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November 28, 2016

The Honorable Tom Wolf
Governor
Commonwealth of Pennsylvania
Harrisburg, PA 17120

Dear Governor Wolf:
This report contains the results of the Department of the Auditor General’s
performance audit of the Unconventional Gas Well Fees (Act 13/Impact Fees) administered
by the Pennsylvania Public Utility Commission (PUC). This audit covered the period
February 14, 2012, through April 30, 2016, unless otherwise noted, with updates through the
report date. This audit was conducted under the authority of Sections 402 and 403 of the
Fiscal Code, 72 P.S. §402-403, and in accordance with applicable generally accepted
government auditing standards. Those standards require that we plan and perform the audit
to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives.
We performed our audit to determine whether the PUC has accurately calculated and
distributed the Unconventional Gas Well Fees in accordance with Act 13 of 2012 (Act 13),
whether all required reports have been filed by the counties and municipalities and
appropriately processed by the PUC, and whether the counties and municipalities have used
the Unconventional Gas Well Fees in accordance with Act 13.
The Impact Fee funds distributed to local governments should be used to help
alleviate some of the negative effects drilling can have on our communities. Our auditors
found that Act 13 lacks clarity regarding the proper use, reporting, and monitoring of Impact
Fees and resulted in 24% of the Impact Fee funds distributed to the local governments we
tested being spent on questionable costs such as balancing budget deficits, salaries and
operational expenses, legal fees, and holiday celebrations. Additionally, due to the
inadequate reporting requirements in Act 13, the information collected by PUC does not
accurately represent Impact Fee spending. Further, PUC’s lack of verification of budget
amounts caused inaccurate distributions of Impact Fee funds to certain municipalities.
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We offer 16 recommendations, including 8 recommendations to the Pennsylvania
General Assembly to alleviate identified deficiencies in Act 13 and 8 recommendations to
strengthen the PUC’s policies, management controls, and oversight of the Impact Fee funds.
In closing, we would like to thank PUC for its cooperation and assistance during the
audit. PUC is in general agreement with the findings and recommendations, with the
exception that PUC management believes several recommendations are beyond the scope of
its authority provided by Act 13. We will follow up at the appropriate time to determine
whether and to what extent all recommendations have been implemented.
Sincerely,

Eugene A. DePasquale
Auditor General
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Executive Summary
Act 13 was signed into law on February 14, 2012, and established the Unconventional Gas
Well Fund (Fund). Unconventional Gas Well producers pay Impact Fees each year to the
Pennsylvania Utility Commission (PUC) which are deposited into the Fund. PUC then
distributes the Impact Fees to conservation districts, state agencies, and local governments.
Impact Fee funds allocated to local governments may be used for thirteen expenditure
categories associated with natural gas production from unconventional gas wells within the
county or municipality as outlined in the law.1
Our performance audit objectives included determining whether the PUC has accurately
calculated and distributed the Unconventional Gas Well Fees in accordance with Act 13 of
2012. We also determined if all required reports have been filed by the counties and
municipalities and appropriately processed by the PUC. Finally, we determined if the counties
and municipalities have used the Unconventional Gas Well Fees in accordance with Act 13 of
2012. Our audit period was February 14, 2012, through April 30, 2016, unless otherwise
noted, with updates through the report date.
Our audit contains two findings and 16 recommendations, including 8 recommendations to the
Pennsylvania General Assembly and 8 recommendations to the PUC. PUC is in general
agreement with the findings and recommendations, with the exception that PUC management
believes several recommendations are beyond the scope of its authority provided by Act 13,
such as monitoring local government spending and redistributing Impact Fee funds based on
errors discovered after the funds are distributed. Otherwise, PUC management stated that it
will develop procedures to implement our recommendations and will perform any
responsibilities that the legislature may enact.

Act 13 was written broadly to allow local governments flexibility in
how to spend Impact Fee funds, which resulted in a lack of clarity
with regard to providing specific guidance and poorly drafted
reporting requirements. Local governments are solely required to
report to PUC the amount of Impact Fee funds received in the prior
year that were committed to a specific project or use. Also, Act 13
lacks a requirement for an independent oversight body to monitor
local government spending and penalties for not reporting expenses.
These combined weaknesses create a deficient foundation for Impact
Fee accountability. We found that the current language of Act 13
has resulted in local governments spending Impact Fee funds on
questionable costs and inaccurate reporting of the use of Impact Fee
funds.
________________________
Finding 1: Act 13’s
lack of clarity
regarding proper
use, reporting, and
monitoring of
Impact Fee funds
leads to
questionable
spending and
inaccurate
reporting.

1

58 Pa.C.S. § 2314(g).
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For calendar years 2011-2014 (referred to as reporting years), we
reviewed Impact Fee expenditures from 10 counties and 20
municipalities totaling $85.6 million of the $428 million distributed
to local governments. Based on the descriptions provided by the
local governments, we determined 24 percent of the total $85.6
million local government expenditures tested did not appear to be
spent in accordance with the authorized purposes listed in Act 13.
Other than the list of thirteen general categories, Act 13 offers no
guidance on what is and is not an allowable use of Impact Fee funds
nor does it provide a detailed description of authorized purchases.
Additionally, Act 13 does not require PUC to monitor the spending
of Impact Fee funds. Based on our discussions with PUC
management, local government officials, and our review of usage
reports, we identified several inherent problems with the mandated
reporting procedures, including local governments reporting funds
committed for use, the restriction to only report spending of funds
received in the prior year, and the lack of consequences for local
governments not reporting.

Finding 2: PUC’s
lack of verification
of budget amounts
caused inaccurate
distributions to
certain
municipalities.

We reviewed the distributions to the conservation districts, state
agencies, counties, and municipalities to verify whether PUC
accurately distributed the Impact Fee funds for reporting years 20112014.
PUC does not obtain any support from the municipalities to validate
the budget amounts submitted. With the exception of relying on
these self-reported budgets from the municipalities, PUC appears to
have accurately calculated the Impact Fees distributed to the
conservation districts, state agencies, counties, and municipalities,
and accurately applied the municipality restriction limit in
accordance with Act 13.
We determined that municipalities used various methods to report
total budget amounts that are used to calculate municipality
distributions, which resulted in inaccurate payments to certain
municipalities.
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Introduction
and
Background

This report presents the results of our performance audit of the
Pennsylvania Public Utility Commission’s (PUC) administration of
the Unconventional Gas Well Fees 2 (Act 13/Impact Fees).
Over the past several years, the growth of the natural gas industry
has produced jobs and improved the economies of many
communities in Pennsylvania. However, the drilling has also come
with various costs to the local communities - the most visible being
the negative impacts on roadways, bridges, and the environment.
Act 13 of 2012 (Act 13) provides for the imposition of an
unconventional gas well fee and the distribution of those collected
fees to local and state governments.
Act 13 provides that the majority of the collected impact fees be
distributed to local governments throughout the commonwealth in
which spud unconventional gas wells 3 are located to alleviate some
of the costs associated with the drilling. The funds may be used
for thirteen expenditure categories associated with natural gas
production from unconventional gas wells within the county or
municipality as outlined in the law. 4 Act 13 does not grant
enforcement powers to ensure the money is being spent
appropriately, nor does it provide for penalties against the recipient
local governments that do not submit the required reports.
We conducted our work under the authority of Sections 402 and
403 of The Fiscal Code 5 and in accordance with applicable
Government Auditing Standards as issued by the Comptroller
General of the United States. 6
As discussed further in Appendix A, Objectives, Scope, and
Methodology, our audit serves as an independent assessment of the
PUC and its administration of Act 13/Impact Fees. Our audit
objectives were as follows:

2

Act 13 of 2012, 58 Pa.C.S. § 2301 et seq. See in particular Chapter 23 (Unconventional Gas Well Fee).
“Spud” is defined in the act as “[t] he actual start of drilling of an unconventional gas well.” 58 Pa.C.S. §
2301.
4
58 Pa.C.S. § 2314(g).
5
72 P.S. §§ 402-403.
6
Government Auditing Standards, December 2011 revision, issued by the Comptroller General of the United
States, United States Government Accountability Office, Washington D.C.
3
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• Determine whether the PUC has accurately calculated and
distributed the Unconventional Gas Well Fees in
accordance with Act 13 of 2012.
•

Determine if all required reports have been filed by the
counties and municipalities and appropriately processed by
the PUC, and determine if the counties and municipalities
have used the Unconventional Gas Well Fees in accordance
with Act 13 of 2012.

