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Introduction
The Municipalities Financial Recovery Act (Act 47 of 1987, as amended) was promulgated to foster
the fiscal integrity of municipalities so that they can provide for the health, safety and welfare of their
citizens; pay principal and interest on their debt obligations when due; meet financial obligations to
their employees, vendors and suppliers; and provide for proper financial accounting procedures,
budgeting and taxing practices. According to the Act, “the failure of a municipality to do so is hereby
determined to affect adversely the health, safety and welfare not only of the citizens of the
municipality but also of other citizens in this Commonwealth.”
Section 202 of Act 47, “Standing to request a determination,” provides ten categories of parties and
individuals who have standing and may request a determination of municipal financial distress from
the Secretary of the Department of Community & Economic Development (Department).
One party that has standing to request such a determination is “the Governing body of the
municipality upon passing a resolution by a majority vote of the governing body after a special
public meeting duly advertised as provided by law.”
On February 19, 2015, the Borough Council of the Borough of Colwyn passed a resolution
authorizing the Borough to “seek a determination of municipal financial distress and to seek
financial aid by way of loans, grants or otherwise under and by authority of the Municipalities
Financial Recovery Act.”
Subsequently, the Borough of Colwyn filed with the Department, on a form provided by the
Department, a request that the Secretary of the Department determine that the Borough is a
financially distressed municipality under the provisions of the Municipalities Financial Recovery
Act. On February 20, 2015, the request was signed by the President of Borough Council, Paul C.
Meuser, notarized, sealed, and sent to the Department, where it was received on February 26, 2015.
Another party that has standing to allege that the municipality is financially distressed is “ten percent
of the number of electors of the municipality that voted at the last municipal election, by petition to
the Department alleging the municipality is fiscally distressed.”
On February 26, 2015, the Department received petitions from at least ten percent of the number of
electors of Colwyn that voted at the last municipal election (referred collectively as the “Colwyn
electors”). In the last Colwyn Borough municipal election, 552 citizens cast ballots. Therefore, the
petitions must contain at least 55 valid signatures. The Department found that the petitions were
circulated by a valid party, were obtained in a valid manner, and contained 68 valid signatures of
Colwyn electors, an adequate number to establish standing for a request for determination of
municipal financial distress. Additionally, the request, made on a form supplied by the Department,
that accompanied the petitions was found to be valid. However, the Act requires that the petition
circulators “attest to the accuracy of the signatures and addresses obtained and the method used to
obtain them.” The Department found this attestation to be insufficient and therefore was unable to
consider the petitions from the Colwyn electors a valid request. With this in mind, the Colwyn
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Borough Council’s request for determination of financial distress is the only legally sufficient
request.
Section 203(c) of Act 47 authorizes the Department to conduct a consultative investigation into the
financial affairs of the municipality after receiving the aforementioned request but prior to
conducting a public hearing, as required under Section 203(b) of Act 47. This document, in
conjunction with the Borough’s Early Intervention Program (EIP) Emergency Action Plan (see
Appendix A) described below, will serve as that investigation. A public hearing is scheduled for
Tuesday, April 7, 2015 at 7:00pm to receive testimony from Borough Council, Borough Officials
and other interested parties relative to whether the Secretary of DCED should declare the Borough of
Colwyn a distressed municipality under Act 47.
Section 201 of Act 47 enumerates eleven criteria, at least one of which must be present in order for a
municipality to be considered for a distress determination by the Secretary. Both the Borough
Council of the Borough of Colwyn and the Colwyn electors allege that the following criteria, as set
forth in Section 201 of Act 47, are present:
1. The municipality has maintained a deficit over a three-year period, with a deficit of 1% or
more in each of the previous fiscal years.
2. The municipality’s expenditures have exceeded revenues for a period of three years or more.
7. The municipality has accumulated and has operated for each of two successive years a deficit
equal to 5% of more of its revenues.
8. The municipality has failed to make the budgeted payment of its minimum municipal
obligation as required by section 302, 303 or 602 of the act of December 18, 1984 (P.L.
1005, No. 205), known as the Municipal Pension Plan Funding Standard and Recovery Act,
with respect to a pension fund during the fiscal year for which the payment was budgeted and
has failed to take action within that time period to make required payments.

4

Scope of Investigation
The review by the Department’s Governor’s Center for Local Government Services (the Center) of
the financial position of the Borough utilized the Borough’s 2015 Early Intervention Program (EIP)
Emergency Action Plan, along with the services of the EIP consultant and information gathered
through site visits and other communication with Borough officials. The Emergency Action Plan was
fully funded by the Department, and the Department had intimate involvement in the development of
the Plan. In fact, the Department’s involvement with the Borough of Colwyn precedes the 2014 EIP
Plan by many months and is detailed in the “History of the Department’s Recent Involvement with
the Borough” section below.
In conducting an investigation into the Borough’s financial condition, the Center and the EIP
consultant relied upon the accuracy and completeness of the financial information that was available
from Borough officials as well as certain information that was obtained from other sources.
Financial, personnel, and other pertinent administrative records and information, including interim
financial reports, to the extent that they were available, were all considered in this investigation.
Limited efforts were made to verify available information by comparing with original source
documents, as would be done on a selective basis in an audit of the municipality.
Our examination utilized the work of the EIP consultant, Ryan Hottenstein of Stevens & Lee and
Financial S&Lutions. The Mayor, Borough Council, and Borough Manager were instrumental in
providing their assistance and cooperation in gathering information during the course of the
investigation.
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Objectives of Investigation
The objectives of this investigation are threefold:
1. To provide a brief history of the Department’s involvement with the Borough’s financial
situation, the development of the Early Intervention Program Emergency Action Plan, and
the Borough’s eventual request for distress determination;
2. To determine whether the Borough has met one or more of the eligibility requirements for a
determination of distress under Act 47, and if so,
3. To examine available financial records and other relevant data in order to recommend
whether or not the Borough should be determined to be distressed under the provisions of
Act 47.
The Borough Council’s request for a determination of financial distress alleges the presence of
Section 201 criteria numbers 1, 2, 7, and 8. Central to criterion 1 is the existence of a deficit of 1% or
more in each of the previous three fiscal years; validation of criterion 2 requires evidence of
expenditures in excess of revenues for a period of three years; and criterion 7 requires the
municipality to have operated with a deficit of 5% or more of its revenues for two consecutive years;
and validation of criterion 8 requires confirmation that the municipality has failed to make its
Minimum Municipal Obligation (MMO) pension payments as required under Act 205 of 1984. A
deficit is defined under Section 103 of Act 47 as “the excess of expenditures over revenues, stated as
a percentage of revenue, during an accounting period.”
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History of the Department’s Recent Involvement with the Borough
In March of 2014, the Department rescinded the distressed status of the Borough of Millbourne, also
in Delaware County. At the meeting to officially announce the rescission, Millbourne’s solicitor,
who is also the solicitor of Colwyn, approached Center staff about potential difficulties within the
Borough of Colwyn. The solicitor believed that Colwyn could benefit from technical assistance, but
suggested that the Department wait until after an investigation by the Delaware County District
Attorney’s office was completed.
In early summer of 2014, the Center’s analysis of municipalities through its Early Warning System
for financial distress identified Colwyn as one of the most likely municipalities in Pennsylvania to
enter distressed status. However, the investigation by the District Attorney’s office was ongoing, and
DCED’s access to the Borough was limited.
In August of 2014, the Department met with Borough officials and presented the Early Intervention
Program at a public meeting. Subsequent to this, on September 11, 2014, the Borough passed
Resolution 2014-16 authorizing Colwyn’s application for an Early Intervention Program grant. The
Borough submitted its EIP application on October 3, 2014, and was awarded an EIP grant of $60,000
for a consultant to conduct a financial and strategic plan for the borough. Generally, EIP plans span
five years, although in municipalities experiencing immediate difficulties, the development of an
Emergency Action Plan is the first step of the process.
By mid-December of 2014, the Borough had engaged its EIP consultants, Stevens & Lee and
Financial S&Lutions (collectively referred to as S&L) as its EIP consultants. Shortly after the
engagement began, S&L immediately realized the necessity for the development of an Emergency
Action Plan to address critical fiscal issues.
Center staff and the EIP consultant visited Colwyn on January 7, 2015 in an attempt to begin
gathering data for the Emergency Action Plan; however, very few records exist earlier than 2014.
The EIP consultant made several subsequent attempts at acquiring data, but was generally
unsuccessful. DCED and the consultant found record keeping to be almost non-existent prior to 2014
and merely insufficient beginning in 2014. While attempts at improvements were clearly made
throughout 2014, Colwyn’s general lack of administrative capacity prevented the borough manager
from maintaining adequate financial management.
On February 12, 2015, Stevens & Lee presented its Emergency Action Plan to Borough Council
during its regular monthly meeting. Council voted unanimously at the meeting to approve the
Emergency Action Plan and begin implementing it. Highlights of the plan include requiring the
Borough to:






Improve its governance and the order of its Council meetings
Immediately apply for an Act 47 Determination
Continuously monitor revenues and expenditures
Limit expenditures to necessary purchases only
Limit personnel costs by freezing wages and salary, limiting overtime, and evaluating all
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staffing levels.
On February 19, 2015, in a special meeting, Colwyn Borough unanimously voted to request that the
Secretary of DCED determine Colwyn to be a financially distressed municipality.
In an effort to investigate this request, Center staff have visited the Borough several more times and
made many requests for data and documentation. In general, documentation has been unavailable or
incomplete. The Borough Manager has made a valiant effort to provide everything the Department
has requested, but many records simply do not exist.
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Conclusions on Presence of Distress Criteria
Based upon an analysis of available records, it is our conclusion that the Borough of Colwyn
can be considered for a distress determination because criterion 8 can be definitively validated.
Act 47, Section 201, Criteria 1, 2, 7, and 8 Examined
The following summary is provided to validate the criteria alleged by the Borough for Act 47
consideration. The Borough has set forth criteria 1, 2, 7, and 8 under Section 201 of the Act that it
believes make the Borough eligible to be considered for an Act 47 determination.
Criteria 1, 2, and 7, Not Validated:
Criterion 1: The municipality has maintained a deficit over a three-year period, with a deficit of 1%
or more in each of the previous fiscal years.
Criterion 2: The municipality’s expenditures have exceeded revenues for a period of three years or
more.
Criterion 7: The municipality has accumulated and has operated for each of two successive years a
deficit equal to 5% or more of its revenues.
Not Validated: The Center found great difficulty in gathering the information necessary to
determine whether these criteria were present due to the lack of audits, general ledger or other
complete financial records. Most importantly, no audits exist for 2011, 2012, 2013, or 2014, and
attempts by the Borough to complete these audits have been largely unsuccessful due to nonexistent
records (See Appendix B). This situation is discussed in more detail in the next section.
While the Center was able to identify certain records for 2014, it was unable to verify data prior to
2014. The Borough has significant unpaid liabilities, but these liabilities are generally not
identifiable according to when they accrued. Additionally, these liabilities total over $1.06 million in
a municipality with an annual budget of $2.08 million. With current liabilities equaling more than
half the Borough’s annual budget, it seems extremely likely that Criteria 1, 2, and 7 are all true.
However, because the Center was unable to obtain reliable records of expenditures or revenues for
2012 or 2013, it is not possible to prove a deficit or that expenditures exceeded revenues for these
years. For 2014, the Borough had a deficit of at least $328,000, but because of the Borough’s
deficient financial management system and questionable prior finances, it is difficult to know the
exact amount of the 2014 deficit. Regardless, because the Department was only able to gather data
for 2014, these criteria remain not validated, despite their likely veracity.
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Criterion 8, Validated:
Criterion 8: The municipality has failed to make the budgeted payment of its minimum municipal
obligation as required by section 302, 303 or 602 of the act of December 18, 1984 (P.L. 1005, No.
205), known as the Municipal Pension Plan Funding Standard and Recovery Act, with respect to a
pension fund during the fiscal year for which the payment was budgeted and has failed to take action
within that time period to make required payments.
Validated: Auditor General reports on the Borough’s pension system indicate that Colwyn has failed
to make its budgeted MMO payments for 2012 and 2013, nor has it properly deposited its state aid
allocations into an eligible pension plan. While it did pay a portion of its 2012 and 2013 MMO, the
$11,653 in payments thus far represents less than 10% of the $125,167 owed for these two years.
Additionally, the Borough has paid only a small portion of its MMO due on December 31, 2014,
with $87,763 of the total $126,249 remaining unpaid. Currently, Colwyn owes $234,373 in past due
pension payments to its pension fund. According to data from the Pennsylvania Public Employee
Retirement Commission (PERC), Colwyn’s pension system is among the least funded in the
Commonwealth, with a fund ratio of 47%, as of its most recent actuarial valuation. See Appendices
C and D for the Auditor General pension reports and an Appendix E for an excerpt from PERC’s
2014 Status Report on Local Government Pension Plans.
The Borough’s failure to make the budgeted payment of its minimum municipal obligation for 2012,
2013, and 2014, as required by section 302, 303 or 602 of the act of December 18, 1984 (P.L. 1005,
No. 205), known as the Municipal Pension Plan Funding Standard and Recovery Act, confirms that
the Borough meets criterion 8 as set forth in Section 201 of Act 47.
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Distress Determination
Based upon the above analysis, this report has validated the presence of Criterion 8 as enumerated in
the Act. The fact that Criterion 8 was found to be present enables the Center to conduct a further
evaluation and recommend whether the Borough of Colwyn should be designated as distressed under
Act 47.
It is Commonwealth policy, as stated in Act 47, "to foster the fiscal integrity of municipalities so that
they provide for the health, safety and welfare of their citizens; pay principal and interest on their
debt obligations when due; meet financial obligations to their employees, vendors and suppliers; and
provide for proper accounting procedures, budgeting, and taxing practices."
It is the Center’s opinion that the Borough of Colwyn has exhibited conditions that make it difficult
to fulfill its responsibilities as outlined above. This conclusion is based on a continuing pattern of
significant outstanding payables, failure to meet required obligations to its pension plans, and an
apparent inability of the Borough government to successfully manage its financial affairs and
operations.
In particular, as detailed further below, the Borough has been experiencing extreme governance
dysfunction. For example, in two separate February 2015 meetings, the January 2015 bills were
presented to Council for their approval, and even the simple task of approving bills devolved into a
shouting match among council and the citizenry, eventually concluding with bill payments remaining
unapproved.
Evidence of mismanagement is extensive. Financial records from 2011 to 2014 are almost entirely
nonexistent, and no audits have been conducted for those years, although the investigative team
continues to try to access this data in an effort to piece together a more complete financial picture.
Because of the Borough’s extraordinary dysfunction, it has been unable to meet its financial
obligations or provide for proper accounting procedures, budgeting, and taxing practices. This has
led to the financial difficulties described below. Accordingly, it is the Center’s recommendation
that the Borough of Colwyn be declared financially distressed.
In arriving at our recommendation, the Center’s analysis also considered other relevant factors,
which are discussed below:
1.
2.
3.
4.
5.
6.

