After Action Report

Electric Department Financial Review and Internal Controls Assessment

Executive Summary

In August 2025, the City of Kirkwood identified significant financial challenges within the
Electric Department stemming from accelerated capital expenditures associated with the
completion of the voltage conversion program and increased costs resulting from capacity
market volatility. These factors contributed to expenditures exceeding budgeted levels by
approximately $15.6 million and required drawing from the City’'s General Fund and other
department reserves to maintain operations.

A comprehensive review of the Department’s budgeting, contract management, invoice
processing, and financial oversight practices determined that expenditures were generally
made under properly authorized contracts; however, several procedural weaknesses
reduced the City's ability to accurately monitor financial obligations. The most significant
deficiency was the failure to fully encumber approved purchase orders within the financial
system, which overstated available budget balances and limited visibility into actual
commitments.

In response, City Administration, Finance, Procurement, and the City Council implemented
a series of corrective actions, including strengthened purchase order controls, enhanced
oversight of blanket agreements, improved financial reporting, revised budgeting practices,
operational cost controls, and an electric rate adjustment that became effective November
1, 2025. Recovery of the funds advanced from the General Fund and other City reserves is
anticipated over a five-year period, supported by the November 1, 2025 rate adjustment
and a five-year plan to rebuild approximately $4 million in Electric Department reserves.
The City Council and Administration will monitor repayment progress and adjust the plan
as conditions require.

The Electric Department has undergone a leadership transition during this period and
currently operates under interim direction. A permanent appointment is anticipated as
part of the City’s broader operational stabilization efforts.

The review concludes that the financial challenges resulted from deficiencies in financial
controls and oversight rather than unauthorized spending. The corrective measures
implemented have strengthened accountability, budget transparency, and financial
management practices, providing a stronger foundation for the long-term financial stability
of the Electric Department.
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Background

In 2015, the Kirkwood Electric Department began using contractors to advance a long-term
voltage conversion program, upgrading distribution voltages from 4.16 kV to 12.47 kV
improving energy delivery capacity, efficiency, and reliability. Over this period, the Electric
Department invested over $33 million into infrastructure. Substantial completion of this
initiative occurred in 2025, concluding with the renovation of the Sugar Creek Substation.
During this final phase, the Electric Department significantly overspent budgeted funds.
The Department exceeded budgeted funds by approximately $15.6 million, driven primarily
by overspending in 2024 and the first 8 months of 2025 and compounded by a sharp spike
in capacity market volatility in the fall of 2024. The effect was to advance five to seven years
of planned capital investment into a span of two fiscal years, drawing against the reserves
of the Electric Department, General Fund, Water Department, and Sanitation Department.
Upon notification of the overspend, the City Council and Administration immediately took
action to stabilize the financial position of Kirkwood Electric and the City’s overall
operations.

This report reviews the City's contract management, invoice processing, budgeting
practices, and internal control procedures as they relate to the financial condition of the
Electric Department. The review identifies operational and procedural deficiencies that
contributed to budget overruns and insufficient financial oversight, and outlines the
corrective actions implemented or under development to reduce the likelihood of
recurrence.

The Electric Department operates under several unique contracting and budgeting
structures that differ from other City departments, including energy and capacity
agreements, enterprise fund accounting, blanket agreements for construction services, and
long lead capital procurement items. These factors, combined with staffing turnover and
procedural gaps, contributed to significant financial exposure and reduced visibility into
actual departmental obligations.

Deficiencies Identified and Solutions

Upon notification of the overspend at the end of August 2025, the City Council and
Administration immediately began review of the operations of the Electric Department and
systematically implemented controls between September 2025 and January 2026, with
additional controls still being developed to improve financial transparency for the
Department’s operations. The first control implemented immediately following notification
of the state of the Electric Department’s finances was a City-wide budget monitoring
process. This process requires Administration, Procurement, and Finance to manually
review every transaction that could result in negative account balances. Coinciding with the
implementation of manual budget monitoring, City staff began a review of the current
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processes in place to identify the procedural gaps that allowed the overspend to occur and
created solutions for these deficiencies. While it was found that all substantial purchases
were made under agreements that were approved by previous City Councils and were in
line with City of Kirkwood Ordinances and State of Missouri Statutes for bidding
requirements, there were deficiencies in our processes that led to the ability for the Electric
Department to overspend their budget. The deficiencies identified are provided below and
include solutions that were implemented or are ongoing to improve our financial controls.