Background Information
for the Public Utility Commission
The Public Utility Commission (PUC) was created by the
Pennsylvania Legislative Act of March 31, 1937 7 (and the former
Public Utility Law of May 28, 1937 8). More recently, Act 116 of
1978, as amended, provided for the establishment of the Public
Utility Code 9 and for updated PUC powers, duties, practices, and
procedures. 10
According to PUC’s website 11:
The Pennsylvania Public Utility Commission balances
the needs of consumers and utilities; ensures safe and
reliable utility service at reasonable rates; protects the
public interest; educates consumers to make
independent and informed utility choices; furthers
economic development; and fosters new technologies
and competitive markets in an environmentally sound
manner.
PUC’s Bureau of Administration, Financial and Assessments
Office, is responsible for the distribution of the impact fees and
reporting the usage of the distributions. The PUC internally
developed the Act 13 reporting system, which is web-based and
available to the public. Counties and municipalities have the
7

Act 43 of 1937 which repealed the Public Service Company Law of 1913.
Act 186 of 1937.
9
66 Pa.C.S. § 101 et seq.
10
66 Pa.C.S. § 501 et seq.
11
http://www.puc.state.pa.us/about_puc.aspx (as of September 21, 2016)
8
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opportunity to submit their budgets and usage reports online
through the Act 13 System.

Background Information for Act 13/Impact Fees
Act 13 was signed into law on February 14, 2012, and established
the Unconventional Gas Well Fund (Fund). Producers of spud
unconventional gas wells pay impact fees each year to PUC which
are deposited into the Fund. An unconventional gas well is a bore
hole drilled for the production of natural gas from a geological
shale formation existing below the base of the Elk Sandstone
where natural gas generally cannot be produced at economic
volumes without being stimulated by hydraulic fracture treatments.
An unconventional gas well is considered spud once the drilling
has actually started. The impact fee is based on the average annual
price of natural gas 12 and the age of the well. The table below
shows the impact fees per horizontal well as prescribed by Act 13,
based on the dollar amount per 1,000 cubic feet of natural gas
($/Mcf). Vertical well impact fees are 20% of the impact fees for
horizontal wells. The year the well is spud is considered Year 1.
Year
1
2
3

$0-2.25/Mcf
$40,000
$30,000
$25,000

$2.26-2.99/Mcf
$45,000
$35,000
$30,000

$3-4.99/Mcf
$50,000
$40,000
$30,000

$5-5.99/Mcf
$55,000
$45,000
$40,000

Source: 58 Pa.C.S. § 2302(b).

12

“Average annual price of natural gas” is defined in the act as “[t]he arithmetic mean of the New York
Mercantile Exchange (NYMEX) settled price for the near-month contract, is reported by the Wall Street Journal
for the last trading day of each month of a calendar year for the 12-month period ending December 31.” 58
Pa.C.S. § 2301.
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Since the establishment of Act 13 and until the end of reporting
year 2014, PUC has collected approximately $856 million in
impact fees, as shown in the below table:

Reporting
Year
2011
2012
2013
2014
Total

Average Annual
Price of Natural
Number of
Number of
13
Gas
Horizontal Wells Vertical Wells
$4.00
4,022
311
$2.75
5,324
284
$3.73
6,274
270
$4.37
7,164
185
-

Impact Fees
Collected
$204,160,000
$202,422,000
$227,174,000
$222,416,800
$856,172,800

Source: PUC’s Act 13 System.

The PUC also administers the disbursement of the fees. Several
state agencies receive funding to be used for a variety of purposes;
however, the significant portion of the funds collected is
distributed directly to local governments to cover local impacts of
drilling. (See Appendix B for an overview of the distribution
process.)
Act 13 states that the counties and municipalities receiving Impact
Fee funds must use the funds for purposes associated with natural
gas production from unconventional gas wells within the county or
municipality. (See Appendices C and D for the amount of Impact
Fee funds received by each county and municipality.)
Additionally, Act 13 requires the funds to be used in relation to
one of thirteen purposes, including:
1. Construction, reconstruction, maintenance and repair of
roadways, bridges and public infrastructure.
2. Water, storm water and sewer systems, including
construction, reconstruction, maintenance and repair.
3. Emergency preparedness and public safety, including law
enforcement and fire services, hazardous material response,
911, equipment acquisition and other services.

13

http://www.eia.gov/dnav/ng/ng_pri_fut_s1_a.htm (as of September 26, 2016)
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4. Environmental programs, including trails, parks and
recreation, open space, flood plain management,
conservation districts and agricultural preservation.
5. Preservation and reclamation of surface and subsurface
waters and water supplies.
6. Tax reductions, including homestead exclusions.
7. Projects to increase the availability of safe and affordable
housing to residents.
8. Records management, geographic information systems and
information technology.
9. The delivery of social services.
10. Judicial services.
11. For deposit into the county or municipality's capital
reserve fund if the funds are used solely for a purpose set
forth in this subsection.
12.

Career and technical centers for training of workers in the
oil and gas industry.

13.

Local or regional planning initiatives under the
Pennsylvania Municipalities Planning Code. 14

Each county and municipality receiving monies from the Fund
during a calendar year must submit to PUC an “Unconventional
Gas Well Usage Report” (usage report) by April 15th of the
following year. The usage report lists the dollar amount
committed to be used for each of the allowable 13 purposes. The
usage reports are required to be published annually on the county
or municipality website. 15 Additionally, PUC must submit an
annual report listing all deposits and expenditures of the Fund to
the legislature by September 30th. 16

14

58 Pa.C.S. § 2314(g).
58 Pa.C.S. § 2314(h)(1).
16
58 Pa.C.S. § 2314(h)(2).
15
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Finding

1

Act 13’s lack of clarity regarding proper use,
reporting, and monitoring of Impact Fee funds leads
to questionable spending and inaccurate reporting.
Each natural gas producer in Pennsylvania pays an impact fee to
PUC based on the number of spud 17 unconventional gas wells it
operates each calendar year (reporting year) as well as other gas
well information. For reporting years 2011-2014, gas producers
paid approximately $856 million in impact fees to PUC, which
were deposited into the Unconventional Gas Well Fund. Out of
those impact fees collected, $428 million, or 50 percent, were
distributed directly to local governments, including 37 counties
and 1,487 municipalities, to assist in alleviating the negative local
effects of drilling. See Finding 2 for our results related to the
impact fee distribution process.
Act 13 of 2012 18 (Act 13) provides that the counties and
municipalities receiving Impact Fee funds must use the monies for
purposes associated with natural gas production from
unconventional gas wells within the county or municipality.
Additionally, Act 13 requires the funds to be used in relation to
one of thirteen purposes, such as construction, reconstruction,
maintenance and repair of roadways, bridges and public
infrastructure; or water, storm water and sewer systems, including
construction, reconstruction, maintenance and repair. (See the full
list of purposes in the Background section of this report.)

Act 13 Provides Deficient Foundation for Impact Fee
Accountability
Act 13 was written broadly to allow local governments flexibility
in how to spend Impact Fee funds. Act 13 empowers each local
government to spend Impact Fee funds at its discretion without
authorizing a state agency to oversee and monitor the local
governments’ spending. Local governments are solely required to
report to PUC the amount of Impact Fee funds received in the prior
year that were committed to a specific project or use. Act 13’s
17

Act 13 of 2012 (58 Pa.C.S. §2301) defines spud as “The actual start of drilling of an unconventional gas
well”.
18
See 58 Pa.C.S. § 2314(g).
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lack of clarity with regard to providing specific spending guidance
and poorly drafted reporting requirements combined with the lack
of an independent oversight body and related penalties for not
reporting expenses creates a deficient foundation for impact fee
accountability. The chart below outlines the weaknesses of the
law.