Tax Base.
Current and Projected 2015 Financial Position.
Accounts Payable
Pension Status
Socio-Economic and Demographic Trends.
Administrative and Financial Management Practices.
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1.

Tax Base

It is evident from the following tax base chart that the Borough is experiencing a loss of taxable
properties and thus revenues that further inhibit its ability to pay for basic services. For the
seven-year period from 2009 to 2015, the assessed valuation of the Borough has decreased in real
dollars more than $1.4 million. This is equivalent to a loss of 3.16% of the taxable properties (or
assessed valuation loss) since 2009.
Coupled with the losses in other critical categories, it is evident that the Borough is experiencing a
steadily increasing erosion of sustainable income for the local government.
Colwyn Borough

Year
2009*
2010*
2011*
2012*
2013*
2014**
2015**

Assessed Value
44,317,725
44,119,428
44,148,036
44,022,491
43,586,511
43,243,141
42,916,534

Annual Change

% Change
from Prior
Year

% Change
from Base
Year

(198,297)
28,608
(125,545)
(435,980)
(343,370)
(326,607)

-0.45%
0.06%
-0.28%
-0.99%
-0.79%
-0.76%

-0.45%
-0.38%
-0.67%
-1.65%
-2.42%
-3.16%

*As reported by STEB
**As reported by Delaware County

2.

Current and Projected 2015 Financial Position

Efforts to project the cash position for the Borough are difficult because records are fragmented,
unpaid bills were not recorded on the financial records, and audits have not been prepared since
2010. Based on our examination of available information, we have developed an assessment of the
accounts payable, the outstanding sewer fees, Liquid Fuels reimbursement, and the pension
liabilities.
Many of the items discussed in this report indicate a general lack of attention to fiscal affairs by
previous Councils. This is evidenced by continuing operating deficits, using unsound budgeting
practices, the accumulation of unpaid bills, not adequately addressing findings in the Auditor
General’s pension audits, not completing Audits for 2011, 2012, and 2013 and the general lack of
capacity to administer the Borough’s financial affairs.
Consider as an example the Borough’s projected revenue for 2015:
For fiscal year 2015 the Borough budgeted to receive $1,046,220 in Real Estate Taxes with a general
fund tax rate of 24.6 mills. The Borough’s taxable assessment for 2015 is $42,529,304.
$42,529,304 × 24.6 mills = $1,046,221
In 2014, the Borough received $922,939 in Real Estate Taxes with a total billable property tax
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amount of $1,117,158 for a collection percentage of only 82.61%. Generally, municipalities should
expect collection rates closer to 92%-95%, yet Colwyn assumed it would receive 100% of its real
estate tax billings. If the Borough collects in 2015 at the same rate as 2014, though, then the amount
of revenue collected in Real Estate Taxes would be $864,334 or $181,886 less than the 2015
budgeted amount.
While it is problematic that the Borough is failing to take steps to increase its collection rate,
Colwyn’s inability to project its revenues is a far greater concern, and unless the Borough takes
action to curtail its expenditures, further deficits will occur in 2015.
In addition to this miscalculation in revenue, expenditure reports for 2014 are inconsistent, at best.
Financial records for 2014 seem to reveal that the Borough’s expenditures did not exceed its
revenues, while in reality the Borough likely had a significant 2014 deficit and an accumulated
deficit of over $1 million.
Because of the uncertainty regarding 2014 and prior year liabilities, projections for 2015 remain
elusive. Currently, it is likely that the Borough will have a 2015 deficit of at least $180,000 (from the
miscalculation in revenue), but it is uncertain how much greater this deficit will be. Currently,
estimates for accumulated deficits by the close of 2015 are in excess of $1.2 million.
3.

Accounts Payable

As of April 1, 2015, payables incurred prior to 2015 have reached $1,060,979.42 (See Appendix F).
The Borough has obligations to eleven vendors with amounts in excess of $5,000 that total
$1,056,766.31. These include but are not limited to attorneys, the Darby Creek Joint Authority,
engineer, insurance deductibles, the delinquent tax collector, the waste management company, the
Borough’s Pension Funds, and reimbursement to Liquid Fuels. The payable listing also identified a
loan of $14,999 from a Borough Councilperson that is in dispute. The largest creditor is the Darby
Creek Joint Authority which is owed more than $319,000.
The Borough has also failed to remit $46, 616.61 in unemployment benefit charges, plus interest,
from 2012 through the first quarter of 2015. The current manager only discovered this when she
received a letter (see Appendix G) in January of 2015 outlining the amounts due. These, as with
many other previous liabilities, remain unpaid.
Historically, the Borough has failed to utilize its QuickBooks accounting system. Bills are not
recorded in QuickBooks as received and therefore a true picture of the Borough’s outstanding
liabilities is not easily accessible.
The Borough’s failure to pay its sewer fees to the Darby Creek Joint Authority is a particular
concern. While no legal action has been taken, the Authority has threatened the Borough with a
lawsuit, particularly as there is still no formal settlement between the Borough and the Authority
(See Appendix H).
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4.

Pension Status

In a letter (See Appendix I) sent to the Borough on August 14, 2014, the Public Employee
Retirement Commission (PERC) stated that it had determined Colwyn’s pension systems to have a
Total Distress Score of 3 or “Severely Distressed.” Act 205 of 1984 calls for all public pension
systems to receive a score of 0 (Not Distressed), 1 (Minimally Distressed), 2 (Moderately
Distressed), or 3 (Severely Distressed), based on their fund ratio, the ratio between the fund’s assets
and liabilities. Severely distressed pensions have a fund ratio below 50%.
As of the date of the letter, the actuarial valuation of Colwyn’s pension indicated its fund ratio was
47%, with unfunded liabilities of $762,153. This fund ratio is one of the 20 lowest public pension
fund ratios in the state; yet because the Borough failed to pay the majority of its 2014 MMO, it is
likely even lower. The 2014 actuarial valuation of its pension is not yet available, but of its $126,249
in 2014 pension obligations, $87,763 remains unpaid.
The Auditor General has made repeated findings concerning the Borough’s pension system,
including noncompliance with prior audit recommendations, failure to timely pay its MMO, and
failure to deposit state aid into its pension system. The Borough has either not funded or underfunded
its pension system for at least each of the last three years. This is indicative of Colwyn’s inability to
properly budget or manage its finances, and it puts the health and safety of its employees at risk.
5.

Socio-Economic and Demographic Characteristics and Trends

Population
Since 2000, Colwyn experienced a 3.7% increase in population to 2,543. Delaware County also
experienced a population increase; however at a slightly lower percentage increase of 1.6%.
Median age of the total population in the Borough has decreased from 31.2 years old to 29.5 years
old since 2000, in contrast to Delaware County where the median age increased from 37.4 years old
to 38.8 years old. The number of individuals over the age of 65 in the Borough has decreased by
41.9% since 2000. Delaware County also experienced a decrease in the number of individuals over
the age of 65, although at a much lower percentage of 5.4%. The percentage of the total population
of persons over 65 is an important statistic as it reflects those individuals who are typically not part
of the work force and who are not generating taxable revenue for the Borough.

Borough Population
County Population
Borough Median Age
County Median Age
Borough Pop over 65
% Borough Pop over 65
County Pop over 65
% County Pop over 65

Population
2000
2,453
550,864
31.2
37.4
241
9.8%
85,669
15.6%
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2009-13
2,543
559,771
29.5
38.8
140
5.5%
81,024
14.5%

% Change
3.7%
1.6%

-41.9%
-5.4%

Income
Per capita income has increased since 2000; however, it is lower than Delaware County as a whole.
Income disparity is evident compared to Delaware County in median household income (MHI) where
the MHI in Colwyn is $22,151 less than the MHI of Delaware County. A similar comparison can be
made with the median family income statistics, as depicted in the table above.
Since 2000, there has been a decrease in total households within the Borough with a real number loss
of 55 households, a decrease of 6.4%.

Income

2000
2009-13

Per Capita Income
Delaware County
Colwyn Borough
25,040
13,883
33,179
16,538

2000
2009-13

Median Household Income
Delaware County
Colwyn Borough
50,092
33,150
64,041
41,890

2000
2009-13

Median Family Income
Delaware County
Colwyn Borough
61,590
39,861
81,523
63,769

Employment
The employment statistics reveal that far more persons over the age of 16 are employed who live in
the Borough. Similar to the income statistics above, Colwyn’s employment statistics lag in
comparison to Delaware County.
2009-13 ACS Employment Statistics
Delaware County
Estimate
EMPLOYMENT STATUS
Population 16 years and over
In labor force
Civilian labor force
Employed
Unemployed
Armed Forces
Not in labor force

Percent

447,075
292,386
292,230
265,554
26,676
156
154,689
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447,075
65.4%
65.4%
59.4%
6.0%
0.0%
34.6%

Colwyn Borough
Estimate
1,892
1,291
1,291
1,097
194
0
601

Percent
1,892
68.2%
68.2%
58.0%
10.3%
0.0%
31.8%

Housing
The trend in comparing Delaware County with Colwyn Borough also appears in Housing
characteristics with Colwyn underperforming Delaware County.
2009-13 ACS Housing Statistics
Delaware County
Estimate
Percent
HOUSING OCCUPANCY
Total housing units
Occupied housing units
Vacant housing units

222,471
204,771
17,700

222,471
92.0%
8.0%

917
802
115

917
87.5%
12.5%

2.0
8.8

(X)
(X)

3.9
8.9

(X)
(X)

HOUSING TENURE
Occupied housing units
Owner-occupied
Renter-occupied

204,771
144,471
60,300

204,771
70.6%
29.4%

802
464
338

802
57.9%
42.1%

VALUE
Owner-occupied units
Less than $50,000
$50,000 to $99,999
$100,000 to $149,999
$150,000 to $199,999
$200,000 to $299,999
$300,000 to $499,999
$500,000 to $999,999
$1,000,000 or more
Median (dollars)

144,471
5,128
12,709
18,853
22,575
37,298
32,723
12,870
2,315
234,100

144,471
3.5%
8.8%
13.0%
15.6%
25.8%
22.7%
8.9%
1.6%
(X)

464
13
241
126
51
8
16
9
0
96,500

464
2.8%
51.9%
27.2%
11.0%
1.7%
3.4%
1.9%
0.0%
(X)

Homeowner vacancy rate
Rental vacancy rate

6.

Colwyn Borough
Estimate
Percent

Ineffective Administrative and Financial Management Practices

Budgeting:
While the absence of records prevents us from thoroughly examining the effectiveness of prior year
budgets, we can conclude, based on extensive liabilities from previous years, that proper budgeting
did not occur in several recent budget years. This, combined with the miscalculation of revenue in
the 2015 budget, reveals a pattern of ineffective budgeting practices. Clearly, the Borough’s annual
budget must more accurately reflect actual performance based on fiscal trends and prior year
performance.

16

Financial Reporting:
The lack of a fund accounting structure and the use of a cash basis of accounting have further
complicated the Borough’s fiscal problems. The Borough has not accounted for its expenditures
adequately and cannot validate that dedicated funds such as liquid fuels funds distributed by the
Commonwealth have been spent appropriately.
The Borough maintains its financial records on the cash basis of accounting. The cash basis is not in
conformity with generally accepted accounting principles (GAAP). Under the cash basis, revenues
are recognized when cash is received and expenditures are recognized when the cash for the
expenditure is disbursed. GAAP requires revenues to be recognized when earned and expenditures to
be recognized when the obligation is incurred rather than paid. The cash basis of accounting cannot
be relied upon to accurately portray the financial position of a municipality at a given point in time.
Lack of Administrative Capacity and Oversight:
In recent years, the chief administrative position (generally a Secretary or Manager) in the Borough
has experienced considerable turnover, with the position being vacant for a significant amount of
time over the last six years. Various individuals have been employed in an administrative capacity
for the Borough, with members of Council assuming administrative responsibilities when the
Manager position was unfilled. The results of this turnover are obvious. Office files from prior to
2014 are in a state of disorganization, and many files seem to be missing completely. There has been
little to no tracking of certain important files, such as litigation cases. Auditor General findings are
repeated and pensions remain severely underfunded. Since there has typically been only one
administrative position, every new individual has had to learn on the job. There has been little
“in-house memory” on how things are done (or should be done) to carryover from one individual to
the next. Currently, given the dire state of Borough finances, the Borough manager is spending a
large portion of her time responding to and fending off creditors with no time for needed training and
development.
Equally, if not more concerning is the Council’s inability to govern the Borough effectively. The
Borough Council is comprised of seven members who are elected at-large. The tension among
members of Council and the Borough Manager is a direct impediment to the Borough addressing its
issues. Recently, what should have been the simple task of paying the Borough’s bills was rejected
twice, first on February 12 and again at the next Council meeting on February 19, 2015.
Communication among Borough leaders is lacking. Council meetings have little to no order and
often consist of Borough leaders using inappropriate language and shouting at or over one another.
While internal audits have been impossible over the last several years, the issues of internal
governance have repeatedly been revealed by the external audits of the Auditor General. The
Borough has had significant findings within both its liquid fuels and pension audits.
In April of 2014, the Auditor General released a report (See Appendix J) on Colwyn’s liquid fuels
tax fund which found that Colwyn had a significant deficiency in internal controls which resulted in
a material weakness in the Borough. Primarily, the report indicated that “documentation supporting
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payroll expenditures was not available for examination.” Additionally, the report found that Colwyn
owed over $80,000 to its Liquid fund due to nonpermissable expenditures and missing
documentation.
Similarly, as described above, the Auditor General’s report on the Borough’s pension fund listed
significant findings within Colwyn’s police and non-uniformed pension plans. In addition to not
making payments and failing to deposit state aid in an eligible pension plan, the audits also revealed
that the Borough continued in its non-compliance with prior audit recommendations and provided an
unauthorized benefit.
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Recommendation
Based on the Center’s investigation, conducted in coordination with the EIP Consultant, it is the
Center’s recommendation that the Borough of Colwyn be determined to be a financially distressed
municipality under Act 47. Clearly, the Borough is and has been experiencing ongoing dysfunction
over the past several years which has led to significant financial challenges, including substantial
unpaid liabilities, an underfunded pension system, the inability to pay bills when due, and severe
financial management deficiencies. These conditions make it difficult for the Borough to continue to
fulfill its responsibilities to provide for the health, safety, and welfare of its citizens; meet financial
obligations to its employees, vendors and suppliers; and provide for proper financial accounting
procedures, budgeting and taxing practices.
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Appendix A, Colwyn Emergency Action Plan with Appendix
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Appendix B, O’Doherty Audit Letters
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COLWYN BOROUGH NON-UNIFORMED
PENSION PLAN
DELAWARE COUNTY
COMPLIANCE AUDIT REPORT
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

