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WEST VIRGINIA STATE AUDITOR’S OFFICE

EXIT CONFERENCE

We held an exit conference on October 18, 2001 with the State Auditor and other representatives of
the West Virginia State Auditor’s Office and all findings and recommendations were reviewed and
discussed. The agency’s responses are included in blue and italics in the Summary of Findings,
Recommendations and Responses and after our findings in the General Remarks section of this

report.



WEST VIRGINIA STATE AUDITOR’S OFFICE

INTRODUCTION

The office of the State Auditor, an elected official, was created by the first
Constitution of West Virginia, modified in 1872. No specific section of the Code defines its duties,
but the functions of the office are set out in over one hundred twenty-five sections of the Code.

The State Auditor’s Office reviews, processes, and reports the results of the payment
of liabilities and collections of all revenues of all State agencies made on the behalf of the citizens of
West Virginia; audits all claims presented to the State for payment and, if found legal and correct,
1ssues warrants drawn on the Treasury; accepts garnishments against and administers U.S. Savings
Bond Programs for State employees; administers Social Security for employees of the State and
political subdivisions; receives taxes due the State collected by sheriffs, and collects and distributes
public utility taxes for state and counties.

The State Auditor’s Office provides services through various divisions and sections.
These divisions and sections and their respective duties are presented below:

The Accounting Division:

1. Maintains fund ledgers and expenditure subledgers on the FIMS system in
accordance with the West Virginia Constitution and applicable legislation.

2.  Develops, supports and maintains the budgetary controls of the centralized
accounting system.

3.  Prepares the annual West Virginia State Dollar Report.
4.  Posts anthorized transactions on FIMS.

5. Implements and maintains state and federal levies.
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The Auditing Division:

1.  Conducts a preaudit of all invoices, contracts, and any other claim presented to
the State Auditor’s Office for payment to determine mathematical accuracy and
legality of the expenditure.

2. Provides daily processmng assistance to all State agencies and to all State
vendors.

3.  Provides training to all State agencies on payment procedures, policies, and any
other areas as necessary.

Chief Inspector Division:

1.  Conducts financial and compliance audits of local governments.

2.  Conducts annualreview oflocal governments’ financial position and compliance
with state and federal regulations.

3. Provides training to and technical assistance to local governments on
accounting, budgeting, and auditmg issues.

4.  Provides workshops on preparation of financial records and financial statements.

Electronic Commerce/Information Technology Division:

1.

Processes all payrolls for state employees.

2.  Develops, supports, and maintains hardware and software for EPICS.

3.  Initiates direct deposits for state employees.

4.  Assists in all area of electronic commerce including digital signature, electronic
benefits transfer, automated clearinghouse, and Fedwire activities.

5.  Assists in making information available over the Internet.

Fraud Investigation:

1.  Establsh communication network to receive and review reports of fraud.

2. Supply proper information for reports to state, local, and federal governmental

entities.



Land Division/Interstate Commerce Division/Public Utilities

Tax Administration:

Collects taxes, fees, and mterest on delinquent lands forfeited to the State and
distributes these collections to the various counties.

2. Assists deputy land commissioners with the disposition of delinquent and
nonentered lands to return the properties to the active tax rolls.

3.  Provides public utility property value allocations to state, county, and municipal
governments in a timely and accurate manner.

4.  Distributes tax collections on a monthly schedule to state, county, and municipal
governments and to county school boards.

Purchasing Card Program:

1.  Provides training and education to state agencies on purchasing card use.

2. Monitors credit limits and use.

3. Performs post audits to ensure compliance with purchasing card laws and
regulations.

Securities Regulation:

1.  Provides regulation and/or registration of the buying and selling of stocks,
bonds, partnership interests, and other securities.

2.  Registers broker/dealers, mvestment advisors, and their agents/representatives.

3. Enforces and investigates of state securities, commodities, land sales,

timeshares, and oil and gas law violations.
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WEST VIRGINIA STATE AUDITOR’S OFFICE

SUMMARY OF FINDINGS, RECOMMENDATIONS AND RESPONSES

Lack of Effective System of Internal Controls

1.

During the course of our examination, it became apparent to us, based on observed
noncompliance with the West Virginia Code and other applicable rules and regulations, the
State Auditor’s Office did not have an effective system of internal controls in place to
ensure compliance with applicable State laws, rules and regulations.

Auditor’s Recommendation

We recommend the agency comply with Chapter SA, Article 8, Section 9(b) of the West
Virginia Code, as amended, and establish a system of internal controls.

Agency’s Response

No Response by the Agency. (See pages 22-24)

Inconsistent and Inaccurate Apportionment
of Public Service Corporation Taxes

2.

The Auditor’s Office does not have documented procedures for distributing public service
corporation taxes to the various counties and municipalities. As a result, we found the
agency implemented four different methods for distributing electric company assessments
although the companies’ had similar operating characteristics. These dissimilar methods
produced inconsistently distributed assessments. In addition, we noted a company’s 2000
fiscal year “railroad carline” assessments were inaccurately distributed to seven West
Virginia counties. One county was overpaid by $2,997.38 and the other six counties were
underpaid by $118, 369.94.
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Auditor’s Recommendation
We recommend the Auditor’s Office comply with Chapter 11, Article 6, Section 13, as
amended, and Chapter 5A, Article 8, Section 9 of the West Virginia Code.

Agency’s Response

I agree that as a result of data entry errors, we failed to include 253.55 track miles in the
calculation of “railroad carlines” in FY 2000 (Tax Year 1999) thus resulting in
inaccurate amounts being distributed to various entities. This was corrected for FY

2001 (Tax Year 2000). (See pages 24-28)

Fees Charged Without Statutory Authority

3.

Our audit revealed the Auditor’s Office collected revenues totaling $149,761.39 that were
not specifically authorized by the West Virginia Code. These fees and commissions were
collected by the Land Division for services performed by a contract employee who was
appointed as a “Special Deputy”. According to statute, the Special Deputy should have
assumed the deputy land commissioner’s rights and was entitled to the total amount
collected.

Auditor’s Recommendation

We recommend that the Auditor’s Office comply with Chapter 11A, Article 3, Sections 42,
34, 59, 64, and 66 of the West Virginia Code, as amended. In addition, we recommend all
deputy land commissioners be compensated in accordance with Article 3, Chapter 11A of

the West Virginia Code.
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Agency’s Response

I disagree with the determination of noncompliance regarding the collection of land sale
Jees. West Virginia State law allows this office to appoint an employee to serve as
Deputy Commissioner.