Weaknesses of Act 13
Lack of
Guidance

Poor
Reporting
Requirements

Lack of State
Oversight

•

Lacks specific guidance for the use of the funds.

•

No restrictions on the use of the funds outlined.

•

Requires local governments to report commitments to
projects instead of actual expenditures of Act 13
monies.

•

Only requires the reporting of spending for the first
year after receiving the money and neglects reporting
of all future spending.

•

Contains no consequences or penalties for local
governments not submitting required reports or
submitting incomplete or inaccurate information to
PUC.

•

Does not permit PUC, or any state agency, to advise
local governments on the appropriate use of Impact Fee
funds.

•

Fails to authorize PUC, or any state agency, to monitor
local government spending.

Based on our audit procedures, we found that the current language
of Act 13 has resulted in the following:
 Local governments spent 24% of Impact Fee funds on
questionable costs.
 Inaccurate reporting of the use of Impact Fee funds.
The remainder of the finding describes these results in more detail.
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Local Governments Spent 24% of Impact Fee funds
on Questionable Costs
For reporting years 2011-2014, we reviewed impact fee
expenditures from 10 counties and 20 municipalities totaling $85.6
million of the $428 million distributed to local governments. 19
From these local governments, we directly obtained a brief
description of every purchase made with Impact Fee funds and
determined whether the purchase was associated with the oil and
gas industry and one of the thirteen authorized purposes in
accordance with Act 13.
As seen in the tables below, $48.6 million of the $68.1 million, or
71 percent, spent by counties and $16.9 million of the $17.6
million, or 96 percent, spent by municipalities appeared to be
associated with the oil and gas industry and one of the purposes
listed in Act 13. These expenditures mainly consisted of roadway
and bridge repairs, construction equipment purchases, local
government building repairs, police and fire equipment purchases
and services, maintenance and repair of water and sewer systems,
and acquisition of information technology.

Category
Allowable
Questionable
Total

Category
Allowable
Questionable
Total

Number of
Expenditures
1,773
128
1,901

Counties
Percent of
Total
Expenditures
93.27%
6.73%
100.00%

Municipalities
Percent of
Number of
Total
Expenditures
Expenditures
1,294
90.68%
133
9.32%
1,427
100.00%

Dollar
Amount of
Expendituresa
$48,555,383
$19,513,183
$68,068,566

Percent
of Dollar
Amount
71.33%
28.67%
100.00%

Dollar Amount
of
Expendituresa
$16,851,539
$701,499
$17,553,038

Percent
of Dollar
Amount
96.00%
4.00%
100.00%

a

The expenditures were compiled from documents provided directly from the local governments, including
accounting system reports, bank statements, and vendor invoices. The dollar amount of expenditures are of
undetermined reliability as noted in Appendix A. However, this data is the best data available and we performed
certain tests of the reasonableness of this data. Although this determination may affect the precision of the numbers
we present, there is sufficient evidence in total to support our finding, conclusions, and recommendations.

19

Refer to Appendix A for a description of the methods we used to select the counties and municipalities.
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Based on the descriptions provided by the local governments, we
determined the remaining $20.2 million expended ($19.5 million
for counties and $0.7 million for municipalities), or 24 percent of
the total $85.6 million local government expenditures tested ($68.1
for counties and $17.6 for municipalities), did not appear to be
spent in accordance with the authorized purposes listed in Act 13.
Some examples of these questionable expenditures are outlined
below:
•

Bradford County spent $2.4 million for the operating
expenses of a correctional facility, including employee
salary and benefits, utilities, machinery repair, and office
supplies, $167,000 for a memorial park project, $90,000 for
a playground and portable boat dock, and $20,000 for a
community theater to “help brighten Main Street (increase
curb appeal).”

•

Susquehanna County spent $5.2 million on payroll for the
district attorney’s office, county jail, and juvenile/adult
probation offices and purchased a 2016 Ford Explorer for
the district attorney’s office costing $29,285.

•

Lycoming County spent $596,083 to purchase two parcels
of land and construct and furnish a new building for a
district judge’s office.

•

Tioga County provided $2.5 million in cash advances to the
County Department of Human Services for its operating
expenses due to the state budget impasse.

•

Greene County spent $1.27 million on the reconstruction of
community swimming pools.

•

Clearfield County spent $287,500 to offset a deficit in the
county court’s budget and $186,745 to cover a portion of
the IT department’s expense budget.

•

Cumberland Township in Greene County spent $251,095 to
design and construct a park pavilion, gazebo, ballfields, and
restrooms.

•

North Strabane Township in Washington County spent
$32,602 for community recreation events and holiday
celebrations. The Impact Fee funds were spent on food,
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party supplies, prizes/awards, and entertainment. The most
notable expenditures were $7,500 on fireworks, $4,250 on
inflatable party rentals, and $1,200 for a live performance
by a previous American Idol contestant.
Some of the remaining questionable expenditures included
payments for landscaping equipment, zoning, legal fees, economic
development projects, and charitable donations.
Other than the list of thirteen general categories, Act 13 does not
provide a detailed description of authorized purchases and offers
no guidance on what is and is not an allowable use of Impact Fee
funds. Accordingly, PUC management stated that it does not
provide guidance to local governments when they have questions
about how to interpret the spending categories. PUC consistently
advises the local governments to contact their solicitor or legal
counsel for assistance, leaving the 37 counties and 1,487
municipalities which received funding within the first four years of
enactment to independently interpret Act 13.
Additionally, since Act 13 does not require PUC to monitor the
spending of Impact Fee funds, PUC did not obtain any
documentation regarding local government expenditures and did
not perform any monitoring of the counties or municipalities
receiving Impact Fee funds. In order to provide assurance that
impact fees are expended for authorized purposes, we believe that
an independent entity should be mandated to perform routine
monitoring activities, evaluate the results, and remediate identified
deficiencies within a timely manner.
Act 13 expenditures would likely be subject to the local
government’s annual financial statement audit; however,
depending on the total Act 13 expenditures in relation to total local
government expenditures, Act 13 expenditures may not be tested in
detail within the audit. Further, the annual financial statement
audit would not address the local government’s compliance with
Act 13 provisions beyond whether an expenditure is allowable.
As an alternative to allowing local governments to spend the $428
million Impact Fee funds at their own discretion, we believe that
Act 13 should have established an oversight structure to promote
accountability and transparency, and prevent expenditures like the
instances described above. The Impact Fee funds distributed to
local governments should be used to help alleviate some of the
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negative effects drilling can have on our communities, such as
preventing gas and fracking fluids from migrating into water wells
and rebuilding roadways damaged by the transporting of heavy
drilling machinery. The lack of independent oversight of impact
fee spending provides the opportunity for local governments to
abuse these funds and use these funds for questionable uses.

Inaccurate Reporting of the Use of Impact Fee funds
Each county and municipality receiving funds from the
Unconventional Gas Well Fund are mandated to submit an
“Unconventional Gas Well Usage Report” (usage report) listing
the amount and use of the funds received in the prior calendar year.
The usage report information is maintained in PUC’s Act 13
System.
Based on our discussions with PUC management, local
government officials, and our review of usage reports, we
identified several inherent problems with the mandated reporting
procedures, including local governments reporting funds
committed for use, the restriction to only report spending of funds
received in the prior year, and the lack of consequences for local
governments not reporting.