1. Incomplete Purchase Order Encumbrance Practices

The primary contributing factor identified was the failure to fully enter approved purchase
orders into the financial system. Department heads were able to partially enter purchase
order amounts into our financial tracking software, which caused available budget
balances to appear artificially higher than actual obligations.

As a result:
o Existing obligations were not fully encumbered.
e Budget availability appeared greater than actual available funds.
» Additional projects and expenditures were approved based on inaccurate budget
information.

Implemented Solutions:

a) All work under blanket agreements now require an approved purchase order prior
to commencement. Contractors performing work without an authorized purchase
order assume financial risk and this has been communicated to every blanket
agreement holding contractor.

b) Procurement no longer permits partial purchase order entries within our financial
tracking software. Approved purchase orders must be entered immediately at their
full authorized amount to properly encumber budgeted funds.

2. Weaknesses in Blanket Agreement Oversight for Projects Exceeding
$15,000

The Electric Department utilized a blanket agreement contract structure for construction
services that permitted projects to proceed without returning to Council for individual
project approval over $15,000. A review of blanket order agreements across the
organization confirmed that this weakness was unique to the Electric Department’s
agreements. In several instances:

e Procurement was not notified before work commenced.

e Purchase orders were not generated prior to expenditures.

o Liabilities were tracked outside the financial tracking software system.

o Oversight controls were circumvented.
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Implemented Solution:

a) All projects under blanket agreements, regardless of contract structure, exceeding
$15,000 now require formal Council approval.

b) All work under blanket agreements now require an approved purchase order prior
to commencement. Contractors performing work without an authorized purchase
order assume financial risk and this has been communicated to every blanket
agreement holding contractor.

3. Weaknesses in Blanket Agreement Oversight for Sub Contractors

The Electric Department used a blanket agreement contract structure that did not have
limitations for the value of subcontracting services. In several instances:
o Contractors under a blanket agreement performed work as a general contractor,
fully or mostly subcontracting portions of project work.

Implemented Solution:

a) All projects under blanket agreements that have a component of subcontracting
work require review by the Procurement Department to ensure multiple bids are
received for subcontracted work or if it would be appropriate to bid the project
outside of the blanket agreement.

4. COPs Processing and Tracking Limitations

Certificates of Participation (COPs) invoices were processed outside the purchase order
system and were not automatically encumbered against available funds historically.
Additionally:
e Historical accounting practices differed between Finance Directors.
e Previous practices delayed recognition of expenditures until year-end, while current
practices record expenditures in real time.
e The transition between methods complicated financial tracking.

Implemented and Ongoing Solution:

Finance will continue recognizing COPs expenditures in real time and will explore future
encumbrance capabilities for COPs-funded projects.

5. Lack of Reappropriation Procedures
The Electric Department regularly manages equipment purchases, such as transformers,

that span multiple fiscal years. The Department historically did not reappropriate

June 10, 2026 4| Page



outstanding obligations from one fiscal year into the next. Instead, open obligations were
expected to be covered through future year budgets. This practice:

e Prevented automatic encumbrance carryforward.

e Required manual tracking of obligations.

e Increased the risk of overspending.

e Reduced visibility into actual committed funds.

e Future obligations were not consistently reflected in current budgets.

» Financial exposure increased over multiple fiscal periods.

Implemented Solution:

All departments are now required to reappropriate and encumber open obligations at
fiscal year-end unless specifically approved otherwise by Council.

6. Unique Enterprise Fund Account Structure

Enterprise fund accounts within the Electric Department combined operational and capital
expenditures in ways that obscured true fund availability. Transmission-related funds
created the appearance of available cash despite significant underlying obligations. This
structure limited:

e Budget transparency

o Department-level expenditure tracking

o Accurate review of capital project capacity

Implemented Solution:
Transmission and electricity accounts within the Electric Department are being separated
from other funds in our financial tracking software system to improve budget visibility and
expenditure monitoring.
7. Rate Review Practices
A contributing factor identified was the absence of timely rate reviews to ensure energy
and capacity costs were appropriately reflected in consumer pricing. Without timely rate
reviews or a rate structure that responds to market changes:

e Continual market cost increases were not captured in current rates.

e The full cost of market spikes was borne by the utility.