Thus, the office maintains the right to collect the charges from such sales and credit
them to the land operating fund, ultimately benefitting the school fund. (See pages 28-

34)

Procedures for Discounts and Interest Penalties

4,

Our audit revealed the Auditor’s Office granted improper early payment discounts totaling
$70,676.52 for partial tax payments made by two companies. In addition, the agency failed
to collect $70,204.08 in late payment interest. According to State law, public service
corporations are only entitled to the 2 % % eatly payment discount if the taxes owed are
paid on or before the due date. Otherwise, interest is to be charged at a rate of 9 % until
the taxes are paid.

Auditor’s Recommendation

We recommend the Auditor’s Office comply with Chapter 11, Article 6, Section 18 of the
West Virginia Code, as amended.

Agency’s Responses

I agree with the finding of noncompliance. The new Oracle program introduced in FY
2000 allowed the office to track and enforce the collection of that interest, thus, this

issue has been corrected. (See pages 34 and 35)



Chief Inspector Division Fees

5.

The Chief Inspector Division’s operating costs are funded by fees charged for providing
financial and compliance audits and services to local governments. We noted $34,921.00
in services invoiced before June 30, 2000 by the Division remained uncollected as of May
31, 2001.

Auditor’s Recommendation

We recommend the State Auditor’s ChiefInspector Division comply with Chapter 6, Article
9, Section 8 of the West Virginia Code, as amended.

Agency’s Responses

I agree with the finding of noncompliance regarding the lack of written collection
procedures. CID follows the collection procedures set forth in West Virginia Code §6-9-
8 for those entities with sufficient funds in the treasury to cover the delinquency without

Jeopardizing the entity’s ability to operate. (See pages 36 and 37)

Distributions In Excess Of Collections

6.

We found the Auditor’s Office made an excess public service tax distribution during the
2000 fiscal year. According to circuit court rulings, two cellular phone companies overpaid
their public utility taxes. Credits were applied against the cellular phone companies’
assessments and should have reduced the total amount available for distribution. However,
the agency did not reduce the distribution by the amount of the credits and overpaid the
various counties and municipalities by $16,793.25. The agency made another excess

distribution totaling $13,209.42 during the 2001 fiscal year.



Auditer’s Recommendation

We recommend the Auditor’s Office comply with Chapter 11, Article 6, Section 18 of the
West Virginia Code, as amended.

Agency’s Responses

I agree with the finding of noncompliance regarding excess distributions. This issue

has been resolved now that Oracle is fully implemented. (See pages 37-39)

Public Service Corporation Assessments

7.  We found the Auditor’s Office incorrectly billed four public service corporations a total of
$29,922.40. Two companies were under assessed by a total of $29,772.49 and two
companies were overcharged a total of $149.91 because of database entry errors, inaccurate
tax bills, and inconsistent assessments from one year to the next.

Auditor’s Recommendation

We recommend the Auditor’s Office comply with Chapter 11, Article 6, Section 13 of the
West Virginia Code, as amended.

Agency’s Responses

I agree with the finding of noncompliance regarding billing of four public service
corporations. I believe this problem occurred in FY 1999, prior to use of the Oracle
program.

I also agree that distributions were made to various counties and municipalities that
exceeded collection. These issues have been resolved now that the program has been

Sully implemented. (See pages 39 and 40)
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Equipment Inventory

8.

We found equipment inventory records were not updated when items were moved from
Agency division to another. Also, were unable to determine if 79 equipment items were
properly retired to the Department of Administration’s Surplus Property Unit because there
was no evidence the Unit had ever received the items.

Auditor’s Recommendation

We recommend the Auditor’s Office comply with Chapter 5A, Article 8, Section 9 of the
West Virginia Code, Sections 4.2 and 4.3.1 of the State of West Virginia Purchasing
Division Inventory Management and Surplus Property Disposition Policies and Guidelines.
Agency'’s Responses

I agree with the finding that our inventory record keeping system was in noncompliance.

We have taken steps to correct it. (See pages 40-42)

Assessment aod Allocation of Public Service Corporation Taxes

9.

Our audit revealed the Auditor’s Office did not distribute $122,208,000.00 in 1999 public
service corporation taxes to the various counties and municipalities based on actual receipts
or maintain records in a form that would demonstrate the individual public service
company's remittances were properly distributed. We also noticed Norfolk & Western
Railway Company’s 2000 and 1999 fiscal year assessment distributions totaling
$8,941,758.51 and 1999 fiscal year “railroad-carline” assessment distributions totaling

$1,818,829.54 were not based on the proper records.

-11-



Auditor’'s Recommendation

We recommend the Auditor’s Office comply with Chapter 11, Article 6, Section 18, as
amended, and Chapter, 5A, Article 8, Section 9 of the West Virgmia Code.

Agency’s Responses

I agree with the finding of noncompliance for taxes distributed prior to FY 2000. The
Oracle program corrected that beginning in FY 2000. I also agree that the Norfolk and
Western Railway Company FY 1999 and FY 2000 distribution was not based upon the
company’s current data, because of the failure of that company to report current data

on their annual report. (See pages 42-45)

Unsabstuntisted Fee Adjustments and Missing Documentation

10.

During our examination of cash receipts, we documented differences totaling $23,404.00
between the amounts billed by the Chief Inspector Division and our recalculation of the
amounts due as determined from the hours recorded on the Division’s employee time sheets
or the amount stated on signed engagement letters. We discovered the Division made three
unsubstantiated billing adjustments totaling $18,862.00, failed to charge $2,748.00 to
various local entities for financial services, and charged an entity $1,794.00 without any
documentation supporting the services provided. Our audit also revealed several instances
where the Division had not maintained documentation relating to the amounts charged to

entities for various audits and other services.
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Auditor’s Recommendation
We recommend the State Auditor’s Chief Inspector Division comply with Chapter 5A,

Article 8, Section 9 of the West Virginia Code, as amended.

Agency’s Responses
I agree with the finding that contract modifications need to be accompanied by written
documentation. CID has taken steps to improve filing and documentation. (See pages

46 and 47)

Payments Not In Accordance With Contract

11. We determined the Auditor’s Office overpaid a private sector vendor by $19,225.13.
Further, the agency made payments to the vendor totaling $134,575.91 that violated the
terms of the contract.

