
from the capital improvements.
The second section presents finan-

cial data. It usually includes charts out-
lining historical revenue and expenditure
data, along with projected revenue,
expenditure, and debt service.

The third section identifies and
describes those projects recommended
for funding in the CIP period. It also
includes a justification for a project’s
inclusion in the CIP (usually noting the
project’s relationship to the comprehen-
sive plan) and how the project is to be
financed.

CAPITAL VERSUS OPERATING
EXPENDITURES

CIPs only deal with a community’s
capital expenditures — not its operating
expenditures. Cost and frequency are the
primary criteria used to classify whether
a project is capital or operating in nature.
Both criteria should be determined local-
ly and applied simultaneously to deter-
mine if an item is a capital project.

Cost. The dollar limit that separates
capital from operating projects depends
largely on the size of the local budget and
on what is considered a “major” expendi-
ture. A commonly used threshold for
smaller communities is $2,500. Expendi-
tures above this amount are considered
“capital,” and those below it “operating.”
Some larger localities use $10,000, or
even higher dollar amounts, as the break-
point.

Frequency. A capital project should be
non-recurring; that is, it should not
occur every year. The Government
Finance Officers Association recom-
mends that a capital project should occur
no more often than once every three
years.

Capital projects that typically fit the
cost/frequency criteria cited above
include fire engines, bulldozers, landfills,
libraries, schools, government buildings,
treatment plants, water and sewer lines,
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Capital Improvement Programs — Part I
by Michael Chandler

As you know, the comprehen-
sive plan establishes policies for
current and future land use 
throughout a community. However, we
often forget that the plan, although an
important instrument of public policy,
cannot by itself produce change. 

Zoning and subdivision regulations
are the most familiar “tools” used to
implement the plan. Another important
implementation tool is the capital
improvement program, usually referred
to as the CIP. 

This column will provide an intro-
duction to the CIP. In the next issue of
the PCJ, we will examine the steps in the
CIP process with particular emphasis on
the role of financial analysis and project
review.

DEFINING THE CIP

The CIP is a management and fiscal
planning tool communities can use for
financing and constructing needed pub-
lic improvements. Properly designed, a
CIP enables a community to identify its
capital needs, rank them by priority,
coordinate their scheduling, and deter-
mine the best method of paying for them
within the community’s fiscal capacity. 

In most states, localities have the dis-
cretion to determine whether they want
to prepare a CIP. Usually, the planning
commission annually prepares a recom-
mended CIP, and then forwards it to the
local governing body for adoption.

Baseline requirements include that
the CIP be based on the comprehensive
plan and that it schedule capital
improvements over a specific number of
years (commonly three, five, or six).

Organizationally, CIPs are fairly
straightforward documents. Most feature
three sections: 

The first provides the reader with an
overview of the CIP process, and a listing
of the benefits a community will derive

and street construction or reconstruc-
tion. Architectural and engineering fees,
feasibility studies, land appraisal and
acquisition costs, and furnishings are
included as capital items. “Gray area”
projects often involve vehicle and small
equipment purchases, as well as repair
and remodeling projects. 

CIP BENEFITS

By requiring a community to balance
its capital needs with available financing,
a CIP helps foster a sound and stable
financing program over a multi-year
period.

In addition, using a capital improve-
ment program provides the benefit of :

• Implementing the comprehensive
plan’s policies by assuring the provision
of new facilities and infrastructure
improvements that meet the goals and
needs of the community.

• Affording the public an opportunity
to provide input in the process (and
helping to increase public support for the
proposed capital improvements).

• Enabling private businesses and cit-
izens to have some assurance as to when
public improvements will be undertaken
so they can plan more efficiently and
effectively. 

• Eliminating poorly planned or
unnecessary public improvements.

• Helping a community decide what
financing techniques and options are
needed to pay for capital projects. �

Michael Chandler is an
Associate Professor and
Community Planning
Extension Specialist at Vir-
ginia Tech in Blacksburg,
Virginia. Mike also con-
ducts planning commis-
sioner training programs
across the country, and is a
frequent speaker at workshops. His column
appears in each issue of the PCJ.
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the planning, public works, finance, and
administrative departments) to design
and coordinate the process.

2. Establish CIP Procedures. This step
is key. Decisions relative to CIP paper-
work, schedules, project request forms,
and the like are made at this time. If a
CIP committee has been appointed, it
will coordinate these decisions.

3. Establish Criteria for Capital Expen-
ditures. A definition of capital expendi-
tures should be made at the beginning of
the CIP process. Keep in mind the cost
and frequency criteria I discussed in the
last issue of the PCJ.

