance
indicators are reliable and clearly stated......................

X

Retain performance indicator data in accordance with
the State Administrative Manual ..................................

X

Revise procedures to ensure all accounts receivable are
properly recorded and reported....................................

X

TOTALS

6

23

Rejected

0
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