Auditor’s Recommendation

We recommend the Auditor’s Office comply with Chapter 12, Article 3, Section 9 of the
West Virginia Code, as amended, the Purchasing Division’s Agency Purchasing Manual,
and the Governor’s Travel Regulations.

Agency’s Responses

I agree with the finding that a vendor expense payment did not meet contractual

requirements, We have taken steps to correct the problem. (See pages 47-50)

Untimely Distribution of Public Service Taxes

12. Wenoticed the Auditor’s Office distributed $3,768,616.49 in 2000 fiscal year public service
corporation taxes anywhere from 35 to 53 days after receipt. According to State law, these
tax distributions are to be made within twenty days of receipt.
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Auditor’s Recommendation

We recommend the Auditor’s Office comply with Chapter 11, Article 6, Section 18 of the

West Virginia Code, as amended.

Agency'’s Responses

I agree with the finding of noncompliance for the method of distribution used in FY
1999 and FY 2000. I recognize that legislative changes may be appropriate in order to
balance the requirement of prompt payment with expense and other practical

considerations. (See pages 50 and 51)

North American Securities Administrators Association Travel Reimbursements

13. Third party travel reimbursement checks received by a Securities Division employee during
the 1999 fiscal year were not remitted to the Auditor’s Office for deposit until February 29,

2000.

Auditor’s Recommendation

We recommend the Auditor’s Office comply with Chapter 12, Article 2, Section 2 of the
West Virginia Code, as amended.

Agency’s Responses

I agree that one employee made errors regarding reimbursement of third party travel

(See pages 51 and 52)

Improper Fund Allocation

14. The Auditor’s Office did not properly distribute a $44,520.00 administrative fee payment

or $15,305.10 of a $29,543.70 Workers’ Compensation premium payment to the proper
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funds. These payments should have been allocated to various State Auditor funds based
on the number of employees paid from each fund.

Auditor’s Recommendation

We recommend the Auditor’s Office comply with Chapter 12, Article 3, Section 9; Chapter
11A, Article 3, Section 36; Chapter 32, Article 4, Section 406, as amended; and Chapter
11, Article 6, Section 26, as amended, of the West Virginia Code.

Agency’s Responses

I agree with the finding of noncompliance regarding our inability to completely cost

allocate funds for the PEIA reserve fund. (See pages 53-55)

Payment From Wrong Fund
15. We found the Auditor’s Office charged transactions totaling $13,181.17 to the Real Estate

Time Sharing Fund. Based on our review of the supporting documentation, the transactions
should have been charged to other agency funds.

Auditor’s Recommendation

We recommend the Auditor’s Office comply with Chapter 36, Article 9, Sections 21 and
25 of the West Virginia Code.

Agency’s Responses

I disagree with the finding of noncompliance based on travel payments from the time-

share fund. (See pages 55 and 56)
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Purchasing Card

16. Our audit revealed several instances where purchasing card purchases were not adhered to

including stringing of purchasing card transactions totaling $9,932.72, unauthorized
purchasing card purchases totaling $8,241.84, proper documentation was not maintained,
improperly classified purchasing card purchases totaling $396.00.

Auditor’s Recommendation

We recommend the Auditor’s Office comply with Chapter 5A, Article 8, Section 9 of the
West Virginia Code and the State Purchasing Card Policies and Procedures.

Agency’s Responses

I agree with the finding that there were certain instances of purchasing card procedures
violated. This noncompliance was previously documented by our own internal
purchasing card audit, which resulted in the suspension of certain cards and mandatory

training on card use. (See pages 56-59)

Statutory Fund Transfer

17.

According to the provisions of House Bill 210, passed on May 20, 1999, $150,000.00 was
to be transferred from the West Virginia Supreme Court of Appeal’s Family Law
Administration Fund to the Department of Health and Human Resource’s Domestic
Violence Legal Services Fund. However, the Auditor’s Office did not transfer $4,500.00

of the legislatively mandated amount.
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Auditor’s Recommendation

We recommend the Auditor’s Office comply with the provisions of House Bill 210, passed
on May 20, 1999.

Agency’s Responses

I disagree with a finding of noncompliance based on the office adherence to the
Governor’s executive order, The Governor’s authority to institute a budget freeze is
reflected in West Virginia Code §5A4-2-20 et seq., which clearly grants the Governor the

authority to order a freeze such as the one contemplated herein. (See pages 59 and 60)
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WEST VIRGINIA STATE AUDITOR’S OFFICE

GENERAL REMARKS

INTRODUCTION

We have completed a post audit of the West Virginia State Auditor’s Office. The
audit covered the period July 1, 1998 through June 30, 2000.

GENERAL REVENUE ACCOUNTS

Expenditures required for the general operations of the Auditor’s Office were made
from the following appropriated funds:

GENERAL ADMINISTRATION

FUND NUMBER DESCRIPTION
0116-001 ........ . ... .. Personal Services
0116-004 . ... Annual Increment
0116-010 ... ... ..ot Employee Benefits
0116-099 ... ... Unclassified
0116-117 ... i i eaanans Office Automation
0116-594 ....... ... ... Payroll System Acquisition

FAMILY LAW MASTERS
FUND NUMBER DESCRIPTION
0117-096 . .. ... ittt iinnnn. Unclassified
0117-891 ... e Domestic Violence Legal

SPECIAL REVENUE ACCOUNTS
All revenues received by the Auditor’s Office and expenditures required for the

general operation of the Auditor’s Office are accounted for through the following special revenue

funds:
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FUND NUMBER

Public Service Corporation Taxes Fund:

1201-099 . ... ...
1201-640 ..o

Delinquent Land Tax Fund:

1202-099 ... .. o
1202-640 .. ... ... ...

Land Operating Fund - Appropriated:

1206-001 ..................oo....
1206-004 .............. ...l
1206-010 ... ... ... .
1206-099 .......... ..o
1206-768 .......... ... o i,

Social Security Contributions Fund:

1207-099 . ... .o
1207-640 .. ........ ..o,

Real Estate Time Sharing Fund:

1211-099 .. ... ..
1211640 ... .. ... ... ...

Employee Bond Purchases Fund:

1213-099 . ...
1213-640 ... ... ...

