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20-16 Colorado Springs Utilities
Fourth Quarter Spend Analysis
Purpose
The purpose of this audit was to evaluate the reasons for the increase in
expenditures during the fourth quarter as noted in the Colorado Springs Utilities
Procurement Audit completed in April 2018. Additionally, we gained an
understanding of reporting and variance analysis against approved capital budgets
along with operations and maintenance budgets.

Highlights
We conclude that the primary reason Colorado Springs Utilities spending increases
late in the year was that the forecasts supporting the Annual Operating Plan (AOP)
planned for spending increases in the fourth quarter. We conducted reviews of a
sample of expenditures for our test period, the fourth quarter of 2018. No unusual
items came to our attention in expenditure testing. Weather influenced revenue
variability and the annual budgeting process could account for higher planned
fourth quarter spending. We identified one opportunity for improvement and two
commendable practices. Refer to pages 2 and 3 of the report for details.
Additionally, we
conducted
observations of capital
budget review,
reporting activities,
and variance analysis
performed for
operations and
maintenance (O&M)
expenses.

May 2020
Opportunities for
Improvement
Colorado Springs Utilities
should:
1. Consider multi-year capital
budgeting that includes the
carryover of unspent funds
for approved projects and
the development of capital
budgets by program and
major category for the
AOP.
Commendable Practices
Colorado Springs Utilities:

1. Implemented a monthly
capital forecast review
process and a quarterly
review of 5 and 20 year
capital plans.
2. Initiated a process for
continuous improvement
to identify O&M
efficiencies across the
organization.

As noted in trend data
provided by Colorado Springs Utilities for 2015-2018, approximately one-third of
annual spending took place in the fourth quarter.
(Continued on page 2)

Management Response
Management is in agreement with this opportunity. See management’s response
on page 3 of this report.
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Additional Information related to Utilities Forecast and Budget Processes
We gained an understanding of the capital planning and reporting process. We observed robust monthly capital
project forecast reviews involving Colorado Springs Utilities project managers, general managers, and officers. All
modifications to capital forecasts were compared to the AOP and required the submission of a change form with
approval from the appropriate levels of management. Utilities conducts a review of 5 and 20 year capital plans on
a quarterly basis. Changes to long term capital projects were reviewed. Opportunities and risks were discussed for
all services.
Based on our review of the reporting and analysis processes related to O&M expenses, monitoring at an enterprise
level appears adequate to keep management informed of significant deviations from budget AOP and monthly
forecasts.

As part of our audit procedures, we conducted interviews with Utilities management and project management
staff to better understand the capital planning and business expenditure cycle. Based on our interviews, Utilities
staff noted several factors that may influence the capital planning and expenditure cycle, as follows:


Seasonality impacted spending for some Utilities’ services, most notably planned outages for the water and
wastewater services generally occur in the first and fourth quarters.



The AOP budget was prepared in detail by capital project and expense category in July for the following
calendar year. The AOP was then submitted in October in support of the annual appropriation ordinance
approved by City Council in November. Interviews indicated capital project planning activities, for example,
executing supplier contracts, may be impacted by the uncertainty of funding being available. Interviewees
noted this delay as a possible reason for lower capital spending in the early months of the budget year.



Utilities adheres to an accrual basis of accounting and we noted a significant increase in accruals during the
fourth quarter of 2018, consistent with the increase in invoice spend during the quarter.

Commendable practices noted during the audit:
Colorado Springs Utilities has a thorough monthly capital forecast review process and a quarterly review of their 5
and 20 year capital plans.
Colorado Springs Utilities initiated a process for continuous improvement to identify O&M efficiencies across the
organization.
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Opportunity for Improvement 1

Recommendation

Colorado Springs Utilities had a 5 and 20 year long term capital
plan. However, a multi-year budgeting mechanism was not in
place. The AOP included a detailed capital budget by project that
was submitted as support for the annual appropriation process.

Colorado Springs Utilities should consider
implementing a multi-year capital budget that
includes the carryover of unspent funds for
approved projects.

The annual capital budget expired at year-end. If for example,
capital project A was delayed late in the year, the project
required roll over for completion in the following year. However
the unspent approved capital budget for project A did not roll
over at year-end. Therefore, the next year’s budget may not have
designated funds to complete project A due to timing of the
annual budgeting approval.

Utilities should consider the development of
capital budgets by program and major category
to allow flexibility in the execution of capital
projects and to streamline the AOP process.

Many municipalities utilize multi-year capital improvement
budgets. Projects may take more than one budget year to
complete and in those cases unspent budgets carry forward to
the next year without additional appropriation.

Management Response
We agree that consideration can be given to developing capital budgets by program and major category for the
organization. This is already occurring with many of the active, ongoing programs, such as Water Main Replacement
Program 5-year planning, but we look forward to extending this across our 4-services and Common asset portfolios.
The Utilities “Capital Watch” team has established a cross functional group (to include the Office of the City Auditor)
to monitor, adjust and report on the capital spend of the organization, with governance for capital decisions at a
leadership level. We believe that the important work done by this team will help us in our evaluation of this
recommendation. We will prepare a feasibility study to be completed by 3/31/2021 to determine if these are
changes that can reasonably be adopted.

This audit was conducted in conformance with the International Standards for the Professional Practice of Internal Auditing, a part of
the Professional Practices Framework promulgated by the Institute of Internal Auditors.
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