Local Governments Reporting Funds Committed for Use
Act 13 states that the usage reports should contain funds that were
“committed to a specific project or use.” 20 PUC’s usage report
instructions further state that the funds “do not need to be spent;
they just need to be committed 21 through any authorizing body as
defined by your county or municipality.”
For the same 10 counties and 20 municipalities mentioned above,
we requested usage reports and supporting expenditure
documentation for reporting years 2011-2014 directly from the
local governments. We found that the methodology used to report
spending varied between the local governments, as seen in the
chart below:
20
21

58 Pa.C.S. §2314(h)(2)
Emphasis added.
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Usage Report Methodology
11

4

4
2

ACTUAL EXPENDITURES COMMITTED FUNDS
County

2

3

PLANNING ESTIMATES

4
0
COULD NOT
DETERMINE

Municipality

As displayed above, only 6 of the 30 local governments reviewed,
or 20 percent, reported committed funds in accordance with Act
13. Half of the local governments reviewed, 4 counties and 11
municipalities, reported actual expenditures and 2 counties and 3
municipalities reported summarized planning estimates. We were
unable to determine the methodology used for 4 municipalities
because the municipalities did not submit usage reports to PUC for
all four years of our testing. One of these 4 municipalities also did
not provide expenditure information to us.
Act 13 and PUC guidance both state that local governments should
report committed funds on their usage reports. However, if there is
any change in the projected costs or the local government changes
its priorities, the usage report will be inaccurate, which in turn,
results in PUC’s reports to the legislature and on its website to be
inaccurate and have little value. On the other hand, by reporting
actual expenditures the reports would reflect the correct amount of
funds spent and the actual use of funds. Usage reports must be
accurate and consistent to allow officials to properly evaluate
results and make informed decisions.
The information in the Act 13 System for the 11 local governments
that did not report actual expenditures and the 4 municipalities that
did not report any spending is misrepresenting the actual uses of
the funds. Consequently, the reports are unreliable and ineffective
in providing valuable information.
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Restriction to Only Report Spending of Funds Received in
Prior Year
Local governments are to receive impact fee payments from PUC
by July 1st each year and are required to submit the use of funds
received on the usage report by April 15th of the following year.
This gives the local governments nine months to determine the use
of the funds. Since the funds do not have to be spent by a certain
date, many of the local governments opt to put the funds into a
capital reserve account to allow for time to make spending
decisions or to save the money for a more costly project.
By categorizing the use as capital reserve on the usage report, the
true nature of the spending is not conveyed. Act 13 only requires
local governments to report the use of funds received in the prior
year; therefore, if funds are initially placed in a capital reserve
account, the real expending of this money will never be included
on a usage report. Out of the $428 million Impact Fee funds
received by local governments for reporting years 2011-2014,
counties and municipalities reported $170.3 million, or 40 percent,
of the funds received as being put into capital reserve. See below
for a hypothetical example:
A county receives $100 million of Impact Fee funds in year one,
$100 million in year two, and $50 million in year three. The
county does not initially spend any of the year one money and
reports the $100 million in the capital reserve fund category. In
year two, the county spends $20 million for road repairs using the
year one money previously reported in the capital reserve fund.
The year two funds received once again are not spent and the
county reports $100 million in the capital reserve fund category.
In year three, the county spends $230 million for road repairs.
Since the year three usage report can only account for the $50
million received in year three, the county would report $50 million
in the road repair category. Therefore, out of the $250 million
received by the county and expended for road repairs, only $50
million is reported as road repairs. Consequently, the road repair
category is understated by $200 million and the capital reserve
category is overstated by $200 million.

Performance Audit Report

Page 14

Public Utility Commission

Year One
Received $100
Million



Year One Funds Expended $0

Year One
Usage Report
$100 million
in reserve

Year Two
Received $100
Million




Year One Funds Expended $20 Million
Year Two Funds Expended $0

Year Two
Usage Report
$100 million
in reserve

Year Three
Received $50
Million





Year One Funds Expended $80 Million
Year Two Funds Expended $100 Million
Year Three Funds Expended $50 Million

Year Three
Usage Report
$50 Million
for road repair

Information regarding the amount and use of Impact Fee funds
spent must be accurately recorded and reported to the public. The
combination of having a capital reserve fund category and not
having local governments report beyond prior year funds received
causes a severe lack of accountability of impact fee spending and
discredits the accuracy of any reporting.

Lack of Consequences for Local Governments Not Reporting
For reporting years 2011-2014, the usage of $37.9 million, or 8.9
percent of the $428 million received by local governments, was not
recorded in the Act 13 System. The unrecorded usage information
spanned 2 counties and 895 municipalities. There could be several
reasons why a local government’s usage report information is not
in the Act 13 System.
Some municipalities receive as little as $3 each year and PUC
management stated municipalities told them that reporting the use
of such small dollar amounts is senseless. Additionally, if there
was a paper usage report that needed to be manually entered into
the Act 13 System by a PUC staff member and there was an error
on the report that PUC could not resolve with the local
government, the report was not entered into the system. We were
unable to determine the amount of reports containing errors that
PUC could not enter into the system or the number of local
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governments that did not report because PUC did not track or
retain these reports.
PUC management stated considering the volume of calls made,
emails sent, and the limited PUC staff, along with the fact that it is
extremely difficult to contact the municipalities due to their limited
work schedules and high employee turnover, it would be too
voluminous of a task to record all of the attempts to contact the
local governments. Nevertheless, documentation should be
retained to evidence PUC’s efforts to obtain required information
from the local governments.
Further, although PUC staff mails reminder postcards to the local
governments to submit the usage report, 2 of the 20 municipality
officials we contacted stated that they were not aware of any
reporting requirements for Impact Fee funds received.
If some local governments’ expenditures are not recorded in the
Act 13 System, the reporting process is incomplete and inaccurate.
In order to have a comprehensive understanding of impact fee fund
usage, all local government spending must be recorded in the Act
13 System. PUC management stated it could not force local
governments to submit usage reports because Act 13 does not
contain penalties related to reporting. There is little incentive for
local governments to adhere to Act 13 reporting requirements
when there are no consequences for noncompliance.

Results of Poor Local Government Reporting Requirements
Using the same 10 counties and 20 municipalities tested above, we
compared the amounts reported on the usage reports (excluding the
capital reserve category) from the Act 13 System to what was
actually expended per the local governments for reporting years
2011-2014.
We found 3 counties and 3 municipalities reported spending in
categories that exceeded actual expenditures, totaling $15.2
million, as seen in the table below. These counties and
municipalities reported commitments or planning estimates on the
usage reports which exceeded actual expenditures.
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County/Municipality
Bradford County
Washington County
Lycoming County
Cumberland Township
(Greene County)
Williamsport City
(Lycoming County)
Chartiers Township
(Washington County)
Total

$7,694,339.96
$9,937,287.00
$16,023,861.92

$6,928,127.93
$3,960,753.94
$8,428,565.32

Amount of
Spending Reported
in Excess of Actual
Expenditures
$766,212.03
$5,976,533.06
$7,595,296.60

$2,697,842.00

$2,443,187.03

$254,654.97

$2,492,773.85

$2,091,885.68

$400,888.17

$2,334,804.25
$41,180,908.98

$2,125,741.26
$25,978,261.16

$209,062.99
$15,202,647.82

Amount of
Spending per
Usage Report

Actual
Expendituresb

b

The expenditures were compiled from documents provided directly from the local governments, including
accounting system reports, bank statements, and vendor invoices. The dollar amount of expenditures are of
undetermined reliability as noted in Appendix A. However, this data is the best data available and we
performed certain tests of the reasonableness of this data. Although this determination may affect the
precision of the numbers we present, there is sufficient evidence in total to support our finding, conclusions,
and recommendations.