Family Protection Shelters Fund:

1215-099 ... ...
1215-640 . ... ...,
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DESCRIPTION

Unclassified
Departmental and Miscellaneous Income

Unclassified
Departmental and Miscellaneous Income

Personal Services

Anmual Increment

Employee Benefits
Unclassified

Cost of Delinquent Land Sales

Unclassified
Departmental and Miscellaneous Income

Unclassified
Departmental and Miscellaneous Income

Unclassified
Departmental and Miscellaneous Income

Unclassified
Departmental and Miscellaneous Income



Stripper Well NDL 378 Fund:

1218-099 . . ... ... Unclassified

1218-640 ............ .. ... ... Departmental and Miscellaneous Income
Standard Oil of Indiana - Qil Overcharge Fund

1219099 ... ... Unclassified

1219640 . ...... ... .. ... ... ... Departmental and Miscellaneous Income

Securities Regulation Fund - Appropriated:

1225-001 ... Personal Services

1225-004 .. ... .. i i Annual Increment

1225-010 . ... Employee Benefits

1225-099 .. .. ... Unclassified

1225-426 . ... . e Transfers Investment Imbalance Fund:
1226-099 . . ... ... . Unclassified

Public Utility Tax Administration Fund:

1227-099 ... ... Unclassified

1227-640 . ... ... . Departmental and Miscellaneous Income
Payroll Clearing Fund:

1228-099 ... . Unclassified

1228-640 .......... ... ... ... Departmental and Miscellaneous Income

Governor’s Office Annual Leave Payments:

1229099 . ... ... Unclassified

1229640 . ... .. ... Departmental and Miscellaneous Income
Equipment Purchase Escrow Fund:

1230-099 ... ... e Unclassified

1230-640 . ......... ... Departmental and Miscellaneous Income

Technology Support and acquisition Fund:

1231-099 . ... Unclassified
1231-640 .. ... . Departmental and Miscellaneous Income
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Copeland Deferred Compensation Plan Fund:

1232-099 .. ... e Unclassified

1232640 ......... ... . Departmental and Miscellaneous Income
Technology Support and Acquisition Fund - Appropriated:

1233-096 . ... Unclassified Total

1233-426 ........0 e Transfers

Purchasing Card Administration Fund - Appropriated:
1234-096 . ........cciiiiiiiiiia, Unclassified Total

Office of the Chief Inspector - Appropriated:

1235001 ..ot ne e Personal Services
1235-004 .. ... ... Annual Increment
1235-010 ... ..o e Employee Benefits
1235-099 ... ... Unclassified

Motor Vehicles Administration Fund:

1236-099 ... ... e Unclassified

1236-640 . . ... .. Departmental and Miscellaneous Income
Motor Vehicle Ad Valorem Fund:

1237-099 .. ... Unclassified

1237-640 . ....... .. .o Departmental and Miscellaneous Income

Employee Bond Purchases - I Bonds

1238-099 ... .ot Unclassified

1238640 .. ... ... ..ot Departmental and Miscellaneous Income
Irreducible School Fund:

9400-099 ... ..ottt i Unclassified

9400-640 ... ... ... .. .. ......l.... Departmental and Miscellaneous Income
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COMPLIANCE MATTERS

We tested applicable sections of the West Virginia Code, plus the State Auditor’s
legislatively approved rules and regulations, as well as, other rules, regulations, policies, and
procedures as they pertain to fiscal matters. Our findings are discussed below.

Lack of Effective System of Internal Controls

During the course of our examination, it became apparent to us, based on the observed
noncompliance with the West Virginia Code and other rules and regulations, the State Auditor’s
Office did not have an effective system of internal controls in place to ensure compliance with
applicable State laws, rules and regulations.

Chapter 5A, Article 8, Section 9(b) of the West Virginia Code, as amended, states in
part,

“The head of each agency shall: . . .

“(b) Make and maintain records containing adequate and proper

documentation of the organization, functions, policies, decisions,

procedures and essential transactions of the agency designed to

furnish information to protect the legal and financial rights of the state

and of persons directly affected by the agency’s activities. . . .”

This law requires the head of each agency to have in place an effective system of
internal controls in the form of policies and procedures to ensure the agency is in compliance with
the laws, rules and regulations which govern it.

During the post audit of the Auditor’s Office, we found the followmg noncompliance
with State laws and other rules and regulations: (1) The Auditor’s Office inaccurately distributed
$121,367.32 in “railroad carline” assessments. We noted variations in the responding practices of

some public service companies and in the methods used by the Auditor’s Office to distribute
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assessments of those companies. (2) We noticed the Auditor’s Office collected fees and commissions
totaling $149,761.39 that should have been paid to a special deputy land commissioner appointed by
the State Auditor. The Agency is not statutorily authorized to collect the fees. (3) We found early
payment discounts totaling $70,676.52 were granted for partial tax payments made by two public
service companies and $70,204.08 in late payment interest was not collected. (4) We found invoices
totaling $34,921.00 for services performed before June 30, 2000 by the State Auditor’s Chief
Inspector Division remained uncollected as of May 31, 2001. (5) We noted the Auditor’s Office
made tax distributions in excess of collections in the amount of $16,793.25 during the 2000 fiscal
year and $13,209.42 during the 2001 fiscal year. (6) The Auditor’s Office incorrectly billed four
public service corporations a total of $29,922.40. (7) The Auditor’s Office does not have an effective
system for maintaining current inventory records. As a result, we were unable to determine if 79
equipment items were properly disposed of or retired. We also noted inventory records were not
updated when items are moved from one agency division to another. (8) We found the Auditor’s
Office did not distribute public utility taxes based on actual collections, did not distribute the taxes
to the various entities within 20 days of receipt, maintain records in a form that would demonstrate
the mdividual public service company’s remittances were properly distributed, or base assessment
distributions on the proper records. (9) We documented differences totaling $23,404.00 between
the amounts billed by the Chief Inspector Division and our calculation of the amounts due as
determined from the hours recorded on the employees’ time sheets or the amount stated in the signed
engagement letters. QOur audit also revealed several instances where documentation was not
mamtained to support the amounts charged to entities for various audits and other services. (10) We

noted the Auditor’s Office overpaid a vendor $19,225.13 for travel related expenses and paid the
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vendor $134,575.91 in a manner that did not comply with the terms of a contract approved by the
Attorney General’s Office and the Purchasing Division. (11) We noted the Auditor’s Office took
between 35 and 53 days to distribute $3,768,616.49 in public service corporation taxes during the
2000 fiscal year. (12) We noted a Securities Division employee received four travel reimbursement
checks totaling $3,700.38 from a third party during the 1999 fiscal year; however, the checks were
not remitted to the Auditor’s Office until the 2000 fiscal year. (13) We found the Auditor’s Office
did not properly distribute two employee benefit payments totaling $59,825.10 to the proper funds.
(14) Invoicestotaling $11,598.89 and $1,582.28 for securities conference travel reimbursements were
paid from the wrong fund. (15) We noted several instances where purchasing card procedures were
not adhered to including stringing of invoices, unauthorized transactions, proper documentation not
maintained, and improperly classified transactions. (16) We noted the Auditor’s Office did not
transfer $4,500.00 of a $150,000.00 legislatively mandated fund transfer.

