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SUBJECT: Report 08-14: An Audit of the Petroleum Inspection Fee Revenue
Obligations Program

Enclosed is a report on our audit of the financial statement and notes of the Petroleum Inspection Fee
Revenue Obligations Program for fiscal years 2007-08 and 2006-07. The program provides financing
for payment of claims under the Wisconsin Petroleum Environmental Cleanup Fund Award (PECFA)
program. This financial audit was performed at the request of the Department of Commerce, which
audits and pays PECFA claims, and the Capital Finance Office in the Department of Administration,
which issues the program’s revenue bonds and extendible municipal commercial paper. In addition,
the Department of Revenue is responsible for collecting petroleum inspection fees, which are initially
deposited to the Transportation Fund and subsequently transferred to the program’s trustee.

The audit was requested to meet certain requirements included in the State’s bond covenants. The
financial statement is prepared on the cash basis, rather than in accordance with generally accepted
accounting principles. The cash basis is used in order to more clearly show the financial resources
available to pay debt service. We were able to provide an unqualified auditor’s report on the program’s
Statement of Changes in Program Assets.

Since the inception of the program in January 2000, the State has issued $387.6 million in revenue
obligations to pay PECFA claims and to address a backlog of approved but unpaid PECFA claims.
Some of the debt has already been repaid and $252.3 million in revenue obligations were outstanding
as of June 30, 2008. The obligations are not general obligation debt of the State. Instead, the obligations
are to be repaid from a $0.02 per gallon fee charged suppliers of petroleum products sold in Wisconsin.

The $0.02 per gallon fee will likely need to be continued until the revenue obligations are fully repaid.
The year the debt will be fully repaid is dependent on the actual amount of petroleum inspection fees
collected and whether these fees are used for purposes in addition to paying debt service. For example,
during FY 2007-08, $20.3 million in inspection fees were transferred to the Transportation Fund, rather
than used to pay off debt early.

The report will be released on Tuesday, November 25“‘, at 9:00 a.m. If you have any questions, please
contact us.
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LEGISLATIVE AUDIT BUREAU

The Bureau is a nonpartisan legislative service agency responsible for conducting financial and
program evaluation audits of state agencies. The Bureau’s purpose is to provide assurance to the
Legislature that financial transactions and management decisions are made effectively, efficiently, and
in compliance with state law and that state agencies carry out the policies of the Legislature and the
Governor. Audit Bureau reports typically contain reviews of financial transactions, analyses of agency
performance or public policy issues, conclusions regarding the causes of problems found, and
recommendations for improvement.

Reports are submitted to the Joint Legislative Audit Committee and made available to other
committees of the Legislature and to the public. The Audit Committee may arrange public

hearings on the issues identified in a report and may introduce legislation in response to the audit
recommendations. However, the findings, conclusions, and recommendations in the report are those
of the Legislative Audit Bureau. For more information, write the Bureau at 22 E. Mifflin Street,

Suite 500, Madison, WI 53703, call (608) 266-2818, or send e-mail to leg.audit.info@legis.wisconsin.gov.
Electronic copies of current reports are available at www.legis.wisconsin.gov/lab.

State Auditor ~ Janice Mueller

Audit Prepared by

Bryan Naab, Deputy State Auditor and Contact Person
Justin Schroeder

Director of Publications — Jeanne Thieme
Report Design and Production — Susan Skowronski
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janice Mueller
State Auditor

November 25, 2008

Senator Jim Sullivan and

Representative Suzanne Jeskewitz, Co-chairpersons
Joint Legislative Audit Committee

State Capitol

Madison, Wisconsin 53702

Dear Senator Sullivan and Representative Jeskewitz:

At the request of the departments of Commerce and Administration, and in accordance with

s. 13.94(1s), Wis. Stats., we have completed a financial audit of the State of Wisconsin Petroleum
Inspection Fee Revenue Obligations Program for the fiscal years ending June 30, 2008, and

June 30, 2007. We express our unqualified audit opinion on the Statement of Changes in Program
Assets and related notes.

Under the program, the State has issued revenue obligations, such as bonds and commercial paper,
to provide financing for payment of claims under the Petroleum Environmental Cleanup Fund
Award (PECFA) program. These revenue obligations are not general obligation debt of the State.
Instead, they are to be repaid primarily from the $0.02 per gallon fee charged to suppliers of
petroleum products sold in Wisconsin, which is collected by the Department of Revenue.

During fiscal year (FY) 2007-08, the State collected $76.6 million in petroleum inspection fees and
made $30.4 million in scheduled debt service payments, including $20.3 million in principal
repayment and $10.1 million in interest. As of June 30, 2008, a total of $252.3 million in revenue
obligations remained outstanding, to be repaid from future petroleum inspection fees.

Petroleum inspection fees in excess of debt service requirements are deposited to the Petroleum
Inspection Fund and are used to pay PECFA claims and for other purposes authorized by the
Legislature, including the early redemption of petroleum inspection fee revenue obligations.
During FY 2007-08, $47.0 million in inspection fees was deposited to the Petroleum Inspection
Fund while $16.8 million in PECFA claims was paid from the Fund. The remaining $30.2 million
was used for a variety of purposes, including a $20.3 million transfer authorized by the Legislature
to the Transportation Fund, as well as $1.0 million in transfers to the General Fund to help meet
lapse requirements included in 2007 Wis. Acts 20 and 226.

We appreciate the courtesy and cooperation extended to us during our audit by staff of the
departments of Commerce, Administration, and Revenue.

* Respectfully submitted,
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Janice Mueller
State Auditor
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