Implemented Solution:

Council approved a rate increase effective November 1, 2025 to account for increased
energy and capacity costs and to support a five-year plan to recoup funds advanced to the
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Electric Department and rebuild $4 million in electric reserves. The rate review was
supported by an analysis from UFS Financial Solutions.

o Conduct a study on the implementation of a Power Cost Adjustment (PCA) rate
structure.

o Perform a cost-of-service study to verify right-sizing of rates by rate class.

e Perform annual rate reviews.

Ongoing Solution:

City Council and Administration are preparing to perform an annual rate study this
summer and a cost of services study by a third party firm to ensure our rates reflect
changes in the market. After 2026, third party rate studies will be performed annually.

8. Financial Reporting

Quarterly financial reporting to council was suspended after December 2023 when the
previous Finance Director began the process of migrating our accounting to a new financial
tracking software system. After the transition occurred new reports were not made
available to council on a quarterly basis for review during the implementation of additional
portions of the financial system. Monthly revenue reports were provided to Administration,
but quarterly reporting was discontinued with no reports generated for all of FY2025 and
through October of FY2026. This reduction in reporting contributed to:

e Reduced oversight capacity by City Council and Administration.

e Reduced ability to react to expenditure increases.

Implemented and Ongoing Solution:

Beginning in September 2025 monthly financial reports were implemented and provided to
City Council and Administration. Quarterly reports were produced beginning October 2025
and were provided to City Council and Administration

9. Overtime and Scheduling Practices
Existing staffing schedules within the Electric Department allowed for unnecessary
overtime accrual, contributing to:

e Increased operational expenditures.

e Reduced labor cost control.

Implemented Solution:

Scheduling adjustments were implemented in January 2026 to reduce unnecessary
overtime accrual within Electric Department operations.
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10.Finance Department Staffing Turnover

The Finance Department experienced significant turnover, retirements, understaffing, and
training demands during implementation of a complex financial tracking software
transition. While no direct causation was identified, staffing instability:

e Reduced oversight capacity.

e Increased operational strain.

e Limited continuity during financial monitoring activities.

Implemented Solution:

As of this report, the Finance Department is fully-staffed with the exception of a newly
created position.

Additional Area of Concern to Be Monitored

While reviewing transactions and practices for deficiencies, staff identified long lead time
purchases as an area to monitor moving forward. During and since the COVID-19
pandemic, the lead times for manufactured goods increased across multiple industries.
One of the items for the City of Kirkwood that had a large increase in lead times was the
transformers. During the pandemic and shortly after there was a reduction of
manufacturing capacity and an increase in demand for transformers due to storms and
natural disasters. Subsequently, the City placed orders for transformers which had
multiple year lead times. This action ensured there would be no lapse in electrical services
to the community. This type of long term purchase is more difficult to track across multiple
fiscal years, though changes in procedures that have been put into place provided in this
report have accounted for this issue. Additionally, it is incumbent upon the City to ensure
that these items are monitored for changes in availability. Subsequent to the initial order
of transformers, the availability of one type of transformer, pole mounted transformers,
have greatly reduced in lead time. Our City staff has reacted appropriately and taken into
account the need to reduce future order volumes to make sure we do not receive too many
transformers on site, if they can be purchased at a later date. As we move forward it is
important that the Procurement Department, along with individual departments, continue
to monitor closely the availability of long lead time items to ensure we reorder stocked
items at the appropriate times to maintain our services to the community.
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Conclusion

The review determined that the Electric Department’s financial challenges resulted from a
combination of procedural weaknesses, insufficient encumbrance practices, unique
enterprise fund structures, inconsistent project tracking, and operational oversight gaps.
While individual expenditures were generally allowable under existing contracts, the
absence of comprehensive purchase order controls and reappropriation practices
significantly reduced the City’s ability to accurately monitor financial obligations in real
time.

The review further identified that incomplete purchase order entry practices within our
financial tracking software system were the principal procedural gap that allowed
overspending to occur without immediate detection.