We also found 7 counties and 14 municipalities had more actual
expenditures than reported in the Act 13 System, totaling $35.3
million, as seen in the table below. This under-reporting of
spending was due to not submitting usage reports or reporting
funds on the usage report in the capital reserve category and
expending them at a later date.
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County/Municipality
Susquehanna County
Tioga County
Beaver County
Clarion County
Huntingdon County
Greene County
Clearfield County
Lawrence Township
(Clearfield County)
Sullivan Township
(Tioga County)
Monongahela Township
(Greene County)
Choconut Township
(Susquehanna County)
Union Township
(Clearfield County)
Armenia Township
(Bradford County)
Chatham Township
(Tioga County)
Sayre Borough
(Bradford County)
Charleston Township
(Tioga County)
Washington City
(Washington County)
South Williamsport Borough
(Lycoming County)
Harmony Township
(Susquehanna County)
Hallstead Borough
(Susquehanna County)
Coudersport Borough
(Potter County)
Total
b

Amount of
Spending per
Usage Report

Actual
Expendituresb

$2,628,700.00
$2,213,519.98
$260,388.58
$71,987.84
$11,448.10
$10,309,078.17
$2,452,622.17

$15,492,254.05
$16,410,966.64
$270,335.00
$396,478.44
$21,795.34
$12,900,004.39
$3,259,285.11

Amount of Actual
Expenditures in
Excess of Reported
Spending
$12,863,554.05
$14,197,446.66
$9,946.42
$324,490.60
$10,347.24
$2,590,926.22
$806,662.94

$2,085,794.47

$2,673,376.49

$587,582.02

$885,958.00

$1,227,713.16

$341,755.16

$361,598.61

$429,222.11

$67,623.50

$235,975.42

$324,386.25

$88,410.83

$34,115.29

$49,119.91

$15,004.62

$217,245.00

$1,304,870.15

$1,087,625.15

$149,342.34

$244,342.34

$95,000.00

$511,395.49

$979,759.94

$468,364.45

$782,536.90

$1,345,029.98

$562,493.08

$224,073.10

$608,419.45

$384,346.35

$0.00

$473,812.03

$473,812.03

$19,743.95

$150,786.64

$131,042.69

$0.00

$85,021.76

$85,021.76

$0.00
$23,455,523.41

$84,191.16
$58,731,170.34

$84,191.16
$35,275,646.93

The expenditures were compiled from documents provided directly from the local governments, including
accounting system reports, bank statements, and vendor invoices. The dollar amount of expenditures are of
undetermined reliability as noted in Appendix A. However, this data is the best data available and we performed
certain tests of the reasonableness of this data. Although this determination may affect the precision of the
numbers we present, there is sufficient evidence in total to support our finding, conclusions, and recommendations.
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Additionally, North Strabane Township (Washington County) and
Shrewsbury Township (Sullivan County) reported spending on
their usage reports that agreed to their actual expenditures.
Towanda Township (Bradford County) did not provide us adequate
expenditure information; therefore, we could not perform the
comparison.
We believe that procedures should be in place to ensure public
funds are used for the purposes prescribed by Act 13 and the uses
are accurately reported. Act 13’s poorly drafted reporting
requirements have produced a lack of transparency and
misinformation that was reported to members of the General
Assembly and publicized to Pennsylvanians on PUC’s website.

Recommendations
We recommend that the General Assembly consider strengthening
the provisions of Act 13 of 2012 as follows:
1. Clarify the allowable uses of Impact Fee funds in Section

2314(g) of the act, 22 including clearly defining the
requirement that the funds must be used for purposes
“associated with natural gas production”.
2. Outline in a concise and straightforward manner any
legislatively mandated restrictions on the use of the funds.

3. Grant PUC, or another state agency, the authority to
promulgate regulations regarding the use and any
restrictions on Impact Fee funds, to interpret the use of
funds, place any administrative limitations on the use of the
funds as outlined in the law, and provide regulatory
guidance to local governments in a well-defined and
consistent manner.
4. Require PUC, or another state agency, to monitor local
governments’ spending of Impact Fee funds.
5. Impose a penalty for local governments which do not
submit the required usage report to PUC each year.
22

58 Pa.C.S. § 2314(g).
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6. Require local governments to account for Impact Fee funds
by the reporting year in which they were received.
7. Require local governments to clearly report actual
expenditures to PUC each year including the use of funds
received from all prior years.
8. Establish a minimum amount of Impact Fee funds a local
government must receive in a calendar year in order for the
reporting requirements to be applicable.
We recommend that PUC:
9. Strengthen communications with local governments on the
reporting requirements of Act 13 of 2012 and document
communications with local governments.
10. Develop and regularly conduct monitoring of local
governments, at least on a sample basis, to ensure spending
and reporting of Impact Fee funds are in compliance with
Act 13.
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Finding

2

PUC’s lack of verification of budget amounts caused
inaccurate distributions of Impact Fee funds to
certain municipalities.
Act 13 of 2012 23 (Act 13) established the Unconventional Gas
Well Fund (Fund) which is administered by the Public Utility
Commission (PUC).24 Each natural gas producer reports the
number of spud 25 unconventional gas wells it operates within a
calendar year to the PUC. The calendar year is known as the
reporting year. Based on the number of wells and other gas well
information, a fee, commonly referred to as an impact fee, is
imposed on each producer. The producer must pay the impact fee
to the PUC by April 1st of the year following the reporting year.
The impact fees are deposited into the fund and are appropriated
for purposes set forth in Act 13.
Act 13 identifies what entities are allowed to receive funds, the
amount of funds to be distributed to each entity, and the calculation
methodology to be used. A significant portion of the funds
collected are distributed directly to local governments.
Conservation districts and several state agencies also receive
funding for specific purposes. All distributions must be made
within three months after the fee is due, or July 1st.

23

58 Pa.C.S. § 2301 et seq.
Chapter 23 (Unconventional gas well fee), see 58 Pa.C.S. § 2303 (relating to Administration).
25
Act 13 of 2012 defines spud as “The actual start of drilling of an unconventional gas well”.
24
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Impact Fee Process
Reporting Year 2014
Unconventional
Gas Well
Producers

Local governments
submit spending
reports to PUC
by April 15, 2016

Public Utility
Commission

Gas producers paid
impact fee to PUC
by April 1, 2015

Local
Governments

PUC distributed
impact fee funds
by July 1, 2015

PUC designed and implemented an interactive computer system
(Act 13 System) with separate interfaces to allow PUC staff to
administer the funds, the local governments to report how funds
were spent, and the public to have access to information regarding
fees collected and distributed.
The Act 13 System is programmed to calculate the distributions
based on the total amount of fees collected and to produce a file of
payments that is ultimately uploaded into the Commonwealth’s
SAP accounting system. See Appendix B for an outline of the
distribution process.
We reviewed the distributions to the conservation districts, state
agencies, counties, and municipalities to verify if PUC accurately
distributed the Impact Fee funds for reporting years 2011-2014.
Our results are summarized below.

Distributions to Conservation Districts, State
Agencies, and Counties
In order to determine whether the impact fees were calculated and
distributed in accordance with the act, 26 we verified that the
26

58 Pa.C.S. § 2314.
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transfers to the conservation districts and state agencies were for
the amounts enumerated in Act 13 and the remaining funds were
accurately allotted for the county and municipality portion of the
distribution for reporting years 2011-2014.
The detailed calculation to determine the payments to the counties
and municipalities is based on data imported into the Act 13
System from several sources, including population data from the
United States Census Bureau, mileage and boundary data from the
Pennsylvania Department of Transportation, and gas well data
from the Pennsylvania Department of Environmental Protection.
We did not verify the accuracy of this imported data; however, we
used the data in the Act 13 System to recalculate the distributions.
Based on the Act 13 System, the total funds distributed to counties
for the reporting years 2011-2014 are outlined in the below table.
See Appendix C for a detailed listing of the amount of impact fees
each county received.

Reporting Year
2011
2012
2013
2014
Total

Number of
Counties
35
37
37
34
143

Dollar Amount
Distributed to Counties
$ 38,241,360
$ 36,965,952
$ 42,534,432
$ 42,588,000
$160,329,744

Source: PUC’s Act 13 System.