We recommend the Agency comply with Chapter SA, Article 8, Section 9(b) of the
West Virginia Code, as amended.

Agency’s Response

No response by the Agency.

Inconsistent and Innccurnie Apportionment of Public Service Corporation Taxes

The Agency inaccurately distributed a company’s 2000 fiscal year “railroad carline”
assessments to seven West Virginia counties. Carline assessments are calculated using railroad track
miles; however, the agency failed to include 253.55 track miles for some counties and municipalities.
We identified those entities with five percent or more of the omitted track miles and determined the

Auditor’s Office overpaid one county by $2,997.38 and underpaid six other counties by a total of
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$118, 369.94. The net underpayment was distributed to the other West Virginia counties containing
railroad track miles. We discussed the omissions with Auditor’s Office personnel and they
recalculated the assessments. Based on the revised figures we determined “railroad carline” taxes
totalng $121,367.32 were inaccurately distributed to various entities based on the track miles utilized
by the Agency to calculate their assessments.

In addition, we noted variations in the reporting practices of some public service
corporations and in the methods used by the Auditor’s Office to distribute assessments of those
companies. All companies are required to file a “Property Sheet B” as part of their annual report.
The companies are to list their assets on the sheet by county, magisterial district, and municipality.
The property is also to be itemized by the book value and by the “true and actual cost.” The
Auditor’s Office utilizes the information from the property sheets to allocate the companies’
assessments to the various counties and municipalities. The Auditor’s Office has had to adopt
variations in its distribution methods because of errors and omissions in the companies’ reported
information. When there are errors or omissions in the reported values or if the public service
corporation fails to file the “Property Sheet B” as part of their annual report, the Auditor’s Office
must rely on the company’s historically reported asset values from prior reports. Ifthe public service
corporation fails to file a property sheet and the historical is unavailable or is deemed to be unreliable,
the company is marked as an “exception” and its assessment is equally distributed among all counties
and municipalities. The State Tax Department is statutorily responsible for enforcement of proper
public service corporation reporting and the Auditor’s Office provided us with correspondence
forwarded to the State Tax Department addressing the reporting practices of various public service

corporations.
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Chapter 11, Article 6, Section 13 of the West Virginia Code, as amended, states in

“In case the list and valuation of the property filed with the tax
commissioner be satisfactory to the board of public works, or upon
assessment of the property of such owner or operator being made by
the board of public works, the auditor shall immediately apportion
to each county, in which any part of such property is situated, the
value of the property therein of every such owner or operator as
valued or assessed hereunder and the relative value of such
operating property within each county compared to the value of
the total operating property within the state, to be determined
upon such factors as the auditor shall deem proper; and further shall
apportion such values among the several districts, being school
districts, and a proportional valuation to each municipality therein, in
which any part of such property is situated, according to the value
thereof, as near as may be, and forthwith shall certify to the county
commission of such county the values so apportioned. . . .”
(Emphasis added)

Chapter 11, Article 6, Section 8 of the West Virginia Code, as amended, states:

“All returns to be made to the board of public works, under this
chapter, shall be made in conformity with any reasonable requirement
of the board of which the person making the return shall have had
notice, and shall be made upon forms which may be furnished by the
board, and according to instructions which the board may give relating
thereto, and to the description and itemizing of the property. Such
owner or operator, whether a natural person, or a corporation or
company, failing to make such return as herein required shall be
guilty of a misdemeanor, and fined one thousand dollars for each
month such failure continues.” (Emphasis added)

Chapter 11, Article 6, Section 9 of the West Virginia Code, as amended, states in

“(a) If any owner or operator fails to make such return within the time
required by section one [§11-6-1] of this article, it shall be the duty of
the tax commissioner to take such steps as may be necessary to
compel such compliance, and to enforce any and all penalties imposed
by law for such failure.
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(b) The return delivered to the tax commissioner shall be

examined by him, and if it be found insufficient in form or in any

respect defective, imperfect or not in compliance with law, he

shall compel the person required to make it to do so in proper

and sufficient form, and in all respects as required by law,

(c) If any such owner or operator fails to make such return, the

tax commissioner shall proceed, in such manner as to him may

seem best, to obtain the facts and information required to be

furnished by such returns.

{d) The tax commissioner may send for persons or papers, and

may compel the attendance of any person and the production of

any paper necessary, in the opinion of said tax commissioner, to

enable him to obtain the information required for the proper

discharge of his duties under this section....” (Emphasis added)

Our audit revealed the Auditor’'s Office does have documented procedures for
apportioning public service corporation taxes. The Auditor’s Director of Land, stated that since
some of the public service corporations do not uniformly report current and complete information
needed for determming the distributions, his agency has had to allocate assessments based on the best
available data, Ifit is feasible, the Auditor’s Office will attempt to “track down” errors and omissions
by contacting the companies directly. However, the Director stated, the State Tax Commissioner is
responsible for enforcing proper public service corporation reporting and, on several occasions, the
Auditor’s Office has written the State Tax Department addressing the inconsistent reporting practices.
In relation to the “railroad carline”” assessments, the Director stated the problem was corrected for
the 2001 fiscal year allocations.

If public service corporation taxes are not distributed based on current, complete, and
accurate data, then those affected counties and municipalities may receive a disproportionate share
of the assessment. Furthermore, the Auditor’s Office inaccurately distributed “railroad carline” taxes

totaling $121,367.22 to various State counties and municipalities, resulted in some counties receiving

more than they should and other counties not receiving their fair share.
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We recommend the Auditor’s Office comply with Chapter 11, Article 6, Section 13,
as amended, of the West Virginia Code. We also recommend the State Auditor’s Office continue to
work with the State Tax Department to ensure public service corporation reports are complete and
accurate.