Commonwealth of Pennsylvania
Eugene A. DePasquale - Auditor General
Department of the Auditor General

The Honorable Mayor and Borough Council
Colwyn Borough
Delaware County
Colwyn, PA 19023
We have conducted a compliance audit of the Colwyn Borough Non-Uniformed Pension Plan for
the period January 1, 2010 to December 31, 2012. The audit was conducted pursuant to
authority derived from Section 402(j) of Act 205 and in accordance with the standards applicable
to performance audits contained in Government Auditing Standards issued by the Comptroller
General of the United States. Those standards require that we plan and perform our 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.
The objectives of the audit were:
1. To determine if municipal officials took appropriate corrective action to address the finding
contained in our prior audit report; and
2. To determine if the pension plan was administered in compliance with applicable state laws,
regulations, contracts, administrative procedures, and local ordinances and policies.
Our audit was limited to the areas related to the objectives identified above. Our methodology
addressed determinations about the following:


Whether state aid was properly determined and deposited in accordance with Act 205
requirements.



Whether employer contributions are determined and deposited in accordance with the
plan’s governing document and applicable laws and regulations.



Whether employee contributions are required and, if so, are determined, deducted and
deposited into the pension plan and are in accordance with the plan provisions and
applicable laws and regulations.



Whether benefit payments, if any, represent payments to all (and only) those entitled to
receive them and are properly determined in accordance with applicable laws and
regulations.



Whether obligations for plan benefits are accurately determined in accordance with plan
provisions and based on complete and accurate participant data; and whether actuarial
valuation reports are prepared and submitted to the Public Employee Retirement
Commission (PERC) in accordance with state law and selected information provided on
these reports is accurate, complete and in accordance with plan provisions to ensure
compliance for participation in the state aid program.



Whether benefit payments have only been made to living recipients, based on the Social
Security numbers found in the pension records for retirees and beneficiaries.



Whether refunds are made to eligible members in accordance with the plan provisions
and applicable laws and regulations.



Whether transfers were properly authorized, accurate, timely and properly recorded.

Borough officials are responsible for establishing and maintaining effective internal controls to
provide reasonable assurance that the Colwyn Borough Non-Uniformed Pension Plan is
administered in compliance with applicable state laws, regulations, contracts, administrative
procedures, and local ordinances and policies. In conducting our audit, we obtained an
understanding of the borough’s internal controls as they relate to the borough’s compliance with
those requirements and that we considered to be significant within the context of our audit
objectives, and assessed whether those significant controls were properly designed and
implemented. Additionally, we tested transactions, assessed official actions, performed
analytical procedures and interviewed selected officials to provide reasonable assurance of
detecting instances of noncompliance with legal and regulatory requirements or noncompliance
with provisions of contracts, administrative procedures, and local ordinances and policies that are
significant within the context of the audit objectives.
The results of our tests indicated that, in all significant respects, the Colwyn Borough
Non-Uniformed Pension Plan was administered in compliance with applicable state laws,
regulations, contracts, administrative procedures, and local ordinances and policies, except as
noted in the following findings further discussed later in this report:
Finding No. 1

– Failure To Pay The Minimum Municipal Obligation Of The
Plan

Finding No. 2

– Failure To Deposit State Aid Into An Eligible Pension Plan

The accompanying supplementary information is presented for purposes of additional analysis.
We did not audit the information or conclude on it and, accordingly, express no form of
assurance on it.

As previously noted, one of the objectives of our audit of the Colwyn Borough Non-Uniformed
Pension Plan was to determine compliance with applicable state laws, regulations, contracts,
administrative procedures, and local ordinances and policies. Act 205 was amended on
September 18, 2009, through the adoption of Act 44 of 2009. Among several provisions relating
to municipal pension plans, the act provides for the implementation of a distress recovery
program. Three levels of distress have been established:
Level

Indication

Funding Criteria

I
II
III

Minimal distress
Moderate distress
Severe distress

70-89%
50-69%
Less than 50%

The accompanying supplementary information is presented for purposes of additional analysis.
We did not audit the information or conclude on it and, accordingly, express no form of
assurance on it. However, we are extremely concerned about the funded status of the plan
contained in the schedule of funding progress included in this report which indicates the plan’s
funded ratio is 68.2% as of January 1, 2011. Based on this information, the Public
Employee Retirement Commission issued a notification that the borough is currently in
Level II moderate distress status. We encourage borough officials to monitor the funding of
the non-uniformed pension plan to ensure its long-term financial stability.
The contents of this report were discussed with officials of Colwyn Borough and, where
appropriate, their responses have been included in the report. We would like to thank borough
officials for the cooperation extended to us during the conduct of the audit.

March 26, 2014

EUGENE A. DEPASQUALE
Auditor General
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BACKGROUND

On December 18, 1984, the Pennsylvania Legislature adopted the Municipal Pension Plan
Funding Standard and Recovery Act (P.L. 1005, No. 205, as amended, 53 P.S. § 895.101 et
seq.). The act established mandatory actuarial reporting and funding requirements and a uniform
basis for the distribution of state aid to Pennsylvania’s public pension plans. Section 402(j) of
Act 205 specifically requires the Auditor General, as deemed necessary, to make an audit of
every municipality which receives general municipal pension system state aid and of every
municipal pension plan and fund in which general municipal pension system state aid is
deposited.
Annual state aid allocations are provided from a 2 percent foreign (out-of-state) casualty
insurance premium tax, a portion of the foreign (out-of-state) fire insurance tax designated for
paid firefighters and any investment income earned on the collection of these taxes. Generally,
municipal pension plans established prior to December 18, 1984, are eligible for state aid. For
municipal pension plans established after that date, the sponsoring municipality must fund the
plan for three plan years before it becomes eligible for state aid. In accordance with Act 205, a
municipality’s annual state aid allocation cannot exceed its actual pension costs.
In addition to Act 205, the Colwyn Borough Non-Uniformed Pension Plan is also governed by
implementing regulations adopted by the Public Employee Retirement Commission published at
Title 16, Part IV of the Pennsylvania Code and applicable provisions of various other state
statutes.
The Colwyn Borough Non-Uniformed Pension Plan is a single-employer defined benefit pension
plan locally controlled by the provisions of Ordinance No. 532. The plan was established
January 1, 1992. Active members are required to contribute 5 percent of compensation to the
plan. As of December 31, 2012, the plan had 1 active member, 2 terminated members eligible
for vested benefits in the future and 7 retirees receiving pension benefits from the plan.

1

BACKGROUND – (Continued)

As of December 31, 2012, selected plan benefit provisions are as follows:
Eligibility Requirements:
Normal Retirement

Age 65 and 5 years of service.

Early Retirement

Age 55 and 10 years of vesting service.

Vesting

100% after 5 years of vesting service.

Retirement Benefit:
1.65% of average compensation (three latest years) multiplied by years of service
(maximum 30 years).
Survivor Benefit:
Monthly annuity payable to qualified surviving spouse equal to 50% of the benefit the
participant would have received if terminated at date of death.
Disability Benefit:
None
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COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
STATUS OF PRIOR FINDING

Compliance With Prior Audit Recommendation
Colwyn Borough has complied with the prior audit recommendation concerning the following:
∙

Incorrect Data On Certification Form AG 385 Resulting In An Overpayment Of State Aid
During the current audit period, the borough reimbursed $3,235 to the Commonwealth for
the overpayment of state aid received in 2010.
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COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
FINDINGS AND RECOMMENDATIONS

Finding No. 1 - Failure To Pay The Minimum Municipal Obligation Of The Plan
Condition: Plan officials did not pay the minimum municipal obligation (MMO) of the
non-uniformed pension plan for the years 2012 and 2013, as required by Act 205. The
municipality had an unpaid MMO of $13,581 for the year 2012 and an unpaid MMO of $13,578
for the year 2013.
Criteria: With regard to the MMO, Section 302(c) of Act 205 states, in part:
Annually, the chief administrative officer of the pension plan shall determine the
minimum obligation of the municipality with respect to the pension plan for the
following plan year.
Section 302(d) of Act 205 states, in part:
The minimum obligation of the municipality shall be payable to the pension plan
from the revenue of the municipality.
Furthermore, Section 302(e) of Act 205 states:
Any amount of the minimum obligation of the municipality which remains unpaid
as of December 31 of the year in which the minimum obligation is due shall be
added to the minimum obligation of the municipality for the following year, with
interest from January 1 of the year in which the minimum obligation was first due
until the date the payment is paid at a rate equal to the interest assumption used
for the actuarial valuation report or the discount rate applicable to treasury bills
issued by the Department of Treasury of the United States with a six-month
maturity as of the last business day in December of the plan year in which the
obligation was due, whichever is greater, expressed as a monthly rate and
compounded monthly.
Cause: Plan officials failed to establish adequate internal control procedures to ensure the
MMOs were paid in accordance with Act 205 requirements. In addition, the borough failed to
deposit its 2012 and 2013 state aid allocations into their pension plans, as noted in Finding No. 2.
Effect: The failure to pay the MMO could result in the plan not having adequate resources to
meet current and future benefit obligations to its members.
Due to the municipality’s failure to pay the 2012 and 2013 MMOs by the December 31, 2012
and December 31, 2013 deadlines, the municipality must add the 2012 and 2013 MMOs to the
current year’s MMO and include interest, as required by Act 205.
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COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
FINDINGS AND RECOMMENDATIONS
Finding No. 1 – (Continued)
Furthermore, the borough’s future state aid allocations may be withheld until the finding
recommendation is complied with.
Recommendation: We recommend that the municipality pay the MMOs due to the
non-uniformed pension plan for the years 2012 and 2013, with interest, in accordance with
Section 303(e) of Act 205. A copy of the interest calculation must be submitted to this
Department along with evidence of payment of the MMOs due.
Management’s Response: Municipal officials agreed with the finding without exception. The
borough provided documentation indicating that $3,884 of its 2013 state aid allocation was
remitted to the non-uniformed pension plan in partial satisfaction of the outstanding 2013 MMO
due to the plan.
Auditor’s Conclusion: The borough’s full compliance with the finding recommendation will be
monitored subsequent to the release of the audit report and through our next audit of the pension
plan.
Finding No. 2 – Failure To Deposit State Aid Into An Eligible Pension Plan
Condition: The municipality did not deposit its 2012 and 2013 state aid allocations into an
eligible pension plan. The municipality received its 2012 and 2013 state aid allocations in the
amounts of $10,728 and $11,653, respectively, on October 2, 2012 and September 27, 2013,
respectively; however, the state aid allocations were not deposited into an eligible pension plan.
Criteria: Section 402(g) of Act 205 states, in part:
. . . the total amount of the general municipal pension system State aid received by
the municipality shall, within 30 days of receipt by the treasurer of the
municipality, be deposited in the pension funds or the alternate funding
mechanisms applicable to the respective pension plans.
Cause: Plan officials failed to establish adequate internal control procedures to ensure that the
2012 and 2013 state aid allocations were deposited timely into an eligible pension plan.
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COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
FINDINGS AND RECOMMENDATIONS
Finding No. 2 – Continued)
Effect: When state aid is not deposited into a pension plan account, the funds are not available
to pay operating expenses or for investment and the risk of misapplication is increased.
Furthermore, the borough’s future state aid allocations may be withheld until the finding
recommendation is complied with.
Recommendation: We recommend that the municipality deposit the borough’s 2012 and 2013
state aid allocations in the total amount of $22,381, plus interest earned during the period beyond
the 30 day grace period allowed by Act 205, compounded annually, into an eligible pension plan.
A copy of the interest calculation must be submitted to this Department along with evidence of
the deposit of the state aid.
We also recommend that plan officials implement adequate internal control procedures to ensure
that future state aid allocations are deposited into an eligible pension plan within 30 days of
receipt by the municipal treasurer.
Management’s Response: Municipal officials agreed with the finding without exception. The
borough provided documentation indicating that $7,769 of its 2013 state aid allocation was
remitted to the police pension plan and $3,884 was remitted to the non-uniformed pension plan.
Auditor’s Conclusion: The borough’s full compliance with the finding recommendation will be
monitored subsequent to the release of the audit report and through our next audit of the pension
plan.
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COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
POTENTIAL WITHHOLD OF STATE AID

Conditions such as those reported by the findings contained in this audit report may lead to a
total withholding of state aid in the future unless those findings are corrected. However, such
action will not be considered if sufficient written documentation is provided to verify compliance
with this Department’s recommendation. Such documentation should be submitted to:
Department of the Auditor General, Bureau of Municipal Pension & VFRA Audits,
316-D Finance Building, Harrisburg, PA 17120.
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COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
SUPPLEMENTARY INFORMATION
(UNAUDITED)