We recalculated the amount of funds distributed to each individual
county for each reporting year from 2011-2014 by dividing the
total number of spud unconventional gas wells located in the
county by the total number of spud unconventional gas wells in the
state and multiplying the resulting percentage by the total
allocation to counties for each year. We did not find any
discrepancies. PUC appears to have accurately distributed the
impact fees to the conservation districts, state agencies, and
counties in accordance with the law.
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Distributions to Municipalities
Application of Municipality Restriction
The amount of impact fees distributed to each municipality cannot
exceed the greater of $500,000 (restriction limit) or 50% of the
municipality’s total budget for the prior fiscal year, adjusted to
reflect any upwards change in the Consumer Price Index. 27 After
calculating the amounts allotted to each municipality, any amounts
in excess of the restriction limit are retained by PUC.
For example, in reporting year 2011, a municipality was
allotted $750,000 of Impact Fee funds. The municipality’s
budget for the prior year was $1,200,000. Act 13 restricts the
payment to the greater of $500,000 or 50% of the prior year
budget, or in this case, $600,000. The municipality’s payment
would be $600,000 and $150,000 would be retained by PUC.
Per Act 13, all the excess funds retained by PUC are
accumulated and deposited into the Pennsylvania Housing
Affordability and Rehabilitation Enhancement Fund to assist
with the creation, rehabilitation, and support of affordable
housing throughout the Commonwealth. 28
Each municipality submits its total budget amount to PUC on a
paper form or electronically through the Act 13 System. PUC’s
reporting guidance to municipalities states that the budget figure
should be “Total budgeted revenues. This should include all of
your funds without regard to source.”
There were collectively 101 municipality payments greater than or
equal to the restriction limit in reporting years 2011-2014. For 99
of the 101 municipality payments, there was an associated total
budget amount entered into the Act 13 System. For these 99
payments, we verified the original allotment to the municipality
was decreased to the greater of the restriction limit or 50% of the
municipality self-reported total budget amount. The remaining 2

27

58 Pa.C.S. § 2314(e) - “Restriction.--The amount allocated to each municipality under subsection (d) shall not
exceed the greater of $500,000 or 50% of the total budget for the prior fiscal year beginning with the 2010
budget year and continuing every year thereafter, adjusted to reflect any upward changes in the Consumer Price
Index for all Urban Consumers for the Pennsylvania, New Jersey, Delaware and Maryland area in the preceding
12 months…”
28
58 Pa.C.S. § 2314(f).
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municipality payments did not have an associated total budget
amount entered into the Act 13 System; therefore, we verified the
payment did not exceed the restriction limit. PUC appears to have
accurately applied the municipality restriction limit in accordance
with the law.

Municipality Budget Verification

Cumberland Township
(Greene County)
Lawrence Township
(Clearfield County)
Williamsport City
(Lycoming County)
Sullivan Township
(Tioga County)
Chartiers Township
(Washington County)
Armenia Township
(Bradford County)
Charleston Township
(Tioga County)
Total

4
3

4

1

4
4

4

4

4

4
2

9

Total

Could Not Be
Determined

Actual Expenditures

Budgeted
Expenditures

Budgeted Revenues
and Assets

Budgeted Revenues
from Some Sources

Municipality

Budgeted Revenues
from All Sources

As further described in Appendix A, we selected 20 municipalities
for detail testing from the 1,487 municipalities which received
Impact Fee funds for reporting years 2011-2014. Out of the 20
municipalities, 7 were originally allotted to receive a payment
greater than the restriction limit for at least one year. For these 7
municipalities, we requested the approved fiscal budgets from the
municipalities for calendar years 2010-2013, for a total of 28
budgets. All 7 municipalities provided supporting documentation,
but we found that the municipalities’ interpretation of “total
budget” varied widely as seen in the below table.

4
1

2

1

8

1

3

5

3

4
4

1

28
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Only 9 of the 28 budgets, or 32 percent, complied with PUC
guidance of reporting total budgeted revenues from all sources.
One budget was not within the Act 13 System; therefore, we could
not determine a methodology. The other 18 budgets were based on
budgeted revenues from some sources, budgeted revenues and
assets, budgeted expenditures, and actual expenditures.
Additionally, 3 of the 7 municipalities were inconsistent in which
figure was reported from year to year.
It is integral that municipalities adhere to PUC’s guidance of
reporting total budgeted revenues from all sources consistently
throughout the Commonwealth. For municipalities that receive
impact fees in excess of the restriction limit, the total budget
amount can significantly affect the amount of funds the
municipality ultimately receives.
We recalculated the distribution amount using the proper method
(total budgeted revenues from all sources) for the 7 municipalities
and found that 3 municipalities were overpaid a total of $863,514
during the four-year period as detailed in the below table. These
funds should have been retained by PUC and ultimately deposited
into the PA Housing Affordability and Rehabilitation
Enhancement Fund.

Municipality
Charleston Township
(Tioga County)
Cumberland Township
(Greene County)
Sullivan Township
(Tioga County)

Reporting
Year
2012
2013
2011
2012
2012
2013
2014

Amount
Received
$535,682
$515,334
$1,039,587
$787,151
$565,440
$745,615
$659,668

Amount
Should Have
Received
$509,000
$515,100
$692,875
$725,688
$509,000
$515,100
$518,200

Difference
By Year
$26,682
$234
$346,712
$61,463
$56,440
$230,515
$141,468
Total

Municipality
Overpaid
Total
$ 26,916
$408,175

$428,423
$863,514

The varied budget reporting methods used by municipalities and
resulting inaccurate payments to municipalities were not detected
by PUC since they do not obtain any support from the
municipalities to validate the budget amounts submitted. Without
verifying the budget amount, PUC cannot ensure the accuracy of
the impact fee distribution and would not detect if a municipality
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erroneously reported partial revenues or intentionally inflated its
budget in order to receive more funding.
PUC management stated that it is the municipalities’ responsibility
to report accurate information. The verification statement on the
paper budget forms signed by the individual who prepared the
report stating the information is true and correct to the best of
his/her ability holds the individual accountable for accuracy.
Additionally, according to PUC management, during the first
reporting year a team of three attorneys and four fiscal staff were
devoted to contacting each municipality regarding reporting
requirements. PUC included its phone number and email address
on the forms for the municipalities to inquire about reporting
requirements. PUC also had the state township and state borough
organizations assist with outreach to the municipalities. PUC
management stated, however, that even with all these strategies, it
was still extremely difficult to make contact due to the
municipalities’ limited work schedules and high employee
turnover.
We disagree with PUC that relying on a signed verification
statement is sufficient to validate the accuracy of the reported
budget amounts. The verification statement does contain certain
penalties for knowingly reporting false information; 29 however,
PUC would not be able to detect false reporting and apply the
penalties without first obtaining supporting documentation from
the municipality. This would also give PUC the opportunity to
identify and correct any errors in reporting prior to the impact fee
payments being made. Additionally, we understand it can be
difficult to communicate with municipalities; however, that does
not lessen PUC’s responsibility to ensure information determining
a payment amount is reliable. A strong system of internal controls
includes evaluating the accuracy of information originating from
the payee that affects the payment amount in order to prevent and
detect errors or fraud.

Calculation Process
Based on the Act 13 System, the total funds distributed to
municipalities for the reporting years 2011-2014 is outlined in the
29

Municipality Approved Budget Report Verification Statement states “I understand that the statements herein
are made subject to the penalties of 18 Pa.C.S. §4904 (relating to unsworn falsification to authorities)”.
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below table. See Appendix D for a detailed listing of the amount
of impact fees distributed to each municipality.
Reporting
Year
2011
2012
2013
2014
Total

Number of
Municipalities
1,388
1,487
1,487
1,375
5,737

Dollar Amount Distributed
to Municipalities
$ 62,559,079
$ 61,894,862
$ 70,909,606
$ 72,276,949
$267,640,496

Source: PUC’s Act 13 System.