Agency’s Response

1 agree that as a result of data entry errors, we failed to include 253.55 track miles
in the calculation of "railroad carlines" in FY 2000 (Tax Year 1999) thus resulting in inaccurate
amounts being distributed to various entities. This was corrected for FY 2001 (Tax Year 2000).

Fees Charged Without Statutory Authority

The Auditor’s Office 18 collecting fees and commissions not specifically authorized by
the West Virginia Code. These fees and commissions were collected by the Land Division for
services performed by an attorney licensed to practice in West Virginia, and appointed by the State
Auditor as a “Special Deputy” to carry out the duties of a deputy land commissioner. Deputy land
commussioners are responsible for selling lands certified to them by the State Auditor for unpaid
property taxes. After land has been certified to the State Auditor for delinquent taxes it is held by
the Auditor for an 18 month holding period. During the holding period, property owners can redeem
the property from the Auditor’s Office. After the holding period, the delinquent land along with
“nonentered,” escheated, and waste and unappropriated land is certified to a deputy land
commissioner. Deputy commissioners are to be compensated by various fees and commissions
generated from redemptions, land sales, and related services. These fees and commissions are to be
paid directly to the deputy land commissioners by the various counties and land purchasers. If the
land sale proceeds are not sufficient to pay the deputy land commissioners fees and commissions, the
deficit is to be paid from the Land Operating Fund - Fund 1206.
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During our test of cash receipts, we noted the Auditor’s Office collected $149,761.39
mn fees and commissions generated by the special deputy. The State Auditor did not appoint deputy
land commissioners for those counties where the special deputy was assigned during our audit period.
Although the State Auditor’s 18 deputy land commissioners were compensated in accordance with
the West Virginia Code during the 2000 and 1999 fiscal years, the Auditor’s Office chose to
compensate the special deputy, a contract employee, at a flat rate of $50.00 per hour for the same
period. As a result, he was paid a total of $7,407.00 during the 2000 and 1999 fiscal years.

According to the West Virginia Code, the Auditor is required to appoint a deputy
land commissioner for each county or under specific conditions a special deputy. However, even in
cases where a spectal deputy is appointed, he should receive all of the deputy commissioners’ rights
and; therefore, should have received the $149,761.39 collected in fees and commissions. Even
though there was no statutory authority for the State Auditor’s Office to retain the fees and
commissions, the collections were deposited into the Land Operating Fund. We were unable to find
any reason why those fees and commissions should not have been paid to the deputy land
commissioner or the State Auditor’s contract employee (special deputy). In no event should these
funds have been deposited into the Auditor’s accounts since the West Virginia Code requires any fees
or commissions collected without any designation as to where they are to be deposited, be credited
to the State fund and treated as part of general revenue.

Chapter 11A, Article 3, Section 42 of the West Virginia Code, states in part:

“All lands for which no person present at the shenff's sale, held

pursuant to section five [§11A-3-5] of this article, has bid the total

amount of taxes, interest and charges due, and which were

subsequently certified to the auditor pursuant to section eight [§1 1A-

3-8] of this article, and which have not been redeemed from the
auditor within eighteen months after such certification, together with
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all nonentered lands, all escheated lands and all waste and
unappropriated lands, shall be subject to sale by the deputy land
commuissioner of delinquent and nonentered lands as further provided
in this article. . . .”

Chapter 11A, Article 3, Section 34 of the West Virginia Code, states in part:

“The auditor shall appoint for each county in the state a deputy
commissioner of delinquent and nonentered lands. . . . Appointments
shall be limited to persons duly licensed to practice law in this state.
. . . Whenever in respect to any land the deputy commissioner, in his
own judgment or in the opinion of the auditor, is disqualified or
otherwise unable to serve, because ofhis personal interest, or because
of his representation of clients in matters affecting such land, or
because of vacancies or failure to act, the auditor may appoint a
special deputy, including an employee ofhis office licensed to practice
law in this state, to assume all of the disqualified deputy
commissioner’s rights, duties, responsibilities and habilities relating
to such land. . . .” (Emphasis added)

In various sections of this same article, deputy land commissioners’ fees and
commissions are addressed. Chapter 11A, Articie 3, Section 59 of the West Virginia Code, as
amended, states in part;

“. . . the deputy commissioner shall, upon request of the purchaser,
make and deliver to the person entitled thereto a quitclaim deed . . .
For the preparation and execution ofthe deed and for all the recording
required by this section, a fee of fifty dollars and the recording
expenses shall be charged, to be paid by the grantee upon delivery
of the deed. . . .” {Emphasis added)

Chapter 11A, Article 3, Section 64 of the West Virginia Code, as amended, states in
part:

“(a) The sheriff shall receive all proceeds of sales held by the deputy
commissioner pursuant to sections forty-five and forty-eight [§11A-3-
45 and 11A-3-48] of this article, and all redemption money paid to the
deputy commissioner pursuant to this article. . . . (b) The sheriff shall
keep in a separate fund, to be known and designated the “Delinquent
Nonentered Land Fund”, the proceeds of all redemptions and sales
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paid to him under the provisions of sections forty-five, forty-eight and
fifty-six of this article. Qut of the total proceeds of each sale or
redemption he shall, in the order of priority stated below, credit
the following amount for payment as hereinafter provided: (1) To
the deputy commissioner, such part as represents compensation
due him under the provisions of section sixty-six [§11A-3-66] of
this article . . .” (Emphasis added)

Chapter 11A, Article 3, Section 66 of the West Virginia Code, as amended, states n

“As compensation for his services, the deputy commissioner shall be
entitled to a fee of ten dollars for each item certified to him by the
auditor pursuant to section forty-four [§11A-3-44] of this article. In
addition thereto he shall receive a commission of fifteen percent
on each sale or redemption, whichever is greater. . . .” (Emphasis
added)

Chapter 12, Article 2, Section 2 of the West Virginia Code, as amended, states in part:

“. .. (b)...All moneys, other than federal funds, defined in section
two [§ 4-11-2], article eleven, chapter four of this code, shall be
credited to the state fund and treated by the auditor and treasurer as
part of the general revenue of the state except the following funds
which shall be recorded in separate accounts:

(1) All funds excluded by the provisions of section six [§4-11-6],
article eleven, chapter four of this code;