SCHEDULE OF FUNDING PROGRESS

Historical trend information about the plan is presented herewith as supplementary information.
It is intended to help users assess the plan’s funding status on a going-concern basis, assess
progress made in accumulating assets to pay benefits when due, and make comparisons with
other state and local government retirement systems.
The actuarial information is required by Act 205 biennially.
beginning as of January 1, 2007, is as follows:

Actuarial
Valuation
Date
01-01-07

The historical information,

(1)

(2)

(3)

(4)

(5)

Actuarial
Value of
Assets
(a)

Actuarial
Accrued
Liability
(AAL) Entry Age
(b)

Unfunded
(Assets in
Excess of)
Actuarial
Accrued
Liability
(b) - (a)

Funded
Ratio
(a)/(b)

Covered
Payroll
(c)

$

(6)
Unfunded
(Assets in
Excess of)
Actuarial
Accrued
Liability as a %
of Payroll
[(b-a)/(c)]

192,780 $

254,843 $

62,063

75.6% $ 182,815

33.9%

01-01-09

143,776

200,772

56,996

71.6%

81,636

69.8%

01-01-11

109,004

159,874

50,870

68.2%

27,655

183.9%

Note: The market values of the plan’s assets at 01-01-09 and 01-01-11 have been adjusted to
reflect the smoothing of gains and/or losses at 130 percent of market value. This method will
lower contributions in years of less than expected returns and increase contributions in years of
greater than expected returns. The net effect over long periods of time is to have less variance in
contribution levels from year to year.
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COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
SUPPLEMENTARY INFORMATION
(UNAUDITED)

The comparability of trend information is affected by changes in actuarial assumptions, benefit
provisions, actuarial funding methods, accounting policies, and other changes. Those changes
usually affect trends in contribution requirements and in ratios that use the actuarial accrued
liability as a factor.
Analysis of the dollar amount of the actuarial value of assets, actuarial accrued liability, and
unfunded (assets in excess of) actuarial accrued liability in isolation can be misleading.
Expressing the actuarial value of assets as a percentage of the actuarial accrued liability
(Column 4) provides one indication of the plan’s funding status on a going-concern basis.
Analysis of this percentage, over time, indicates whether the system is becoming financially
stronger or weaker. Generally, the greater this percentage, the stronger the plan.
Trends in unfunded (assets in excess of) actuarial accrued liability and annual covered payroll
are both affected by inflation. Expressing the unfunded (assets in excess of) actuarial accrued
liability as a percentage of annual covered payroll (Column 6) approximately adjusts for the
effects of inflation and aids analysis of the plan’s progress made in accumulating sufficient assets
to pay benefits when due. Generally, where there is an unfunded actuarial accrued liability, the
smaller this percentage, the stronger the plan. When assets are in excess of the actuarial accrued
liability, the higher the bracketed percentage, the stronger the plan.
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COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
SUPPLEMENTARY INFORMATION
(UNAUDITED)

SCHEDULE OF CONTRIBUTIONS FROM EMPLOYER
AND OTHER CONTRIBUTING ENTITIES

Year Ended December 31
2007

Annual Required Contribution
$

Percentage Contributed

16,089

100.0%

2008

15,183

100.0%

2009

16,220

100.0%

2010

15,636

100.0%

2011

14,648

100.0%

2012

13,581

* See Finding No. 1 contained in this audit report.
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COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
SUPPLEMENTARY INFORMATION
NOTES TO SUPPLEMENTARY SCHEDULES
(UNAUDITED)

The information presented in the required supplementary schedules was determined as part of the
actuarial valuation at the date indicated. Additional information as of the latest actuarial
valuation date follows:

Actuarial valuation date

January 1, 2011

Actuarial cost method

Entry age normal

Amortization method

Level dollar

Remaining amortization period

38 years

Asset valuation method

Plan assets are valued using the
method described in Section 210 of
Act 205, as amended, subject to a
ceiling of 130% of the market value
of assets.

Actuarial assumptions:
Investment rate of return

7.0%

Projected salary increases

4.5%

Cost-of-living adjustments

None assumed

11

COLWYN BOROUGH NON-UNIFORMED PENSION PLAN
REPORT DISTRIBUTION LIST

This report was initially distributed to the following:

The Honorable Tom Corbett
Governor
Commonwealth of Pennsylvania

Colwyn Borough Non-Uniformed Pension Plan
Delaware County
221 Spruce Street
Colwyn, PA 19023

The Honorable Michael Blue

Mayor

Mr. Paul Meuser

Council President

Ms. Paula Brown

Borough Manager

This report is a matter of public record and is available online at www.auditorgen.state.pa.us.
Media questions about the report can be directed to the Pennsylvania Department of the Auditor
General, Office of Communications, 231 Finance Building, Harrisburg, PA 17120; via email to:
news@auditorgen.state.pa.us.
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COLWYN BOROUGH POLICE
PENSION PLAN
DELAWARE COUNTY
COMPLIANCE AUDIT REPORT
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

Commonwealth of Pennsylvania
Eugene A. DePasquale - Auditor General
Department of the Auditor General

The Honorable Mayor and Borough Council
Colwyn Borough
Delaware County
Colwyn, PA 19023
We have conducted a compliance audit of the Colwyn Borough Police Pension Plan for the
period January 1, 2010 to December 31, 2012. The audit was conducted pursuant to authority
derived from Section 402(j) of Act 205 and in accordance with the standards applicable to
performance audits contained in Government Auditing Standards issued by the Comptroller
General of the United States. Those standards require that we plan and perform our 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.
The objectives of the audit were:
1. To determine if municipal officials took appropriate corrective action to address the finding
contained in our prior audit report; and
2. To determine if the pension plan was administered in compliance with applicable state laws,
regulations, contracts, administrative procedures, and local ordinances and policies.
Our audit was limited to the areas related to the objectives identified above. Our methodology
addressed determinations about the following:


Whether state aid was properly determined and deposited in accordance with Act 205
requirements.



Whether employer contributions are determined and deposited in accordance with the
plan’s governing document and applicable laws and regulations.



Whether employee contributions are required and, if so, are determined, deducted and
deposited into the pension plan and are in accordance with the plan provisions and
applicable laws and regulations.



Whether benefit payments, if any, represent payments to all (and only) those entitled to
receive them and are properly determined in accordance with applicable laws and
regulations.



Whether obligations for plan benefits are accurately determined in accordance with plan
provisions and based on complete and accurate participant data; and whether actuarial
valuation reports are prepared and submitted to the Public Employee Retirement
Commission (PERC) in accordance with state law and selected information provided on
these reports is accurate, complete and in accordance with plan provisions to ensure
compliance for participation in the state aid program.



Whether the special ad hoc postretirement adjustment granted to eligible pensioners is in
accordance with applicable laws and regulations and whether the ad hoc reimbursement
received by the municipality was treated in accordance with applicable laws and
regulations.



Whether benefit payments have only been made to living recipients, based on the Social
Security numbers found in the pension records for retirees and beneficiaries.



Whether transfers were properly authorized, accurate, timely and properly recorded.

Borough officials are responsible for establishing and maintaining effective internal controls to
provide reasonable assurance that the Colwyn Borough Police Pension Plan is administered in
compliance with applicable state laws, regulations, contracts, administrative procedures, and
local ordinances and policies. In conducting our audit, we obtained an understanding of the
borough’s internal controls as they relate to the borough’s compliance with those requirements
and that we considered to be significant within the context of our audit objectives, and assessed
whether those significant controls were properly designed and implemented. Additionally, we
tested transactions, assessed official actions, performed analytical procedures and interviewed
selected officials to provide reasonable assurance of detecting instances of noncompliance with
legal and regulatory requirements or noncompliance with provisions of contracts, administrative
procedures, and local ordinances and policies that are significant within the context of the audit
objectives.
The results of our tests indicated that, in all significant respects, the Colwyn Borough Police
Pension Plan was administered in compliance with applicable state laws, regulations, contracts,
administrative procedures, and local ordinances and policies, except as noted in the following
findings further discussed later in this report:
Finding No. 1

– Noncompliance With Prior Audit Recommendation - Failure To
Update Plan’s Governing Document

Finding No. 2

– Failure To Pay The Minimum Municipal Obligation Of The Plan

Finding No. 3

– Failure To Deposit State Aid Into An Eligible Pension Plan

Finding No. 4

– Unauthorized Provision For A Killed In Service Benefit

Finding No. 1 contained in this audit report repeats a condition that was cited in our previous
audit report that has not been corrected by borough officials. We are concerned by the borough’s
failure to correct this previously reported audit finding and strongly encourage timely
implementation of the recommendation noted in this audit report.
As previously noted, one of the objectives of our audit of the Colwyn Borough Police Pension
Plan was to determine compliance with applicable state laws, regulations, contracts,
administrative procedures, and local ordinances and policies. Act 205 was amended on
September 18, 2009, through the adoption of Act 44 of 2009. Among several provisions relating
to municipal pension plans, the act provides for the implementation of a distress recovery
program. Three levels of distress have been established:
Level

Indication

Funding Criteria

I
II
III

Minimal distress
Moderate distress
Severe distress

70-89%
50-69%
Less than 50%

The accompanying supplementary information is presented for purposes of additional analysis.
We did not audit the information or conclude on it and, accordingly, express no form of
assurance on it. However, we are extremely concerned about the funded status of the plan
contained in the schedule of funding progress included in this report which indicates the plan’s
funded ratio is 55.0% as of January 1, 2011. Based on this information, the Public
Employee Retirement Commission issued a notification that the borough is currently in
Level II moderate distress status. We encourage borough officials to monitor the funding of
the police pension plan to ensure its long-term financial stability.
The contents of this report were discussed with officials of Colwyn Borough and, where
appropriate, their responses have been included in the report. We would like to thank borough
officials for the cooperation extended to us during the conduct of the audit.

March 26, 2014

EUGENE A. DEPASQUALE
Auditor General
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BACKGROUND

On December 18, 1984, the Pennsylvania Legislature adopted the Municipal Pension Plan
Funding Standard and Recovery Act (P.L. 1005, No. 205, as amended, 53 P.S. § 895.101 et
seq.). The act established mandatory actuarial reporting and funding requirements and a uniform
basis for the distribution of state aid to Pennsylvania’s public pension plans. Section 402(j) of
Act 205 specifically requires the Auditor General, as deemed necessary, to make an audit of
every municipality which receives general municipal pension system state aid and of every
municipal pension plan and fund in which general municipal pension system state aid is
deposited.
Annual state aid allocations are provided from a 2 percent foreign (out-of-state) casualty
insurance premium tax, a portion of the foreign (out-of-state) fire insurance tax designated for
paid firefighters and any investment income earned on the collection of these taxes. Generally,
municipal pension plans established prior to December 18, 1984, are eligible for state aid. For
municipal pension plans established after that date, the sponsoring municipality must fund the
plan for three plan years before it becomes eligible for state aid. In accordance with Act 205, a
municipality’s annual state aid allocation cannot exceed its actual pension costs.
In addition to Act 205, the Colwyn Borough Police Pension Plan is also governed by
implementing regulations adopted by the Public Employee Retirement Commission published at
Title 16, Part IV of the Pennsylvania Code and applicable provisions of various other state
statutes including, but not limited to, the following:
Act 147 -

Special Ad Hoc Municipal Police and Firefighter Postretirement
Adjustment Act, Act of December 14, 1988 (P.L. 1192, No. 147), as
amended, 53 P.S. § 896.101 et seq.

Act 600 -

Police Pension Fund Act, Act of May 29, 1956 (P.L. 1804, No. 600), as
amended, 53 P.S. § 761 et seq.

The Colwyn Borough Police Pension Plan is a single-employer defined benefit pension plan
locally controlled by the provisions of Ordinance No. 426, as amended, and a plan agreement,
effective January 1, 2003, adopting Act 600 provisions. The plan is also affected by the
provisions of collective bargaining agreements between the borough and its police officers. The
plan was established May 12, 1978. Active members are required to contribute 5 percent of
compensation to the plan. As of December 31, 2012, the plan had 1 active member, no
terminated members eligible for vested benefits in the future and 4 retirees receiving pension
benefits from the plan.
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BACKGROUND – (Continued)

As of December 31, 2012, selected plan benefit provisions are as follows:
Eligibility Requirements:
Normal Retirement

Age 55 and 25 years of service.

Early Retirement

20 years of service.

Vesting

100% after 12 years of service.

Retirement Benefit:
50% of final 36 months average salary, plus $100 per month after 26 years of service.
Survivor Benefit:
Before Retirement Eligibility

Refund of member contributions plus interest. If killed
in service, 100% of the officer’s salary at the time of
death.

After Retirement Eligibility

A monthly benefit equal to 50% of the pension the
member was receiving or was entitled to receive on the
day of the member’s death. If killed in service, 100% of
the officer’s salary at the time of death.