For the same 20 municipalities discussed above, we recalculated
the amount of funds distributed to each individual municipality
within the selected municipality’s county, or 9 counties with 368
municipalities, for the reporting years 2011-2014. The calculation
to determine municipality distributions is extremely complex due
to the significant number of municipalities receiving the impact
fees and the multiple sources of data used in the calculation. We
did not find any discrepancies in the payments to the 368
municipalities based on the self-reported budgets. These payments
totaled about $206 million over the four-year period. With the
limitation of relying on the self-reported budgets from the
municipalities, PUC appears to have accurately calculated the
impact fees distributed to the municipalities in accordance with
law.
In conclusion, it appears PUC accurately calculated and distributed
the impact fees in accordance with the law with the exception of
some inaccurate payments caused by an internal control weakness
over the verification of municipality self-reported budgets. For
reporting years 2011-2014, the restriction limit only potentially
affected 101 of 5,737 municipality payments, or 1.76 percent.
Over the four-year period, a total of $17.2 million was deposited
into the Pennsylvania Housing Affordability and Rehabilitation
Enhancement Fund from municipality distributions in excess of the
restriction limit.
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Recommendations
We recommend that PUC:
1. Establish a policy to obtain the approved fiscal budget from
each municipality that is allocated to receive Impact Fee
funds over the restriction limit to ensure the budget amount
used in the calculation of impact fee distributions are
consistent, accurate, and according to guidelines.
2. Provide training to municipalities to reinforce PUC’s
guidelines for determining and reporting budget amounts.
3. Document communications, including attempts to
communicate, with local governments to evidence PUC’s
diligence in obtaining required information.
4. Obtain the approved fiscal budgets for every municipality
that is affected by the restriction provision to verify the
budget amount reported is accurate prior to distributing
Impact Fee funds each year.
5. Obtain the approved fiscal budgets for every municipality
that was affected by the restriction provision from 2011 to
present to ensure the payments made to the municipalities
were in accordance with law and PUC guidance.
6. Correct any overpayments or underpayments to
municipalities and adjust the amounts deposited into the
Pennsylvania Housing Affordability and Rehabilitation
Enhancement Fund, accordingly.
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Agency’s Response and Auditors’ Conclusions

We provided draft copies of our audit findings and related
recommendations to the PUC for its review. On the pages
that follow, we have included PUC’s response in its
entirety. Following the agency’s response, our auditors’
conclusions are set forth.
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Auditors’ Conclusions to PUC’s Response
Overall, the Public Utility Commission (PUC) is in general agreement with our findings,
and agrees with three of our recommendations. However, PUC disagrees with five
recommendations which it believes is beyond the scope of its authority provided by Act
13 and refrained from commenting on the eight recommendations to the Pennsylvania
General Assembly. We are pleased with the PUC’s cooperative attitude in addressing our
concerns. With regard to the PUC’s response, the following items require further
clarification:
Finding 1: Act 13’s lack of clarity regarding proper use, reporting, and monitoring
of Impact Fee funds leads to questionable spending and inaccurate reporting.
 Recommendations 1-8: PUC refrained from commenting on these
recommendations to the General Assembly, but acknowledged that it would
perform any responsibilities the legislation may enact. We agree that the General
Assembly is ultimately responsible for amending Act 13, but PUC’s involvement
and suggested legislative enhancements, based on its experience with
administering the Impact Fee funds and overseeing the reporting process, would
be extremely beneficial to improving the program.
To the legislative leaders copied on this report, we highly encourage members to
consider and act on our eight recommendations as soon as possible because our
67 counties and thousands of municipalities, as well as their solicitors, are
without proper guidance on the allowable uses of Impact Fee funds under Act
13. The lack of clarity in Act 13 and not having an independent entity
overseeing impact fee spending provides the opportunity for local governments
to abuse these funds and use these funds for questionable uses.
 Recommendation 9: We are pleased that PUC has already started to initiate our
recommendation by revising its procedure manual and implementing procedures
to record all local government communications in its database.
 Recommendation 10: PUC’s response reiterated that it is not authorized to
monitor local government spending and noted several state agencies with general
audit authority over local government expenditures. While local government
spending may be subject to audit, it does not offset the importance of program
monitoring conducted on a routine or continuous basis.
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Finding 2: PUC’s lack of verification of budget amounts caused inaccurate
distributions to certain municipalities.
 Recommendation 1 and 4: PUC’s response stated that Act 13 does not give them
the authority to require municipalities to submit support documentation for the
budgets. We disagree. Act 13 states that PUC is the administrator of the
Unconventional Gas Well Fund and it is responsible for collecting and
distributing Impact Fees. The budget amounts submitted by municipalities
affected by the restriction limit are a key part of the distribution calculation and
validating the accuracy of the budgets is integral to ensure distributions to
municipalities are in compliance with the Act. Although Act 13 does not
specifically address the verification of budget amounts submitted, it is our belief
that PUC has the discretion to request supporting documentation and should make
such requests. Additionally, obtaining a signed affidavit from the municipality
does not ensure the information submitted is without error and in compliance with
PUC guidance.
 Recommendations 2-3: We are pleased that PUC has already started to initiate
our recommendations by revising its procedure manual, implementing procedures
to record all local government communications in its database, and developing a
webinar for budget reporting for municipalities.
 Recommendations 5-6: PUC’s response stated there is no mechanism in the law
enabling PUC to redistribute funds. We disagree. As the administrator of the
Unconventional Gas Well Fund, PUC has the authority to redistribute the Impact
Fee funds in order to correct errors related to its compliance with the Act.
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Appendix A

Objectives, Scope, and Methodology
The Department of the Auditor General conducted this
performance audit in order to assess the Pennsylvania Public
Utility Commission’s (PUC) administration of the
Unconventional Gas Well Fees (Impact Fees).
We conducted this audit in accordance with generally accepted
government auditing standards. Those standards require that
we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the
evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

Objectives
Our performance audit objectives were as follows:
•

Determine whether the PUC has accurately calculated
and distributed the Unconventional Gas Well Fees in
accordance with Act 13 of 2012.

•

Determine if all required reports have been filed by the
counties and municipalities and appropriately processed
by the PUC, and determine if the counties and
municipalities have used the Unconventional Gas Well
Fees in accordance with Act 13 of 2012.

Scope
This audit report presents information for the period of
February 14, 2012 through April 30, 2016, unless otherwise
indicated, with updates through the report date.
PUC’s management is responsible for establishing and
maintaining effective internal controls to provide reasonable
assurance of compliance with applicable laws, regulations,
contracts, grant agreements, and administrative policies and
procedures.
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In conducting our audit, we obtained an understanding of the
PUC’s internal controls, including any information system
controls that we considered to be significant within the context
of our audit objectives. For those internal controls that we
determined to be significant within the context of our audit
objectives, we also assessed the effectiveness of the design and
implementation of those controls as discussed in the
Methodology section that follows. Any deficiencies in internal
controls that were identified during the conduct of our audit
and determined to be significant within the context of our audit
objectives are included in this report.

Methodology
To address our audit objectives, we performed the following
procedures:
•

Interviewed PUC management and staff responsible for
administering the Impact Fees, including the Chief of the
Financial and Assessments Office, Bureau of
Administration, and an Information Systems Consultant.

•

Obtained and reviewed Act 13 of 2012 to determine
PUC’s responsibilities related to administering the
Impacts Fees.

•

Verified the reasonableness of the total Impact Fee
revenues deposited in the Unconventional Gas Well
Fund in SAP by reconciling it to PUC’s list of Impact
Fees by producer for the reporting years 2011-2014 as
included in the PUC Annual Reports.

•

Using the total revenues noted above, we recalculated
the distributions of the Impact Fees to the conservation
districts, other state agencies/funds, and total amounts to
counties and municipalities per Act 13 of 2012 for
reporting years 2011-2014. We verified these calculated
amounts agreed to the amount allocated in SAP as the
appropriation’s current budget.