(2) All funds derived from the sale of farm and dairy products from
farms operated by any agency of the state government other than the
farm management commission;

(3) All endowment funds, bequests, donations, executive emergency
funds, and death and disability funds;

(4) All fees and funds collected at state educational institutions for
student activities;

(5) Al funds derived from collections from dommitories,
boardinghouses, cafeterias and road camps;

(6) All moneys received from counties by institutions for the deaf and
blind on account of clothing for indigent pupils;

(7) All insurance collected on account of losses by fire and refunds;
(8) All funds derived from bookstores and sales of blank paper and
stationery, and collections by the chief inspector of public offices;
(9) All moneys collected and belonging to the capitol building fund,
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state road fund, state road sinking funds, general school fund, school
fund, state fund (moneys belonging to counties, districts and
municipalities), state interest and sinking funds, state compensation
funds, the fund maintained by the public service commission for the
investigation and supervision of applications, and all fees, money,
interest or funds arising from the sales of all permits and licenses to
hunt, trap, fish or otherwise hold or capture fish and wildlife resources
and money reimbursed and granted by the federal government for fish
and wildlife conservation;

(10) All moneys collected or received under any act of the Legislature
providing that funds collected or received thereunder shall be used for
specific purposes.

(c) All moneys, excepted as provided in subdivisions (1) through (9),
inclusive, subsection (b) of this section, shall be paid into the state
treasury m the same manner as collections not so excepted, and shall
be recorded i separate accounts to be used and expended only for the
purposes for which the same are authorized to be collected by law:
Provided, That amounts collected pursuant to subdivision (10),
subsection (b) of this section, which are found from time to time to
exceed funds needed for the purposes set forth in general law may be
transferred to other accounts or funds and redesignated for other
purposes by appropriation of the Legislature. The gross amount
collected in all cases shall be paid into the state treasury, and
commissions, costs and expenses of collection authorized by general
law to be paid out of the the gross collection, including bank and
credit card fees, are hereby authorized to be paid out of moneys
collected and paid into the state treasury in the same manner as other
payments are made from the state treasury. . . .”

According to the Senior Deputy State Auditor, the Auditor’s Office could not find any
qualified persons to conduct land sales for the smaller counties because, in his opinion, the smaller
counties were not “profitable.” Therefore, the Auditor’s Office hired the special deputy to perform
deputy land commissioner duties on a $50.00 per hour basis. In addition, the Director of Land stated
the contract employee was appointed as a special deputy and was not required to be compensated in

the same manner as a deputy land commissioner.
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The Auditor’s Office collected fees and commissions amounting to $149,761.39
without statutory authority and deposited those fees into the Land Operating Fund - Fund 1206.
These collections should have been paid to the special deputy or credited to the State General
Revenue Fund.

We recommend the Auditor’s Office comply with Chapter 11A, Article 3, Sections
42, 34, 59, 64, and 66 and Chapter 12, Article 2, Section 2 of the West Virginia Code, as amended.
In addition, we recommend that deputy land commissioners be appointed for all counties and
compensated in accordance with Article 3, Chapter 11A of the West Virginia Code.
Agency’s Response

I disagree with the determination of noncompliance regarding the collection of
land sale fees. West Virginia State law allows this office to appoint an employee to serve as
Deputy Commissioner,

West Virginia Code §11A-3-34 was amended last year and clearly allows for the
appointment of an employee to conduct sales. I disagree with the interpretation that such an
employee would then be entitled to land commissions as well as salary as such would be double-
dipping. Mr. Sluss was utilized as a contract employee to conduct sales and sign documents. All
support services were provided by my office. I believe that it is the intent of the statute that such
Jees would revert to the State in the event of an employee appointment since it is actually the state
providing the service. By utilizing a contract employee paid at an hourly rate the office achieved
a cost saving for the State of West Virginia and operated more efficiently and effectively.

Additionally West Virginia Code §11A4-3-36 provides for the estblishment of an
operating fund for the land department and further provides that the Auditor should deposit all
charges collected by him into that fund
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He shall pay into such fund all redemption fees, all publication or
other charges collected by him, if such charges were paid by or
were payable to him ... WVa Code §114-3-36(a). (emphasis added).

Thus, the office maintains the right to collect the charges from such sales and
credit them to the land operating fund, ultimately benefitting the school fund.
Procedures for Discounts and Interest Penalties

The Auditor’s Office does not have procedures to ensure discounts and interest
penalties are applied to public service corporation tax receipts in accordance with the West Virginia
Code. We noted the Auditor’s Office granted early payment discounts totaling $70,676.52 for
partial tax payments made by two railroad companies. The railroad companies made partial
payments because they disputed their tax liabilities. The companies paid $4,593,988.38 of the
$5,654,121.41 total taxes due, with $1,060,133.03 remaining unpaid. According to statute,
discounts should not be granted unless the entire amount due is received on or before the due date.
Additionally, the discount granted was based on the amount of the original assessment rather than
the lesser amount the railroad asserted they owed. Since the assessed amount was not paid in full,
no discount should have been applied until after the court reached its decision in October 2001. In
addition, the Agency also failed to collect $70,204.08 in late payment interest from various public
service corporations. As state above, public service corporations are only entitled to the two and
one-half percent early payment discount if the taxes owed are paid on or before the due date.
Otherwise, interest is to be charged at a rate of nine percent until the taxes are paid.

Chapter 11, Article 6, Section 18 of the West Virgnia Code, as amended, states in
part:

"The auditor shall, as soon as possible after such assessment 1s
completed, make out and transmit by mail or otherwise, to such owner
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OrT operator, a statement of all taxes and levies so charged, and it shall

be the duty of such owner or operator, so assessed and charged, to

pay one half of the amount of such taxes and levies into the treasury

of the State by the first day of September and the remaining one half

by the first day of the following March, subject to a deduction of two

and one half per centum if the taxes be paid on or before the due date.

If such owner or operator fail to pay such taxes and levies when due,

interest thereon at the rate of nine per centum per annum until paid

shall be added . . .”

According to the Auditor’s Director of Land, the early payment discounts granted to
the two railroad company’s were irrelevant since the companies filed disputes over the taxes billed
and the court will determine the companies’ liabilities. Secondly, the Director stated that before the
2001 fiscal year, the Auditor’s Office interpreted the Code not to require interest to be accrued on
payments received after the September 1 and March 1 due dates until the first day of the month
following the due date. The change in Agency’s interpretation occurred after a public service
company complained about incurring interest charges on their tax payment.