Service Related Disability Benefit:
Greater of 50% of final 36 months average compensation or 50% of base salary, offset by
Social Security disability benefits received for the same injury.
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COLWYN BOROUGH POLICE PENSION PLAN
STATUS OF PRIOR FINDING

Noncompliance With Prior Audit Recommendation
Colwyn Borough has not complied with the prior audit recommendation concerning the
following as further discussed in the Findings and Recommendations section of this report:
∙

Failure To Update Plan’s Governing Document
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COLWYN BOROUGH POLICE PENSION PLAN
FINDINGS AND RECOMMENDATIONS
Finding No. 1 - Noncompliance With Prior Audit Recommendation – Failure To Update
Plan’s Governing Document
Condition: As disclosed in the prior audit report, municipal officials have not updated the plan’s
governing document through a properly executed ordinance to reflect the current benefit
provisions of the plan. The plan agreement with Principal Financial Group was restated
January 1, 2003 to adopt Act 600 provisions; however, this agreement was not adopted by
ordinance. In addition, this plan agreement does not reflect several modifications to the
provisions of the police pension plan made throughout the years through the collective
bargaining process, which are codified in an appendix to the collective bargaining agreement
between the borough and its police officers for the period January 1, 2007 through December 31,
2009. As of the date of this report, there is not a more recent collective bargaining agreement.
Criteria: Section 1(a)(1) of Act 600 states, in part:
Each borough, town and township. . . maintaining a police force of three or more
full-time members shall . . . establish, by ordinance or resolution, a police pension
fund. . . .
Furthermore, in Wynne v. Lower Merion Township, 181 Pa. Superior Ct., 524, the Pennsylvania
Superior Court held that an ordinance may be amended only by another ordinance and not by a
resolution.
Cause: Municipal officials failed to establish adequate internal control procedures to ensure
compliance with the prior audit recommendation.
Effect: The plan’s current benefit provisions have not been adopted through a properly executed
ordinance. This could result in inconsistent benefit calculations for plan members and/or eligible
beneficiaries.
Recommendation: We again recommend that municipal officials, with the assistance of their
solicitor, establish the police pension plan’s current benefit provisions through a properly
executed ordinance at their earliest opportunity to do so.
Management Response: Management is working with the police on the collective bargaining
agreement and both parties are resolving issues which would impact the governing document.
Therefore, the borough is waiting to restate the governing document, in its entirety, to include
such changes so that all plan documents will be consistent.
Auditor Conclusion: We are concerned that the municipality has not complied with the prior
audit recommendation and encourage compliance at the earliest opportunity to do so.
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COLWYN BOROUGH POLICE PENSION PLAN
FINDINGS AND RECOMMENDATIONS

Finding No. 2 - Failure To Pay The Minimum Municipal Obligation Of The Plan
Condition: Plan officials did not pay the minimum municipal obligation (MMO) of the police
pension plan for the years 2012 and 2013, as required by Act 205. The municipality had an
unpaid MMO of $49,532 for the year 2012 and an unpaid MMO of $48,476 for the year 2013.
Criteria: With regard to the MMO, Section 302(c) of Act 205 states, in part:
Annually, the chief administrative officer of the pension plan shall determine the
minimum obligation of the municipality with respect to the pension plan for the
following plan year.
Section 302(d) of Act 205 states, in part:
The minimum obligation of the municipality shall be payable to the pension plan
from the revenue of the municipality.
Furthermore, Section 302(e) of Act 205 states:
Any amount of the minimum obligation of the municipality which remains unpaid
as of December 31 of the year in which the minimum obligation is due shall be
added to the minimum obligation of the municipality for the following year, with
interest from January 1 of the year in which the minimum obligation was first due
until the date the payment is paid at a rate equal to the interest assumption used
for the actuarial valuation report or the discount rate applicable to treasury bills
issued by the Department of Treasury of the United States with a six-month
maturity as of the last business day in December of the plan year in which the
obligation was due, whichever is greater, expressed as a monthly rate and
compounded monthly.
Cause: Plan officials failed to establish adequate internal control procedures to ensure the
MMOs were paid in accordance with Act 205 requirements. In addition, the borough failed to
deposit its 2012 and 2013 state aid allocations into their pension plans, as noted in Finding No. 3.
Effect: The failure to pay the MMO could result in the plan not having adequate resources to
meet current and future benefit obligations to its members.
Due to the municipality’s failure to pay the 2012 and 2013 MMOs by the December 31, 2012
and December 31, 2013 deadlines, the municipality must add the 2012 and 2013 MMOs to the
current year’s MMO and include interest, as required by Act 205.
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COLWYN BOROUGH POLICE PENSION PLAN
FINDINGS AND RECOMMENDATIONS

Finding No. 2 - (Continued)
Furthermore, the borough’s future state aid allocations may be withheld until the finding
recommendation is complied with.
Recommendation: We recommend that the municipality pay the MMOs due to the police
pension plan for the years 2012 and 2013, with interest, in accordance with Section 303(e) of
Act 205. A copy of the interest calculation must be submitted to this Department along with
evidence of payment of the MMOs due.
Management’s Response: Municipal officials agreed with the finding without exception. The
borough provided documentation indicating that $7,769 of its 2013 state aid allocation was
remitted to the police pension plan on March 28, 2014, in partial satisfaction of the outstanding
2013 MMO due to the plan.
Auditor’s Conclusion: The borough’s full compliance with the finding recommendation will be
monitored subsequent to the release of the audit report and through our next audit of the pension
plan.

Finding No. 3 - Failure To Deposit State Aid Into An Eligible Pension Plan
Condition: The municipality did not deposit its 2012 and 2013 state aid allocations into an
eligible pension plan. The municipality received its 2012 and 2013 state aid allocations in the
amounts of $10,728 and $11,653, respectively, on October 2, 2012 and September 27, 2013,
respectively; however, the state aid allocations were not deposited into an eligible pension plan.
Criteria: Section 402(g) of Act 205 states, in part:
. . . the total amount of the general municipal pension system State aid received by
the municipality shall, within 30 days of receipt by the treasurer of the
municipality, be deposited in the pension funds or the alternate funding
mechanisms applicable to the respective pension plans.
Cause: Plan officials failed to establish adequate internal control procedures to ensure that the
2012 and 2013 state aid allocations were deposited timely into an eligible pension plan.
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COLWYN BOROUGH POLICE PENSION PLAN
FINDINGS AND RECOMMENDATIONS

Finding No. 3 - (Continued)
Effect: When state aid is not deposited into a pension plan account, the funds are not available
to pay operating expenses or for investment and the risk of misapplication is increased.
Furthermore, the borough’s future state aid allocations may be withheld until the finding
recommendation is complied with.
Recommendation: We recommend that the municipality deposit the borough’s 2012 and 2013
state aid allocations in the total amount of $22,381, plus interest earned during the period beyond
the 30 day grace period allowed by Act 205, compounded annually, into an eligible pension plan.
A copy of the interest calculation must be submitted to this Department along with evidence of
the deposit of the state aid.
We also recommend that plan officials implement adequate internal control procedures to ensure
that future state aid allocations are deposited into an eligible pension plan within 30 days of
receipt by the municipal treasurer.
Management’s Response: Municipal officials agreed with the finding without exception. The
borough provided documentation indicating that $7,769 of its 2013 state aid allocation was
remitted to the police pension plan and $3,884 was remitted to the non-uniformed pension plan.
Auditor’s Conclusion: The borough’s full compliance with the finding recommendation will be
monitored subsequent to the release of the audit report and through our next audit of the pension
plan.

Finding No. 4 - Unauthorized Provision For A Killed In Service Benefit
Condition: Colwyn Borough maintains a police pension plan governed by the provisions of
Act 600, as amended. Prior to the adoption of Act 51 of 2009, Act 600 contained a mandatory
killed in service benefit provision; however, Act 51 specifically repealed the section of Act 600
that referenced the mandatory killed in service benefit. During the prior audit period, a verbal
observation was given to plan officials notifying them of the passage of Act 51. It was
recommended that plan officials review the act’s implications for the police pension plan and the
collective bargaining agreement in effect for the period January 1, 2007 to December 31, 2009
with their municipal solicitor. During the current audit period, it has been determined that the
pension plan document continues to provide for a killed in service benefit that is no longer
authorized by Act 600. Furthermore, as of the date of this report, there is not a more recent
collective bargaining agreement.
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COLWYN BOROUGH POLICE PENSION PLAN
FINDINGS AND RECOMMENDATIONS

Finding No. 4 - (Continued)
Section 5.01(a) of the plan document states, in part:
If the Participant dies in the line of duty, … the survivor annuity shall be equal to
100% of the Participant’s Salary as of the date of his death.
Criteria: Section 1(a) of Act 51 of 2009 states, in part:
In the event a law enforcement officer, ambulance service or rescue squad
member, firefighter, certified hazardous material response team member or
National Guard member dies as a result of the performance of his duties, such
political subdivision, Commonwealth agency or, in the case of National Guard
members, the Adjutant General, or, in the case of a member of a Commonwealth
law enforcement agency, the authorized survivor or the agency head, within
90 days from the date of death, shall submit certification of such death to the
Commonwealth.
In addition, Section 1(d) of Act 51 of 2009 states, in part:
. . . the Commonwealth shall, from moneys payable out of the General Fund, pay
to the surviving spouse or, if there is no surviving spouse, to the minor children of
the paid firefighter, ambulance service or rescue squad member or law
enforcement officer who died as a result of the performance of his duty the sum of
$100,000, adjusted in accordance with subsection (f) of this section, and an
amount equal to the monthly salary, adjusted in accordance with subsection (f) of
this section, of the deceased paid firefighter, ambulance service or rescue squad
member or law enforcement officer, less any workers’ compensation or pension
or retirement benefits paid to such survivors, and shall continue such monthly
payments until there is no eligible beneficiary to receive them. For the purpose of
this subsection, the term “eligible beneficiary” means the surviving spouse or the
child or children under the age of eighteen years or, if attending college, under the
age of twenty-three years, of the firefighter, ambulance service or rescue squad
member or law enforcement officer who died as a result of the performance of his
duty. When no spouse or minor children survive, a single sum of $100,000,
adjusted in accordance with subsection (f) of this section, shall be paid to the
parent or parents of such firefighter, ambulance service member, rescue squad
member or law enforcement officer. (Emphasis added)
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COLWYN BOROUGH POLICE PENSION PLAN
FINDINGS AND RECOMMENDATIONS

Finding No. 4 - (Continued)
Furthermore, Section 2 of Act 51 of 2009 states:
Repeals are as follows:
(1) The General Assembly declares that the repeals under paragraph (2) are
necessary to effectuate the amendment of section 1 of the act.
(2) The following parts of acts are repealed:
(i) Section 5(e)(2) of the act of May 29, 1956 (1955 P.L.1804, No. 600),
referred to as the Municipal Police Pension Law.
(ii) Section 202(b)(3)(vi) and (4)(vi) of the act of December 18, 1984
(P.L.1005, No. 205), known as the Municipal Pension Plan Funding
Standard and Recovery Act.
Therefore, since Act 51 specifically repealed the killed in service provision of Act 600 and the
funding provisions for the killed in service benefit that were contained in Act 205, the provision
of a killed in service benefit is no longer authorized.
Cause: Plan officials are currently negotiating the collective bargaining agreement and the killed
in service provision is being discussed as part of the negotiations.
Effect: Since Section 1 of Act 51 provides that the Commonwealth is obligated to pay the killed
in service benefit less any pension or retirement benefits paid to eligible survivors, the continued
provision of a killed in service benefit could result in the pension plan being obligated to pay a
benefit that is no longer authorized by Act 600, and would have been paid entirely by the
Commonwealth absent such provision.
Recommendation: We recommend that the municipality review the plan’s killed in service
benefit with its solicitor in conjunction with Act 51 of 2009, and eliminate this unauthorized
benefit provision at its earliest opportunity to do so.
Management’s Response: The borough is in the process of negotiating the police collective
bargaining agreement.
Auditor’s Conclusion: Compliance will be evaluated during our next audit of the plan.

9

COLWYN BOROUGH POLICE PENSION PLAN
POTENTIAL WITHHOLD OF STATE AID

Conditions such as those reported by Finding Nos. 2 and 3 contained in this audit report may
lead to a total withholding of state aid in the future unless those findings are corrected.
However, such action will not be considered if sufficient written documentation is provided to
verify compliance with this department’s recommendation. Such documentation should be
submitted to: Department of the Auditor General, Bureau of Municipal Pension & VFRA
Audits, 316-D Finance Building, Harrisburg, PA 17120.
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COLWYN BOROUGH POLICE PENSION PLAN
SUPPLEMENTARY INFORMATION
(UNAUDITED)

SCHEDULE OF FUNDING PROGRESS

Historical trend information about the plan is presented herewith as supplementary information.
It is intended to help users assess the plan’s funding status on a going-concern basis, assess
progress made in accumulating assets to pay benefits when due, and make comparisons with
other state and local government retirement systems.
The actuarial information is required by Act 205 biennially.
beginning as of January 1, 2007, is as follows:

Actuarial
Valuation
Date
01-01-07

The historical information,

(1)

(2)

(3)

(4)

(5)

Actuarial
Value of
Assets
(a)

Actuarial
Accrued
Liability
(AAL) Entry Age
(b)

Unfunded
(Assets in
Excess of)
Actuarial
Accrued
Liability
(b) - (a)

Funded
Ratio
(a)/(b)

Covered
Payroll
(c)

$

(6)
Unfunded
(Assets in
Excess of)
Actuarial
Accrued
Liability as a %
of Payroll
[(b-a)/(c)]

663,314 $

902,135 $

238,821

73.5% $ 138,550

172.4%

01-01-09

561,149

938,965

377,816

59.8%

101,875

370.9%

01-01-11

590,335

1,074,131

483,796

55.0%

None

N/A

Note: The market values of the plan’s assets at 01-01-09 and 01-01-11 have been adjusted to
reflect the smoothing of gains and/or losses at 130 percent of market value. This method will
lower contributions in years of less than expected returns and increase contributions in years of
greater than expected returns. The net effect over long periods of time is to have less variance in
contribution levels from year to year.
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COLWYN BOROUGH POLICE PENSION PLAN
SUPPLEMENTARY INFORMATION
(UNAUDITED)

The comparability of trend information is affected by changes in actuarial assumptions, benefit
provisions, actuarial funding methods, accounting policies, and other changes. Those changes
usually affect trends in contribution requirements and in ratios that use the actuarial accrued
liability as a factor.
Analysis of the dollar amount of the actuarial value of assets, actuarial accrued liability, and
unfunded (assets in excess of) actuarial accrued liability in isolation can be misleading.
Expressing the actuarial value of assets as a percentage of the actuarial accrued liability
(Column 4) provides one indication of the plan’s funding status on a going-concern basis.
Analysis of this percentage, over time, indicates whether the system is becoming financially
stronger or weaker. Generally, the greater this percentage, the stronger the plan.
Trends in unfunded (assets in excess of) actuarial accrued liability and annual covered payroll
are both affected by inflation. Expressing the unfunded (assets in excess of) actuarial accrued
liability as a percentage of annual covered payroll (Column 6) approximately adjusts for the
effects of inflation and aids analysis of the plan’s progress made in accumulating sufficient assets
to pay benefits when due. Generally, where there is an unfunded actuarial accrued liability, the
smaller this percentage, the stronger the plan. When assets are in excess of the actuarial accrued
liability, the higher the bracketed percentage, the stronger the plan.
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COLWYN BOROUGH POLICE PENSION PLAN
SUPPLEMENTARY INFORMATION
(UNAUDITED)

SCHEDULE OF CONTRIBUTIONS FROM EMPLOYER
AND OTHER CONTRIBUTING ENTITIES

Year Ended December 31
2007

Annual Required Contribution
$

Percentage Contributed

50,684

100.0%

2008

51,047

100.0%

2009

50,677

100.0%

2010

49,955

100.0%

2011

41,150

100.0%

2012

49,532

* - See Finding No. 2 contained in this audit report.
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COLWYN BOROUGH POLICE PENSION PLAN
SUPPLEMENTARY INFORMATION
NOTES TO SUPPLEMENTARY SCHEDULES
(UNAUDITED)

The information presented in the required supplementary schedules was determined as part of the
actuarial valuation at the date indicated. Additional information as of the latest actuarial
valuation date follows:

Actuarial valuation date

January 1, 2011

Actuarial cost method

Entry age normal

Amortization method

Level dollar

Remaining amortization period

11 years

Asset valuation method

Plan assets are valued using the
method described in Section 210 of
Act 205, as amended, subject to a
ceiling of 130% of the market value
of assets.