•

Obtained the list of county disbursements for reporting
years 2011-2014 from PUC to ensure 36 percent of the
local government allocation was disbursed to counties
with producing unconventional gas wells. We ensured
the list was mathematically accurate, recalculated the
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amount disbursed to each county in accordance with Act
13 of 2012, and verified the amount was accurate in
SAP.
•

We verified that 37 percent of the local government
allocation was distributed to municipalities with
producing unconventional gas wells and 27 percent of
the local government allocation was distributed to
municipalities located in a county in which spud
unconventional gas wells are located for reporting years
2011-2014.

•

For 368 of the 1,487 municipalities which received
Impact Fees during reporting years 2011-2014, we
recalculated the disbursements to the individual
municipalities.

•

We obtained the Consumer Price Index (CPI) used for
reporting years 2012-2014 from the U.S. Bureau of
Labor Statistics website. There were 101 instances
where municipalities received disbursements greater
than or equal to the restriction limit for reporting years
2011-2014. For 99 of the 101 instances, we verified the
original allotment to the municipality was decreased to
the higher of the base cap or 50% of the municipality
budget adjusted by the CPI, if applicable. For the
remaining 2 instances, the municipality did not submit
budget information to PUC/Act 13 System in 2014
(Columbia Township and Troy Township). Therefore,
we verified the disbursement did not exceed the
restriction limit.

•

For all 37 counties which received funding over the
2011-2014 reporting years, we requested a copy of the
“Unconventional Gas Well Fund Usage Report Form”
for all reporting years the county received funding
directly from the county. We verified the individual line
items from the paper usage report agreed to the Act 13
System.

•

Using auditor’s judgement, we selected 10 counties for
testing out of the 37 counties which received Impact Fee
funds during reporting years 2011-2014. We selected
the five counties which received the highest total Impact
Fee funds over the reporting years 2011-2014. We
selected all the counties (2 counties) with any unreported
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spending over the four reporting years. We selected the
remaining 3 counties out of the counties receiving less
than $1 million over the four reporting years, ensuring
adequate coverage of different funding levels. Since we
selected the test items using auditor’s judgement, the
results could not be projected to the population.
•

Using auditor’s judgement, we selected 20
municipalities for testing out of the 1,487 municipalities
which received Impact Fee funds during the 2011-2014
reporting years. We selected the five municipalities
which received the highest total Impact Fee funds over
the 2011-2014 reporting years. We selected the five
municipalities with the highest level of unreported
spending in total over the four reporting years and then
the five municipalities which received the highest
amount of funds and did not submit spending reports for
all four reporting years. We selected the remaining 5
municipalities out of the municipalities receiving less
than $1 million over the four reporting years, ensuring
adequate coverage of different funding levels. Since we
selected the test items using auditor’s judgement, the
results could not be projected to the population.

•

For our 20 municipality test items, we requested a copy
of the “Unconventional Gas Well Fund Usage Report
Form” for all reporting years the municipality received
funding directly from the municipality. We verified the
individual line items from the paper usage report agreed
to the Act 13 System.

•

Out of the 20 municipalities selected for testing, 7 were
originally allotted a payment greater than the restriction
limit for at least one year. For these seven
municipalities, we requested the approved fiscal budgets
from the municipalities for calendar years 2010-2013,
for a total of 28 budgets. We compared the municipality
approved fiscal budget to the budget amount in the Act
13 System to determine the methodology the
municipality used to report the budget amount to PUC.
We recalculated the payment amount for each
municipality for reporting years 2011-2014 based on the
total revenues from the municipality approved fiscal
budget to determine if the municipality received the
correct amount of Impact Fee funds.
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•

For reporting years 2011-2014, we requested a list of
expenditures from the 10 counties and 20 municipalities
selected for testing, totaling $85.6 million of the $428
million, respectively. From these lists, we determined
whether the purchase was associated with the oil and gas
industry and one of the thirteen authorized purposes in
accordance with Act 13. We also reconciled the
expenditure list provided by the local government to the
usage report spending recorded in the Act 13 System and
determined the methodology used by the local
government to complete the usage reports.

Data Reliability
In performing this audit, we used documents provided by
counties and municipalities, including accounting system
reports, bank statements, and vendor invoices, and information
from the Act 13 System maintained by PUC. Government
Auditing Standards requires us to assess the sufficiency and
appropriateness of computer-processed information that we use
to support our findings, conclusions, or recommendations. The
assessment of the sufficiency and appropriateness of computerprocessed information includes considerations regarding the
completeness and accuracy of the data for the intended
purposes.
In regard to the documents provided by counties and
municipalities, we compared the information to the Act 13
System for agreement and reasonableness of the expenditures.
We did not perform procedures to validate the information
provided by the local governments. As such, we deemed this
information to be of undetermined reliability. Although this
determination may affect the precision of the numbers we
present, there is sufficient evidence in total to support our
findings, conclusions, and recommendations.
In regard to computer-processed data in the Act 13 System,
PUC imported population data from the United States Census
Bureau, mileage and boundary data from the PA Department of
Transportation, and gas well data from the PA Department of
Environmental Protection into its Act 13 System in order to
calculate the amount of Impact Fees to disburse to counties and
municipalities in accordance with Act 13 of 2012. We did not
verify the accuracy of this data imported into the Act 13
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System used in the disbursement calculations. However, this
data is the best data available.
The Act 13 System also records the municipal budget amounts
and local government usage report spending for reporting
purposes. To assess the completeness and accuracy of the data
in the Act 13 System, we conducted audit procedures as
follows:
•

Obtained an understanding of the information systems
environment.

•

Interviewed PUC officials with knowledge about the
data and who specifically perform the data entry and/or
input.

•

For the 37 counties and 368 of the 1,487 municipalities
which received Impact Fee funds, we agreed the
distribution amount for reporting years 2011-2014 to
the Commonwealth’s SAP system.

•

We obtained budget information directly from 7
municipalities and agreed it to the Act 13 System data
for reporting years 2011-2014.

•

We obtained expenditure information directly from 10
counties and 20 municipalities and agreed it to the
usage report spending in the Act 13 System for
reporting years 2011-2014.

Based on the above procedures, we found no limitations with
using the data for our intended purposes. In accordance with
Government Auditing Standards, we concluded the Act 13 data
to be sufficiently reliable regarding completeness and accuracy
for the purposes of this engagement.
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Appendix B

Act 13 Impact Fee Distribution
Overview: Reporting Year 2014
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Appendix C

Impact Fee Distribution to Counties
Reporting Years 2011 to 2014
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Appendix D

Impact Fee Distribution
to Municipalities
Reporting Years 2011 to 2014
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Appendix E

Audit Distribution List

Upon its release, this report was distributed to the following Commonwealth officials:
The Honorable Tom Wolf
Governor
The Honorable Gladys M. Brown
Chairman
Pennsylvania Public Utility Commission
Mr. Jan H. Freeman
Executive Director
Pennsylvania Public Utility Commission
Mr. Robert Gramola
Director, Bureau of Administration
Pennsylvania Public Utility Commission
The Honorable Randy Albright
Secretary of the Budget
Office of the Budget
The Honorable Timothy A. Reese
State Treasurer
House Judiciary Committee
The Honorable Bruce R. Beemer
Attorney General
Office of the Attorney General
The Honorable Sharon P. Minnich
Secretary of Administration
Office of Administration

The Honorable Gene Yaw
Majority Chair
Senate Environmental Resources and
Energy Committee
The Honorable John Yudichak
Democratic Chair
Senate Environmental Resources and
Energy Committee
The Honorable John Maher
Majority Chair
House Environmental Resources and
Energy Committee
The Honorable Greg Vitali
Democratic Chair
House Environmental Resources and
Energy Committee
Mr. Brian Lyman, CPA
Director
Bureau of Audits
Office of Comptroller Operations
Ms. Mary Spila
Collections/Cataloging
State Library of Pennsylvania
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