As aresult of the Auditor’s Office misinterpretation of the Code, they did not collect
late payment interest totaling $70,204.08. In addition, prompt payment discounts totaling $70,676.52
were improperly granted to entities not fully paying their assessments prior to the due date.

We recommend the Auditor’s Office comply with Chapter 11, Article 6, Section 18
of the West Virginia Code, as amended.

ency’s Response
I agree with the finding of noncompliance. The new Oracle program introduced

in FY 2000 allowed the office to track and enforce the collection of that interest, thus, this issue

has been corrected.
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Chief Inspector Division Fees

We noted $34,921.00 in services invoiced before June 30, 2000 by the State Auditor’s
Chief Inspector Division remained uncollected as of May 31, 2001. The Chief Inspector Division,
which came under the State Auditor’s authority on July 1, 1999, provides financial and compliance
audits, reviews, technical assistance, training, and managerial services to local governmental entities
and the Division’s operating costs are funded by the fees charged for these services. The local entity
is responsible to pay for these services promptly. However, Chapter 6, Article 9, Section 8 of the
West Virginia Code, as amended, sets forth provisions available to the Chief Inspector Division in
the event a local entity does not pay timely. This Section states in part:

". . .The chief inspector shall render to the agency liable for such cost
a statement thereof as soon after the same was mcurred as practicable
and it shall be the duty of such agency to allow the same and cause it
to be paid promptly in the manner that other claims and accounts are
allowed and paid and such total amount shall constitute a debt agamst
the local agency due the state. Whenever there is in the state treasury
a sum of money due any such county commission, board of education,
or municipality from any source, upon the application of the chief
inspector, the same shall be at once applied on the debt aforesaid
against the county commission, board of education or municipality and
the fact of such application of such fund shall be reported by the
auditor to the said county commission, board of education or
municipality which report shall be a receipt for the amount therein
named. . ..”

According to the Deputy Chief Inspector, the Division does not have any documented
procedures to foliow when trying to collect outstanding accounts receivable balances. The Division
will generally “re-invoice” an entity if payment has not been received promptly and delinquent
accounts are usually handled on a “case by case” basis. However, all remedies provided for and

required in Chapter 6, Article 9, Section 8 of the West Virginia Code were not utilized by the
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Auditor’s Office. For fiscal year 2000, the Agency did not promptly collect $34,921.00 for services
rendered. Those funds could be used to defray the cost of the Chief Inspector Division’s operations.

We recommend the State Auditor’s Chief Inspector Division comply with Chapter 6,
Article 9, Section 8 of the West Virginia Code, as amended.

Agency’s Response

I agree with the finding of noncompliance regarding the lack of written collection
procedures. CID follow the collection procedures set forth in West Virginia Code §6-9-8 for those
entities with sufficient funds in the treasury to cover the delinquency without jeopardizing the
entity’s ability to operate.

CID recognizes that legislative changes may be appropriate regarding the
mandatory nature of the collection provisions, as such would bankrupt smaller entities.
Distributions In Excess Of Collections

We found the Auditor’s Office made excess public service tax distributions during the
2000 and 2001 fiscal years. Accordingto county circuit court rulings, two cellular phone companies
overpaid their public service taxes during the 1997 fiscal year. Since the Auditor’s Office distributed
the 1997 tax payments with its regular semiannual distributions before the court rulings, they issued
credits to the cellular phone companies totaling $16,793.25 during the 2000 fiscal year and
$13,209.42 during the 2001 fiscal year. The credits reduced the total amount available to be allocated
during the 2000 and 2001 fiscal year distributions; however, the Auditor’s Office did not reduce the

amount of the distributions to reflect the credits issued.
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Chapter 11, Article 6, Section 18 of the West Virginia Code, as amended, states in
part:

“. .. it shall be the duty of such owner or operator, so assessed and
charged, to pay one half of the amount of such taxes and levies into
the treasury of the State by the first day of September and the
remaining one half by the first day of the following March, subject to
a deduction of two and one half per centum if the taxes be paid on or
before the date due. . . . if under the provisions of said section twelve
[§11-6-12] or in any suit, action or proceeding, it be ascertained that
the assessment or valuation of the property of such owner or operator
is too high and the same is accordingly corrected, it shall be the duty
of the auditor of the State to issue to the owner or operator a
certificate showing the amount of taxes and levies which have been
overpaid, and such certificate shall be receivable thereafter for the
amount of such overpayment in payment of any taxes and levies
assessed against the property of such owner or operator, its
successors or assigns. . . . All moneys received by the auditor under
the provisions of this section shall be transmitted to the several
counties within twenty days from receipt thereof.”

Although the Auditor’s Office issued credits to the two cellular phone companies, the
credits were not taken into account when making its 2000 and 2001 fiscal year distributions. The
additional distribution was funded from the surplus balance in the Public Utility Tax Administration
Fund - Fund 1201. Consequently, the distributions were made to various counties and municipalities
which exceeded collections by a total of $30,002.67.

We recommend the Auditor’s Office comply with Chapter 11, Article 6, Section 18
of the West Virginia Code, as amended, and attempt to recover the overpayment.

Agency’s Response

I agree with the finding of noncompliance regarding excess distributions.
Distributions were made to various counties and municipalities that exceeded collection by a total

of $30,002.07. This was a result of miscommunication between the Public Utility Division and
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the programmers of the new Oracle program. This issue has been resolved now that Oracle is
Sfully implemented,

Public Service Corporation Assessments

We found the Auditor’s Office incorrectly billed four public service corporations a
total of $29,922.40. Two companies were under assessed by a total of $29,772.49 and two
companies were overcharged a total of $149.91. The miscalculations were related to database entry
errors, inaccurate tax bills, and inconsistent assessments from one year to the next. In the case of the
inaccurate tax bill, we noted on one tax ticket that the total assessment by county did not equal the
total assessment approved by the Board of Public Works. In relation to the inconsistent assessments,
we noted construction work I process was not included in a company’s 1999 fiscal year tax
assessment calculation, but was included in the 2000 fiscal year assessment.

Chapter 11, Article 6, Section 13 of the West Virginia Code, as amended, states in

“In case the list and valuation of the property filed with the tax
commissioner be satisfactory to the board of p