Since discovery of the issue, Administration, Finance, Procurement, and the City Council
have implemented multiple corrective actions designed to strengthen financial oversight,
improve budget transparency, and reduce future operational risk. With the implementation
of the current practices and rate increase effective November 1, 2025, the Electric
Department has begun a five-year repayment process to the General Fund. The City
Council and Administration will continue to monitor the progress of this plan and make
adjustments as required to recoup the advanced expenditures. Additional reforms
currently in progress are expected to further enhance accountability, internal controls, and
long-term fiscal management within the Electric Department and across the organization
as a whole.
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Appendix A

Timeline of Events

Date
2015

2015 -2025
Fall 2024

Spring 2025
June 2025

July 2025

Late July -
Early August
2025

August 2025

Mid-August
2025

Week of
August 25,
2025

August 29,
2025

September 1,
2025

September
2025

Event

Kirkwood Electric Department began utilizing contractors for a voltage
conversion program (4.16 kV to 12.47 kV) to improve energy delivery
capacity, efficiency, and reliability.

Over $33 million was invested in infrastructure improvements under the
voltage conversion program.

Routine contracting revealed a regional shortage of available generation
capacity, increasing capacity market volatility

New regional capacity came online, stabilizing the capacity market.

During FY2025 financial review, the Finance Director questioned the
Electric Director regarding unusually high FY2026 capital expenses and
projected negative cash balances. The Electric Director indicated that
anticipated seasonal revenue increases would offset deficits. The Finance
Director requested a detailed review of capital expenses and advised that
the issue would likely arise during budget work session discussions

Electric Director conducted a review of duplicate charges and capital
expenses.

Finance Director followed up regarding expense review. The Electric
Director advised expenses were not duplicated.

Finance Department identified electric purchase invoices significantly
exceeding historical norms. Finance Director informed Administration of
the developing financial situation.

Finance Director confirmed financial condition with CAO.

CAO reviewed the current financial condition of the Electric Department in
preparation for a presentation to Council.

Council was informed of the current financial position by the CAO.
Spending reduction measures initiated.

Administration reviewed all open orders and contracts. Limiting existing
contracts and reductions to outstanding transformer orders reduced
potential costs by over $1.7 million
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Date

September
2025

September -
November
2025

October 9,
2025

October 14,
2025

November 1,
2025

December 19,
2025

December 20,
2025

January 2026

Event

Administration and Finance launched a detailed investigation into Electric
Department expenditures and controls. An expanded operational and
financial review followed.

Council and City Administration had a series of meetings to address the
financial position of the Electric Department and hired UFS Consulting to
perform an analysis of the implementation of new rate increases. Initial
internal control modifications implemented.

Electric Director retires.

Interim Electric Director appointed.

New electric rate structure implemented.

Chief Administrative Officer retires.

Interim Chief Administrative Officer appointed.

Additional internal controls initiated by Administration and Procurement.
Budget update provided to Council by Administration.
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Appendix B

Contracting and Invoice Processing Structure (In Place Currently and
Prior to Electric Expenses)

Contracting Process

Department Head

Department heads identify operational needs and coordinate procurement activities.
Purchases under $1,500 may be handled directly. Purchases between $1,500 and
$15,000 require multiple proposals or bids coordinated through Procurement.
Purchases exceeding $15,000 require formal Council approval.

Procurement Department

Procurement reviews contracts, verifies solicitation compliance, and issues purchase
orders or contracts. Contracts above established thresholds are forwarded through
Finance and Administration prior to Council consideration.

Finance Department
Finance reviews requests to verify budget availability and funding capacity prior to
contract approval.

Administration (CAO / ACAO)
Administration reviews contract requests for operational appropriateness, consistency
with departmental plans, and fiscal impact.

City Council
Council authorizes contracts exceeding established thresholds through formal
legislative action.

Invoice Processing

Department Head
Department heads review invoices, verify completion of work, and authorize payment
documentation.

Procurement Department

Procurement confirms contractual compliance and processes invoices against
purchase orders within the financial tracking software system.
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Finance Department
Finance verifies account coding, budget availability, and invoice accuracy prior to
payment processing.

Administration (CAO / ACAO)
Invoices exceeding $5,000 receive additional administrative review and approval.
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