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Investigation Details Several Issues within Newport Utilities
Problems Center Around Installation of Broadband and General Operations

The Tennessee Comptroller’s Office, working in conjunction with the Tennessee Valley Authority Office of
Inspector General, has completed an investigation into Newport Utilities (utilities) which provides electric,
water, wastewater, and broadband services in the City of Newport and surrounding areas.
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Beginning in 2016, the utilities began installing a broadband
system in its service area. As part of the original business plan,
utilities management planned to fund some of the initial
construction and maintenance costs with an interdivisional loan
from its electric division. Newport Utilities and TVA executed
an agreement in September 2017 which allowed the electric
division to loan the broadband division up to $3.3 million for
capital expenditures associated with the broadband project.
Investigators determined that Newport Utilities exceeded that
amount by at least $4,692,654.

In May 2017, the Comptroller’s Office had also reviewed a detailed business plan for Newport Utilities and
could not determine if the plan was feasible based on certain assumptions and methodologies in the plan,
including failing to consider the impact of market competition.

Utilities management also failed to establish a separate accounting unit for its broadband division to track
revenues and expenses despite advice from consultants, regulators, and its external auditing firm. A separate
accounting and record keeping system is also required by state law.

Additionally, utilities management did not document that competitive bids were solicited for certain
broadband related construction, supplies, and other services. For example, in one instance a company tasked
with installing fiber in individual homes ordered at least $519,545.80 in supplies that were billed to the
utilities. Investigators found no evidence that the utilities had either a contract with this vendor or that the
supplies had been competitively bid. A subsequent analysis performed by the utilities concluded the vendor
charged more than double the price of its competitors in some instances.

The investigative report also describes several other issues which are summarized below:

e The Newport Utilities Board of Directors’ employment decisions resulted in avoidable settlement
payments totaling $900,000 to its former managers.

e The former general manager, who resigned on January 22, 2020, approved unallowable work of at
least $160,739.36 on an Appalachian Regional Commission grant. The grant was for a broadband
project along a 10.73 mile route for the Hartford and Grassy Fork communities in Cocke County;
however, work was performed outside the grant-approved route using the grant money.



e The utilities paid inflated rental and administrative fees of at least $102,175 to rent a portion of a
commercial building for storing broadband installation supplies.

e The board paid the former general manager questionable vacation and sick leave balances totaling
$93,678.95.

e The former general manager used the utilities’ credit card to make questionable purchases totaling at
least $9,914.18. This amount includes $2,828.29 in personal purchases. Although prohibited from
making personal purchases, the former general manager did reimburse the utilities for these charges.

e The former general manager authorized payments totaling $3,635 for landscaping and painting a
privately owned building adjacent to the utilities’ main office. This was done without board approval.

The results of this investigation have been communicated to the Office of the District Attorney General of the
4" Judicial District and the United States Attorney’s Office for the Eastern District of Tennessee.

“Utility boards have a fiduciary responsibility to ensure there is adequate oversight of public funds and
management decisions,” said Comptroller Mumpower. “As our report notes, this oversight failure led to
noncompliance with state law, grant agreements, contract provisions, and substantial wasteful purchases.”

To view the investigative report, go to tncot.cc/doireports. To view a map depicting Comptroller investigations,
go to tncot.cc/mappinginvestigations.

If you suspect fraud, waste, or abuse of public money in Tennessee, call the Comptroller’s toll-free hotline at
800.232.5454, or file a report online at: tncot.cc/fraud. Follow us on twitter @ TNCOT and Instagram @tncot.

Media contact: John Dunn, Director of Communications, 615.401.7755 or john.dunn@cot.tn.gov
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