Actuarial assumptions:
Investment rate of return

7.25%

Projected salary increases

5.0%

Cost-of-living adjustments

3.0% per annum
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COLWYN BOROUGH POLICE PENSION PLAN
REPORT DISTRIBUTION LIST

This report was initially distributed to the following:

The Honorable Tom Corbett
Governor
Commonwealth of Pennsylvania

Colwyn Borough Police Pension Plan
Delaware County
221 Spruce Street
Colwyn, PA 19023

The Honorable Michael Blue

Mayor

Mr. Paul Meuser

Council President

Ms. Paula Brown

Borough Manager

This report is a matter of public record and is available online at www.auditorgen.state.pa.us.
Media questions about the report can be directed to the Pennsylvania Department of the Auditor
General, Office of Communications, 231 Finance Building, Harrisburg, PA 17120; via email to:
news@auditorgen.state.pa.us.
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Appendix F, Bills prior to 2015
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Martha Vanauken
Michael Schleigh Esq.
A to U Services Inc.
The Prime Network
Darby Creek Joint Authority
JWF Specialty Company - National Fire Insurance
PA Unemployment
NDI Engineering
Darby Creek Joint Authority
Liquid Fuels
MMO
Insurance Deductibles
Ridley Excavating

Loan made in 2011
Injunction - not to be paid
Plate Rental - Sinkhole 3rd & Chestnut
Bill for cancellation of Bryan Hills evaluation
4th Quarter -2014 - payment
Bryant Sterling - deductible
Statement of Account
Lawsuit - back bills
Arrears for 2011, 2012, 2013
Reimbursement for misappropriated funds
Pension payments for 2012, 2013 partial 2014
potential lawsuits - insurance deductibles
demolition -204 Walnut Street
TOTAL

$14,999.00
$4,013.11
$13,417.00
$200.00
69,875.25
$25,000.00
$46,616.61
$56,499.45
$319,682.00
$106,304.00
$234,373.00
$150,000.00
$20,000.00
$1,060,979.42

Appendix G, PA Unemployment Compensation Statement
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Appendix H, Darby Creek Joint Authority letter from Colwyn Borough Solicitor
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Swartz
Campbell

Swartz Campbell LLC
115 N Jackson St
Media PA 19063
voice (610) 566-9222
facsimile (610) 566-7351
jmcblain(kswartzcampbell.com
www.swartzcampbell.com

John P. McBlain
Attorney at

LAW

June 23, 2014

Ms. Paula Brown
Borough Manager
Borough of Colwyn
221 Spruce Street
Colwyn, PA 19023

Re: Darby Creek Joint Authority Arrearage

Dear Paula:
As you may know, Colwyn Borough is one of twelve (12) municipalities in Eastern
Delaware County that are a part of the Darby Creek Joint Sewer Authority ("DCJA"). The
DCJA is the agency that receives and transports the sanitary sewer waste from the Borough
of Colwyn and delivers it to DELCORA for disposal.
DELCORA charges a fee to all of its users, including the DCJA. In turn, the DCJA
charges a fee to each of its twelve (12) member municipalities. The fee charged by DCJA to
its member municipalities is based upon the number of equivalent dwelling units ("EDU").
Typically speaking, a single family home would have one (1) EDU; a duplex, two (2) EDU's,
etc. A commercial property is assigned a specific number of EDU's based upon that
property's usage.
The Borough of Colwyn receives invoices from the DCJA on a quarterly basis.
Sometime over the last several years, it appears that the Borough of Colwyn failed to make
multiple quarterly payments to the DCJA which has resulted in an arrearage of $247,734.19.
On several occasion since my appointment as Borough Solicitor, I have discussed the
issue of this arrearage with James J. Merkins, Jr., Esquire, the Solicitor for the DCJA. On
these occasions, Mr. Merkins indicates that he has had discussions with various Borough
Solicitors over these past years regarding the arrearages and some agreement on payments
on the arrearages. He indicates that the DCJA had reached a verbal agreement with
previous Borough officials that the Borough of Colwyn would make each of its current
quarterly payments in a timely manner to the DCJA and, pay an additional $15,000 per
quarter towards the arrearage. Based upon the present arrearage, such a payment plan

Ms. Paula Brown
Re: Borough of Colwyn - DCJA
June 23, 2014
Page 2

would take a little over four (4) years (without interest) to pay back. Mr. Merkins informs
that although this verbal understanding had been reached, there apparently was no formal
action by the Borough of Colwyn to approve the settlement agreement; nor did the
supplemental payments of $15,000 per quarter ever begin.
As we have discussed several times, it is our recommendation that this Borough
administration examine its finances and make a determination about what, if any,
supplemental payments it can afford in 2014 and/or any other type of structure by which the
Borough can propose to the DCJA to begin to pay back this arrearage.
Most recently, I spoke with Mr. Merkins on June 18, 2014, prior to the DCJA meeting
scheduled for that evening. I related to Mr. Merkins that based upon my observations of
Borough finances in 2014, it was unlikely that the Borough would be able to afford the
proposed supplemental payments of $15,000 per quarter for the remainder of calendar year
2014. I suggested to him that if the DCJA Board was agreeable, I would recommend to the
Borough Council that we enter into a settlement agreement with the DCJA whereby the
Borough of Colwyn would agree to make current and timely payments of its usual quarterly
bills, plus an additional $15,000 per quarter beginning in the first quarter of 2015. I
indicated to Mr. Merkins that, realistically, I was unsure that the Borough could make the
$15,000 per quarter supplemental payment in 2014 if it promised to do so right now. If the
Borough were to be allowed to begin making the supplemental payments in the first quarter
of 2015, that would allow the Borough sufficient time to budget in its 2015 general fund
and/or sewer fee for the supplemental payment.
Mr. Merkins indicated that he would pass on this suggestion to the DCJA Board. He
indicates to me that in prior discussions by the DCJA Board, the representatives from
Lansdowne Borough and Darby Borough urged the DCJA to file a law suit against the
Borough of Colwyn in order to recover the arrearage. Mr. Merkins indicated that the other
municipal representatives were willing to be restrained regarding legal action but that he
feared without a written settlement agreement in place, the majority of the DCJA Board may
move to authorize him to file legal action against the Borough of Colwyn for the recovery of
the arrearages.

As of the writing of this correspondence, I have not heard from Mr. Merkins about
what legal action, if any, the DCJA Board authorized him to file at its meeting of June 18,
2014. Regardless of whether or not the DCJA initiates legal process against the Borough of
Colwyn, it is our strong recommendation that this matter be discussed by the Borough
Council and that the Borough come to some agreement on what settlement terms may be
proposed to the DCJA to pay the arrearage.

Ms. Paula Brown
Re: Borough of Colwyn - DCJA
June 23, 2014
Page 3

Upon your review of the above, should you wish to discuss this matter or have any
questions, please do not hesitate to contact us.

Very truly yours,
SWARTZ CAMPBELL LLC

John P. McBlain

JPM/erc
cc:

The Honorable Patricia Williams, Council President
The Honorable Michael Blue, Mayor
Borough Council Members

Appendix I, PERC Letter
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BOROUGH OF COLWYN
DELAWARE COUNTY
23-406
LIQUID FUELS TAX FUND
EXAMINATION REPORT
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

Commonwealth of Pennsylvania
Eugene A. DePasquale - Auditor General
Department of the Auditor General

Independent Auditor’s Report

The Honorable Barry J. Schoch, P.E.
Secretary
Department of Transportation
Harrisburg, PA 17120
We examined the accompanying Forms MS-965 With Adjustments for the Liquid Fuels Tax
Fund of the Borough of Colwyn, Delaware County, for the period January 1, 2010 to
December 31, 2012. The municipality’s management is responsible for the Forms MS-965. Our
responsibility is to express an opinion on the Forms MS-965 With Adjustments based on our
examination.
Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and the standards applicable to attestation
engagements contained in Government Auditing Standards issued by the Comptroller General of
the United States. An examination includes examining, on a test basis, evidence supporting the
Borough of Colwyn, Delaware County’s Forms MS-965 for the period January 1, 2010 to
December 31, 2012 and performing such other procedures as we considered necessary in the
circumstances. We believe that our examination provides a reasonable basis for our opinion.
We are mandated by Section 403 of The Fiscal Code, 72 P.S. § 403, to audit each municipality’s
Liquid Fuels Tax Fund to ensure that funds received are expended in accordance with applicable
laws and regulations. Government Auditing Standards issued by the Comptroller General of the
United States include attestation engagements as a separate type of audit. An attestation
engagement performed pursuant to Government Auditing Standards involves additional
standards that exceed the standards provided by the American Institute of Certified Public
Accountants. Accordingly, this attestation engagement complies with both Government Auditing
Standards and Section 403 of The Fiscal Code.
As described in Note 4, the adjustments included on the Forms MS-965 With Adjustments are
made by the Department of the Auditor General.

Independent Auditor’s Report (Continued)
As discussed in the Findings and Recommendations section of this report:
 The municipality expended $8,070.30 during 2011 from the Liquid Fuels Tax Fund for
payroll. However, the municipality did not maintain daily payroll time sheets identifying
the nature of work performed and the location of work assignments (Finding No. 1).
 The borough loaned $49,000.00 during 2011 and $49,350.00 during 2012 from the
Liquid Fuels Tax Fund to the General Fund. A total of $48,000.00 was reimbursed
during our examination period, leaving a balance of $50,350.00 due to the Liquid Fuels
Tax Fund (Finding No. 2).
 The municipality expended $23,000.00 during 2010 from the Liquid Fuels Tax Fund for
engineering services not related to roads, which are nonpermissible expenditures
(Finding No. 3).
In our opinion, except for the bulleted items discussed above, the Forms MS-965 With
Adjustments present, in all material respects, the information required by the Pennsylvania
Department of Transportation for the Liquid Fuels Tax Fund of the Borough of Colwyn,
Delaware County, for the period January 1, 2010 to December 31, 2012, in conformity with the
criteria set forth in Note 1.
In accordance with Government Auditing Standards, we are required to report findings of
significant deficiencies in internal control, violations of provisions of contracts or grant
agreements, and abuse that are material to the Forms MS-965 and any fraud and illegal acts that
are more than inconsequential that come to our attention during our examination. We are also
required to obtain the views of management on those matters. We performed our examination to
express an opinion on whether the Forms MS-965 are presented in accordance with the criteria
described above and not for the purpose of expressing an opinion on the internal control over
reporting on the Forms MS-965 or on compliance and other matters; accordingly, we express no
such opinions.
A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the Borough of Colwyn, Delaware County’s ability

Independent Auditor’s Report (Continued)
to initiate, authorize, record, process, or report data reliably in accordance with the applicable
criteria such that there is more than a remote likelihood that a misstatement of the Borough of
Colwyn, Delaware County’s Forms MS-965 that is more than inconsequential will not be
prevented or detected by the Borough of Colwyn, Delaware County’s internal control. We
consider the deficiency described in the finding below to be a significant deficiency in internal
control over reporting on the Forms MS-965:


Documentation Supporting Payroll Expenditures Was Not Available For
Examination.

A material weakness is a significant deficiency or combination of significant deficiencies that
results in more than a remote likelihood that a material misstatement of the Forms MS-965 will
not be prevented or detected by the Borough of Colwyn, Delaware County’s internal control.
Our consideration of the internal control over reporting on the Forms MS-965 would not
necessarily disclose all matters in the internal control that might be significant deficiencies and,
accordingly, would not necessarily disclose all significant deficiencies that are also considered to
be material weaknesses. We consider the significant deficiency described above to be material
weaknesses.
The results of our tests disclosed the following instances of noncompliance that are required to
be reported under Government Auditing Standards:


Liquid Fuels Money Loaned To General Fund - Recurring.



Nonpermissible Expenditure.



Liquid Fuels Money Overexpended On Project.

We also noted an other matter that, while not required to be included in this report by
Government Auditing Standards, has been included in the finding below:


Late Receipt Of Allocation.

This report is intended solely for the information and use of the Pennsylvania Department of
Transportation and the management of the Borough of Colwyn, Delaware County, and is not
intended to be and should not be used by anyone other than these specified parties.

May 20, 2013

EUGENE A. DEPASQUALE
Auditor General
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BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
BACKGROUND
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

Background
The Liquid Fuels Tax Municipal Allocation Law, Title 72 P.S. § 2615.5, provides municipalities
other than counties (townships, boroughs, cities, towns, home rule, and optional plan
governments) with an annual allocation of liquid fuels taxes from the state’s Motor License Fund
to be used for the maintenance and repair of streets, roads, and bridges for which the
municipality is responsible. The allocation of these funds to municipalities is based: (1) 50
percent on the municipality’s proportion of local road mileage to the total local road mileage in
the state, and (2) 50 percent on the proportion of a municipality’s population to the total
population in the state.
The Vehicle Code, Title 75 P.S. § 9511, provides municipalities with annual maintenance
payments to be received from the Motor License Fund for functionally local highways that were
transferred to a municipality from the Commonwealth of Pennsylvania.
Each municipality must deposit the Liquid Fuels Tax Fund money and annual maintenance
payments that it receives into a special fund called the Municipal Liquid Fuels Tax Fund or State
Fund. A municipality may not deposit any other monies into this fund except when the
municipality does not have enough money in the special fund to meet the payments called for by
its current annual budget for road and bridge purposes. In this case, the municipality may
borrow money or transfer money from its General Fund to its Liquid Fuels Tax Fund.
The Department of Transportation has been given the regulatory authority for the administration
of these funds. To qualify for its annual allocation, each municipality shall submit the following
documents and information to the Department of Transportation:
1. Evidence that the treasurer is bonded in accordance with the law, or that its
treasurer is a bank requiring no bond by January 31 of each year.
2. A report indicating the manner in which its liquid fuels tax allocation was expended
in the previous year (Form MS-965) by January 31 of each year.
3. A report of elected and appointed officials by January 31 of each year.
4. A Survey of Financial Condition by March 15 of each year.
Department of Transportation Publication 9 contains the policies and procedures that govern the
use of Liquid Fuels Tax Fund money. However, if there is a difference between Publication 9
and any legislation, the legislation shall govern.
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BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
2010 FORM MS-965 – SECTION 1
WITH ADJUSTMENTS

Expenditure Summary
Major equipment purchases
Minor equipment purchases
Computer/Computer related training
Agility projects
Cleaning streets and gutters
Winter maintenance services
Traffic control devices
Street lighting
Storm sewers and drains
Repairs of tools and machinery
Maintenance and repair of
roads and bridges
Highway construction and
rebuilding projects
Miscellaneous (Note 6)
Total (To Section 2, Line 5)

Reported
$

801.88
23,879.74
556.49
16,599.51
511.56
4,374.79

$

370.44

76,312.01

(801.88)
(7,129.74)
(556.49)
(6,986.10)
(511.56)
(3,479.79)

$

3,623.80

16,750.00
9,613.41
895.00
1,029.40

(569.60)
23,000.00

Notes to Forms MS-965 With Adjustments are an integral part of this report.
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$

658.96

29,217.60
$

Adjusted
Amount

Adjustments
(Note 4)

28,648.00
23,000.00
$

79,935.81

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
2010 FORM MS-965 – SECTION 2
WITH ADJUSTMENTS

Fund Balance
1. Balance, January 1, 2010

Reported
$

1,558.24

Receipts:
2. State allocation
2a. Turnback allocation
2b. Interest on investments (Note 3)
2c. Miscellaneous (Note 5)

Adjusted
Amount

Adjustments
$

-

$

1,558.24

38,863.54
15.63
73,555.00

-

38,863.54
15.63
73,555.00

3. Total receipts

112,434.17

-

112,434.17

4. Total funds available

113,992.41

-

113,992.41

5. Expenditures (Section 1)
6. Balance, December 31, 2010

76,312.01
$

37,680.40

3,623.80
$

(3,623.80)

Notes to Forms MS-965 With Adjustments are an integral part of this report.
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79,935.81
$

34,056.60

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
2010 FORM MS-965 – SECTION 3
WITH ADJUSTMENTS

Equipment Balance
1. Prior year equipment balance

Reported
$

1,558.24

2. Add: Current year equipment allocation
(20% of Lines 2 + 2a, Section 2)

$

$

9,330.95

9,330.95

-

-

$

-

Notes to Forms MS-965 With Adjustments are an integral part of this report.
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-

-

9,330.95

1,558.24

7,772.71

-

-

6. Remainder

$

-

9,330.95

5. Less: Major equipment
expenditures

-

-

-

4. Total funds available for
equipment acquisition

7. Equipment balance available
for subsequent year (Lesser
of Line 6 or Section 2 balance,
but not less than zero)

Adjustments

7,772.71

3. PENNDOT approved
adjustments

Adjusted
Amount

9,330.95

$

9,330.95

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
2011 FORM MS-965 – SECTION 1
WITH ADJUSTMENTS

Expenditure Summary
Major equipment purchases
Minor equipment purchases
Computer/Computer related training
Agility projects
Cleaning streets and gutters
Winter maintenance services
Traffic control devices
Street lighting
Storm sewers and drains
Repairs of tools and machinery
Maintenance and repair of
roads and bridges
Highway construction and
rebuilding projects
Miscellaneous (Note 6)
Total (To Section 2, Line 5)

Reported
$

675.00
2,443.25
11,359.71
1,197.00

$

209.86
66,589.50
$

82,474.32

$

-

$

675.00
2,443.25
11,359.71
1,197.00

1,019.20

1,229.06

(1,019.20)

65,570.30

-

Notes to Forms MS-965 With Adjustments are an integral part of this report.
5

Adjusted
Amount

Adjustments
(Note 4)

$

82,474.32

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
2011 FORM MS-965 – SECTION 2
WITH ADJUSTMENTS

Fund Balance
1. Balance, January 1, 2011

Reported
$

37,680.40

Receipts:
2. State allocation
2a. Turnback allocation
2b. Interest on investments (Note 3)
2c. Miscellaneous (Note 5)

Adjusted
Amount

Adjustments
(Note 4)
$

(3,623.80)

$

34,056.60

40,132.73
9.40
8,500.00

-

40,132.73
9.40
8,500.00

3. Total receipts

48,642.13

-

48,642.13

4. Total funds available

86,322.53

5. Expenditures (Section 1)

82,474.32

6. Balance, December 31, 2011

$

3,848.21

(3,623.80)
$

(3,623.80)

Notes to Forms MS-965 With Adjustments are an integral part of this report.
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82,698.73
82,474.32
$

224.41

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
2011 FORM MS-965 – SECTION 3
WITH ADJUSTMENTS

Equipment Balance
1. Prior year equipment balance

Reported
$

9,330.95

2. Add: Current year equipment allocation
(20% of Lines 2 + 2a, Section 2)

$

$

3,848.21

17,357.50

-

-

$

(3,623.80)

Notes to Forms MS-965 With Adjustments are an integral part of this report.
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-

-

17,357.50

9,330.95

8,026.55

-

-

6. Remainder

$

-

17,357.50

5. Less: Major equipment
expenditures

-

-

-

4. Total funds available for
equipment acquisition

7. Equipment balance available
for subsequent year (Lesser
of Line 6 or Section 2 balance,
but not less than zero)

Adjustments

8,026.55

3. PENNDOT approved
adjustments

Adjusted
Amount

17,357.50

$

224.41

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
2012 FORM MS-965 – SECTION 1
WITH ADJUSTMENTS

Expenditure Summary
Major equipment purchases
Minor equipment purchases
Computer/Computer related training
Agility projects
Cleaning streets and gutters
Winter maintenance services
Traffic control devices
Street lighting
Storm sewers and drains
Repairs of tools and machinery
Maintenance and repair of
roads and bridges
Highway construction and
rebuilding projects
Miscellaneous (Note 6)
Total (To Section 2, Line 5)

Reported
$

1,795.59
37,122.17
1,040.50

Adjustments
$

-

89,308.26

-

$

-

1,795.59
37,122.17
1,040.50
-

-

Notes to Forms MS-965 With Adjustments are an integral part of this report.
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$

-

49,350.00
$

Adjusted
Amount

49,350.00
$

89,308.26

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
2012 FORM MS-965 – SECTION 2
WITH ADJUSTMENTS

Fund Balance
1. Balance, January 1, 2012

Reported
$

224.41

Receipts:
2. State allocation
2a. Turnback allocation
2b. Interest on investments (Note 3)
2c. Miscellaneous (Note 5)

Adjusted
Amount

Adjustments
$

-

$

224.41

41,102.89
8.71
48,000.00

-

41,102.89
8.71
48,000.00

3. Total receipts

89,111.60

-

89,111.60

4. Total funds available

89,336.01

-

89,336.01

5. Expenditures (Section 1)

89,308.26

-

89,308.26

6. Balance, December 31, 2012

$

27.75

$

-

Notes to Forms MS-965 With Adjustments are an integral part of this report.
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$

27.75

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
2012 FORM MS-965 – SECTION 3
WITH ADJUSTMENTS

Equipment Balance
1. Prior year equipment balance

Reported
$

224.41

2. Add: Current year equipment allocation
(20% of Lines 2 + 2a, Section 2)

$

$

27.75

8,444.99

-

-

$

-

Notes to Forms MS-965 With Adjustments are an integral part of this report.
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-

-

8,444.99

224.41

8,220.58

-

-

6. Remainder

$

-

8,444.99

5. Less: Major equipment
expenditures

-

-

-

4. Total funds available for
equipment acquisition

7. Equipment balance available
for subsequent year (Lesser
of Line 6 or Section 2 balance,
but not less than zero)

Adjustments

8,220.58

3. PENNDOT approved
adjustments

Adjusted
Amount

8,444.99

$

27.75

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
NOTES TO FORMS MS-965 WITH ADJUSTMENTS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

1.

Criteria
Section 1
This section of Form MS-965 With Adjustments provides a summary of Liquid Fuels Tax
Fund expenditures by category. Categories requiring explanation include:


Major equipment purchases are purchases of road machinery and road
equipment that cost in excess of $4,000.00 prior to 2012 and in excess of
$10,000.00 during 2012 and subsequent years.



Minor equipment purchases are purchases of road machinery and road
equipment that cost $4,000.00 or less prior to 2012 and $10,000.00 or less
during 2012 and subsequent years.



Agility projects are exchanges of services with the Department of
Transportation.

Section 2
This section of Form MS-965 With Adjustments provides information on the fund balance.
Categories requiring explanation include:


The state allocation is generally received from the Department of Transportation
during the first week in April of each year. The amount the municipality
receives is based half on its population and half on its road mileage.



The turnback allocation is generally received from the Department of
Transportation during the first week in April of each year. A municipality
receives a yearly turnback allocation based on road mileage for all roads that
were transferred to the municipality from the Commonwealth of Pennsylvania
through the Highway Transfer Program.



Expenditures include the total transferred from Section 1.

Section 3
This section of Form MS-965 With Adjustments determines if the municipality expended
Liquid Fuels Tax Fund money in excess of the permissible amount for equipment and the
11

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
NOTES TO FORMS MS-965 WITH ADJUSTMENTS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

1.

Criteria (Continued)
Section 3 (Continued)
balance that the municipality may carry forward for the purchase of equipment to the
subsequent year.
Department of Transportation Publication 9 requires that the amount expended for
equipment purchases in a given year not exceed the sum of the equipment balance carried
forward from the previous year and 20 percent of the current year’s Liquid Fuels Tax Fund
allocation and, if applicable, 20 percent of the turnback allocation plus other Department of
Transportation approved adjustments.
If the municipality spent in excess of the amount listed on Line 4, the excess must be
reimbursed to the Liquid Fuels Tax Fund.
The equipment balance to be carried forward for the subsequent year is the lesser of the
amount on Line 6 or the ending fund balance on Line 6 of Section 2, but not less than zero.
Basis Of Presentation
The financial activities of the municipality are accounted for in separate funds. The Liquid
Fuels Tax Fund is used to account for state aid revenues from the Pennsylvania Department
of Transportation used primarily for building and improving local roads and bridges. The
Forms MS-965 have been prepared in accordance with reporting requirements prescribed
by the Pennsylvania Department of Transportation as a result of the Fuels Tax Act 655,
dated 1956 and as amended, which does not constitute a complete presentation of the
entity’s assets, liabilities, expenses, and fund balance. Accordingly, the presentation of
Forms MS-965 With Adjustments is restricted to the Liquid Fuels Tax Fund, which
represents a segment of the entity.
Basis Of Accounting
The accompanying Forms MS-965 With Adjustments are prepared in accordance with
reporting requirements prescribed by the Pennsylvania Department of Transportation.
Under this method, revenues are recognized when received and expenditures are recorded
when paid.
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BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
NOTES TO FORMS MS-965 WITH ADJUSTMENTS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

1.

Criteria (Continued)
General Fixed Assets
General fixed assets are recognized as expenditures at the time of purchase. No
depreciation has been provided on the heavy equipment used to maintain and repair roads
and bridges.

2.

Deposits
The Borough Code, Title 53 P.S § 46316, authorizes the borough to deposit its funds in the
following:


Deposits in savings accounts or time deposits, other than certificates of deposit
or share accounts of institutions having their principal place of business in the
Commonwealth of Pennsylvania and insured by the Federal Deposit Insurance
Corporation (FDIC) or other like insurance. For any amount above the insured
maximum, the depository shall pledge approved collateral.



Certificates of deposit purchased from institutions insured by the FDIC or other
like insurance to the extent that such accounts are so insured. For any amounts
in excess of the insured maximum, such deposits shall be collateralized by a
pledge or assignment of assets. Certificates of deposit may not exceed 20
percent of a bank’s total capital surplus or 20 percent of a savings and loan’s or
savings bank’s assets minus liabilities.

Deposits consist of receipts and deposits in a financial institution. Pennsylvania statutes
require all deposits to be insured and, for any amount above the insured maximum, to be
secured with approved collateral as defined.
There were no deposits exposed to custodial credit risk as of December 31, 2012.
Custodial credit risk, as defined by GASB No. 40, includes deposits that are not covered by
depository insurance and the deposits are uncollateralized, collateralized with securities
held by the pledging financial institution, or collateralized with securities held by the
pledging financial institution’s trust department or agent but not in the municipality’s
name.
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BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
NOTES TO FORMS MS-965 WITH ADJUSTMENTS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

2.

Deposits (Continued)
Fund Balance
The fund balance as of December 31, 2012 consists of the following:
Cash

3.

$27.75

Interest On Investments
Our examination disclosed that the municipality deposited idle liquid fuels tax money in an
interest-bearing account which earned $15.63 during 2010, $9.40 during 2011, and $8.71
during 2012, thus providing additional funds for road maintenance and repairs.

4.

Adjustments
2010 - Section 1
An adjustment of $(801.88) was made to “Cleaning streets and gutters” because these
expenditures were overstated.
An adjustment of $(7,129.74) was made to “Winter maintenance services” because these
expenditures were overstated.
An adjustment of $(556.49) was made to “Traffic control devices” because these
expenditures were overstated.
An adjustment of $(6,986.10) was made to “Street lighting” because these expenditures
were overstated.
An adjustment of $(511.56) was made to “Storm sewers and drains” because these
expenditures were overstated.
An adjustment of $(3,479.79) was made to “Repairs of tools and machinery” because these
expenditures were overstated.
An adjustment of $658.96 was made to “Maintenance and repair of roads and bridges”
because these expenditures were understated.
14

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
NOTES TO FORMS MS-965 WITH ADJUSTMENTS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

4.

Adjustments (Continued)
2010 - Section 1 (Continued)
An adjustment of $(569.60) was made to “Highway construction and rebuilding projects”
because these expenditures were overstated.
An adjustment of $23,000.00 was made to “Miscellaneous” because a payment for a
nonpermissible expenditure was not reported.
2011 - Section 1
Adjustments made to “Maintenance and repair of roads and bridges” and “Miscellaneous”
because expenditures of $1,019.20 were misclassified.
2011 - Section 2
An adjustment of $(3,623.80) was made to “Balance, January 1, 2011” to reflect the
adjustment made to the fund balance in 2010 - Section 2.

5.

Miscellaneous Receipts
The following miscellaneous receipts were deposited into the Liquid Fuels Tax Fund
during the examination period:
Source
General Fund
General Fund
Delaware County
General Fund
General Fund

Description

2010

Reimbursement
(Comment)
Grant
County aid (Finding
No. 4)
Correction of transfer
in error (Note 7)
Repayment of loans
(Finding No. 2)

Total

$56,395.00
2,750.00
14,410.00
$73,555.00

15

2011

$

-

8,500.00
$8,500.00

2012

$

-

48,000.00
$48,000.00

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
NOTES TO FORMS MS-965 WITH ADJUSTMENTS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

6.

Miscellaneous Expenditures
The following miscellaneous expenditures were paid from the Liquid Fuels Tax Fund
during the examination period:
Payee

Description

2010

Nonpermissible expenditure
(Finding No. 3)
General Fund Loans (Finding No. 2)
General Fund Unsupported payroll
(Finding No. 1)
General Fund Transfer in error (Note 7)

2011

2012

Vendor

Total

7.

$23,000.00
$23,000.00

$

49,000.00
8,070.30
8,500.00

$65,570.30

$

49,350.00
-

$49,350.00

Transfer In Error
On February 4, 2011, the municipality transferred $8,500.00 from its Liquid Fuels Tax
Fund to its General Fund in error. On April 27, 2011, the municipality transferred
$8,500.00 from its General Fund to its Liquid Fuels Tax Fund to correct the error.
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BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
FINDINGS AND RECOMMENDATIONS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

Finding No. 1 - Documentation Supporting Payroll Expenditures Was Not Available For
Examination
Our examination disclosed that the municipality expended $8,070.30 during 2011 from the
Liquid Fuels Tax Fund for payroll. However, the municipality did not maintain daily payroll
time sheets identifying the nature of work performed and the location of work assignments.
Good internal control procedures over payroll ensure that there is documentation identifying the
nature of the work performed and location of work assignments.
The Liquid Fuels Tax Municipal Allocation Law, 72 P.S. § 2615.4, provides, in part, that monies
herein allocated may be used only for construction, reconstruction, maintenance and repairs of
such public roads or streets, including bridges, culverts and drainage structures, for which they
are legally responsible. Also permitted are expenditures involving acquisition, maintenance,
repairs and operation of street signs, traffic signs, traffic signal control systems, road equipment,
and snow fences.
The Department of Transportation has been statutorily authorized to promulgate regulations
concerning the administration of Liquid Fuels Tax Fund money and has determined that certain
items, including expenditures made without supporting documentation, are outside the scope of
permissible expenditures.
Without payroll documentation that includes daily time sheets that identify the nature of work
performed and the location of work assignments, we could not determine if the payroll
expenditures were permissible according to the Liquid Fuels Tax Municipal Allocation Law.
The failure to maintain documentation for payroll expenditures as noted above could result in the
municipality having to reimburse $8,070.30 to its Liquid Fuels Tax Fund.

Recommendations
We recommend that the municipality reimburse $8,070.30 to its Liquid Fuels Tax Fund upon
official notification by the Department of Transportation.
We further recommend that the municipality ensure good internal control over payroll by
maintaining daily time sheets that identify the nature of work performed and the location of work
assignments.
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BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
FINDINGS AND RECOMMENDATIONS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

Finding No. 1 - Documentation Supporting Payroll Expenditures Was Not Available For
Examination (Continued)
Management’s Response
The municipal officials offered no formal response at this time.
Auditor’s Conclusion
The findings in this report create an environment conducive to Liquid Fuels Tax Fund money
being misused. We strongly recommend that the borough take corrective action to comply with
all of the recommendations in this report.

18

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
FINDINGS AND RECOMMENDATIONS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

Finding No. 2 - Liquid Fuels Money Loaned To General Fund - Recurring
We cited the municipality for loaning Liquid Fuels Tax Fund money to the General Fund in our
prior examination report for the period ending December 31, 2009. However, our current
examination again disclosed that the municipality loaned $49,000.00 during 2011 and
$49,350.00 during 2012 from the Liquid Fuels Tax Fund to the General Fund. The loans were as
follows:
Date
Loaned

Amount

June 24, 2011
August 26, 2011
September 6, 2011
September 9, 2011
December 2, 2011
October 1, 2012
October 9, 2012
November 1, 2012
November 29, 2012
December 13, 2012

$10,000.00
10,000.00
13,800.00
15,000.00
200.00
5,000.00
18,000.00
20,000.00
6,000.00
350.00

Total

$98,350.00

Liquid Fuels Tax Fund money appropriated to the municipality in accordance with 72 P.S. §
2615.4 of the Liquid Fuels Tax Municipal Allocation Law can only be expended for purposes
authorized by 72 P.S. § 2615.4. The authorized purposes described by 72 P.S. § 2615.4 do not
include loaning money from the municipality’s Liquid Fuels Tax Fund to the General Fund or
any other fund.
If the liquid fuels tax money was maintained in the Liquid Fuels Tax Fund during the entire
examination period, money may have been available for investment purposes, potentially earning
additional interest which could have been used for road maintenance and repairs. Additionally,
the risk that Liquid Fuels Tax Fund money may be used for unauthorized purposes increases
when liquid fuels money is commingled with other funds.
On April 4, 2012, the municipality reimbursed $48,000.00 to its Liquid Fuels Tax Fund.
The failure to follow the Liquid Fuels Tax Municipal Allocation Law as noted above could result
in the municipality having to reimburse $50,350.00 to its Liquid Fuels Tax Fund.
19

BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
FINDINGS AND RECOMMENDATIONS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

Finding No. 2 - Liquid Fuels Money Loaned To General Fund - Recurring (Continued)
This condition existed because the municipality failed to comply with our prior examination
recommendation to discontinue the practice of loaning liquid fuels money to other funds or
accounts.

Recommendations
We recommend that the municipality reimburse $50,350.00 to its Liquid Fuels Tax Fund upon
official notification by the Department of Transportation.
We further strongly recommend that, in the future, the municipality discontinue the practice of
loaning liquid fuels money to other funds or accounts.
Management’s Response
The municipal official offered no formal response at this time.
Auditor’s Conclusion
The findings in this report create an environment conducive to Liquid Fuels Tax Fund money
being misused. We strongly recommend that the borough take corrective action to comply with
all of the recommendations in this report.
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BOROUGH OF COLWYN
DELAWARE COUNTY
LIQUID FUELS TAX FUND
FINDINGS AND RECOMMENDATIONS
FOR THE PERIOD
JANUARY 1, 2010 TO DECEMBER 31, 2012

Finding No. 3 - Nonpermissible Expenditure
Our examination disclosed that the municipality expended $23,000.00 during 2010 from the
Liquid Fuels Tax Fund for engineering services not related to roads, which are nonpermissible
expenditures.
The Liquid Fuels Tax Municipal Allocation Law, 72 P.S. § 2615.4, provides, in part, that monies
herein allocated may be used only for construction, reconstruction, maintenance, and repairs of
such public roads or streets, including bridges, culverts and drainage structures, for which they
are legally responsible. Also permitted are expenditures involving acquisition, maintenance,
repairs and operation of street signs, traffic signs, traffic signal control systems, road equipment,
and snow fences.
The Department of Transportation has been statutorily authorized to promulgate regulations
concerning the administration of Liquid Fuels Tax Fund money and has determined that certain
items, including engineering services not related to roads, are outside the scope of permissible
expenditures.
The failure to follow the Liquid Fuels Tax Municipal Allocation Law and the Department of
Transportation’s Regulations as noted above could result in the municipality having to reimburse
$23,000.00 to its Liquid Fuels Tax Fund.
Recommendations
We recommend that the municipality reimburse $23,000.00 to its Liquid Fuels Tax Fund upon
official notification by the Department of Transportation.
We further recommend that, in the future, the municipality comply with the Liquid Fuels Tax
Municipal Allocation Law and the Department of Transportation’s Regulations regarding
permissible expenditures.
Management’s Response
The municipal official offered no formal response at this time.
Auditor’s Conclusion
The findings in this report create an environment conducive to Liquid Fuels Tax Fund money
being misused. We strongly recommend that the borough take corrective action to comply with
all of the recommendations in this report.
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Finding No. 4 - Liquid Fuels Money Overexpended On Project
Our examination disclosed that the municipality expended $28,648.00 of Liquid Fuels Tax Fund
money on construction project No. 10-23406-1CA. However, the amount approved to be
expended from the Liquid Fuels Tax Fund for this project was $14,238.00. The difference of
$14,410.00 should have been paid directly from the General Fund.
The Department of Transportation’s Regulations do not permit a municipality to expend Liquid
Fuels Tax Fund money in excess of the amount approved on Municipal Services Completion
Report Form MS-999.
On December 31, 2010, the municipality reimbursed $14,410.00 to the Liquid Fuels Tax Fund.

Recommendation
We recommend that, in the future, the municipality expend only the approved amount of Liquid
Fuels Tax Fund money on road construction projects.
Management’s Response
The municipal officials offered no formal response at this time.
Auditor’s Conclusion
The findings in this report create an environment conducive to Liquid Fuels Tax Fund money
being misused. We strongly recommend that the borough take corrective action to comply with
all of the recommendations in this report.
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Finding No. 5 - Late Receipt Of Allocation
Our examination disclosed that the 2010 Liquid Fuels Tax Fund allocation of $38,863.54, which
should have been distributed from the Department of Transportation to the municipality during
the first week of April of that year, was not received until November 19, 2010, because the
municipality failed to comply with the Department of Transportation’s Publication 9, Chapter
Two, Section 2.4, which states:
To qualify for the annual liquid fuels tax allocation, a municipality shall:


Submit annual reports (MS-965, Actual Use Report, MS-965P, Project and
Miscellaneous Receipts, and MS-965S, Record of Checks).



Make deposits and payments or expenditures in compliance with the
Act 655. Failure to do so may result in not receiving allocations from
PENNDOT until all discrepancies are resolved.



Submit the Pennsylvania Department of Community and Economic
Development’s (DCED) Report of Elected and Appointed Officials by
January 31st and the Survey of Financial Condition by March 15th.



Ensure resolution of all Contractor Responsibility Program (CRP) holds
and blocks imposed by the Department of Revenue and the Department of
Labor and Industry.

Because the municipality failed to file documents and information timely as noted above, the
municipality did not have use of the 2010 allocation for more than seven months. Furthermore,
had the allocation been received timely, money may have been available for investment
purposes, potentially earning interest income which could have been used for road maintenance
and repairs.
A similar finding was also written in our prior report. However, we noted that the 2011 and
2012 allocations were received timely.

Recommendation
We recommend that, in the future, the municipality continue to comply with the Department of
Transportation’s Publication 9 to ensure that the allocations are received during the first week in
April as outlined above.
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Finding No. 5 - Late Receipt Of Allocation (Continued)
Management’s Response
The municipal official offered no formal response at this time.
Auditor’s Conclusion
The findings in this report create an environment conducive to Liquid Fuels Tax Fund money
being misused. We strongly recommend that the borough take corrective action to comply with
all of the recommendations in this report.
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Comment - Summary Of Prior Examination Recommendations
In our prior examination the municipality loaned $56,395.00 from its Liquid Fuels Tax Fund to
its General Fund.
This amount was reimbursed to its Liquid Fuels Tax Fund on
April 20, 2010. A similar finding was also written in our current report (see Finding No. 2).
Additionally, in our prior report we recommended that the municipality ensure that its Forms
MS-965 are complete and accurate.
During our current examination we noted that the municipality complied with our
recommendation
.
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An exit conference was held May 20, 2013. Those participating were:

BOROUGH OF COLWYN
The Honorable Tonette Pray, President of Council

DEPARTMENT OF THE AUDITOR GENERAL
Mr. Fred Casella, Auditor

The results of the examination were presented and discussed in their entirety.
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This report was initially distributed to:

The Honorable Barry J. Schoch, P.E.
Secretary
Department of Transportation

Borough of Colwyn
Delaware County
221 Spruce Street
Colwyn, PA 19023

Mrs. Martha Van Auken

Finance Chair

The Honorable Tonette Pray

President of Council

This report is a matter of public record and is available online at
http://www.auditorgen.state.pa.us. Media questions about the report can be directed to the
Pennsylvania Department of the Auditor General, Office of Communications, 231 Finance
Building, Harrisburg, PA 17120; via email to: news@auditorgen.state.pa.us.
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