4. Inventory Existing Capital Facilities.
A capital facilities inventory lists the
fixed (capital) assets owned or leased by
the community. Requests for capital pro-
jects will also include replacement,
expansion, or repair of existing facilities
and equipment. Accordingly, the inven-
tory should include the age, condition,
and original acquisition cost of each cap-
ital item. Sources of inventory informa-
tion include the comprehensive plan,
insurance policies, fixed asset schedules
of audit reports, and various public
works and housing studies.

5. Determine Status of Previously
Approved Capital Projects. Information
should be gathered on projects complet-
ed, as well as on-going projects and pro-
jects to be canceled. This information
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Capital Improvement Programs – Part II
by Michael Chandler

A capital improvement program
(CIP) can be prepared in any
number of ways, take varying 
amounts of time, and involve a range of
participants. As I noted in my last col-
umn, state law and local custom will
influence the process. In larger localities,
the CIP can easily be a year round func-
tion. In smaller communities, the CIP
may take only one or two months to
complete. For most localities, however, a
time frame of four to six months will be
required.

This column will highlight 10 basic
steps in the preparation of a CIP.

1. Designing the Process. Before start-
ing work on a CIP, decisions on how the
process will be organized should be
made. Most communities set up a CIP
committee (with representatives from continued on page 18

To help you better understand what a
capital improvement program looks like,
portions of the Blacksburg, Virginia, CIP

are excerpted on pages 18 and 19.

Typical Capital Improvement Program Schedule

JULY CIP instructions and forms sent to all Department and 
Agency Heads

EARLY SEPTEMBER CIP submissions due

MID/LATE SEPTEMBER CIP submissions reviewed

EARLY OCTOBER Meetings with Department and Agency Heads to 
clarify project submissions

MID/LATE OCTOBER Chief Administrative Officer formulates proposed CIP 
(note: in some communities the Planning Dept. is responsible 
for this).

EARLY NOVEMBER Proposed CIP forwarded to Planning Commission 
(note: in some communities the CIP also goes to the 
Governing Body at the same time)

LATE NOVEMBER Planning Commission and Governing Body work 
session on proposed CIP

EARLY DECEMBER Planning Commission holds public hearing on 
proposed CIP, and forwards CIP to Governing 
Body with its recommendations

EARLY JANUARY Governing Body holds public hearing on proposed CIP

LATE JANUARY Governing Body adopts CIP
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aids in monitoring the
CIP and capital budget;
it also helps in updating
the CIP and preparing
the new capital budget.

6. Prepare Project
Requests. Project re-
quests should be based
upon a set of guidelines,
and be submitted by the
various municipal (or
county) departments on a
standard project request
form. The engineering,
financial, or planning staff
is usually responsible for
providing assistance to the
other municipal depart-
ments in completing pro-
ject request forms.

7. Perform the Financial
Analysis. The purpose of
the financial analysis is to
estimate how much money
is needed for general opera-
tions over the life of the CIP,
and how much is available
to fund approved capital
projects. To do this, rev-
enues and expenditures for
the preceding five years are
analyzed and patterns identi-
fied. In like fashion, revenue
projections for the next five
years are made. Net cash flow
(the amount of money remaining after
operating expenditures are subtracted
from operating revenues) is estimated
and, in turn, used to finance capital pro-
jects.

8. Review the Proposed CIP. Project
requests are examined to see that they
are complete, accurate, and in confor-
mance with the CIP guidelines. This
review also assesses proposed projects as
to their feasibility, pricing, and consis-
tency with the comprehensive plan.

9. Adopt the CIP. Before adopting the

This article starts on page 20

Capital 
Improvement 
Programs

CIP, the planning commission and gov-
erning body will hold public hearings.

10. Monitor the CIP. Once adopted,
the planning commission and/or govern-
ing body should monitor the CIP — at
least on a quarterly basis — relative to
individual project status and perfor-
mance.

In the Summer issue of the PCJ, I will
conclude this series on the basics of capi-
tal improvement programs with a closer
look at the role of financial analysis and
review. �

Michael Chandler is an
Associate Professor and
Community Planning Ex-
tension Specialist at Vir-
ginia Tech in Blacksburg,
Virginia. Chandler also
conducts planning commis-
sioner training programs
across the country, and is a
frequent speaker at workshops. His column
appears in each issue of the Planning Commission-
ers Journal.
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missing. Typically, the person or depart-
ment who prepared the project request is
then asked to resubmit the request with
additional information.

It is important to note that projects
passing this initial review will not neces-
sarily be included in the proposed CIP.
Factors such as need, funding limita-
tions, and compatibility with the com-
prehensive plan will influence the final
selection process. In many smaller com-
munities, a simple three-tier evaluation
system that ranks each project as urgent,
necessary, or desirable has proven effec-
tive in determining fiscal priorities. Larg-
er communities often use more complex
scoring or rating criteria. Projects not
scheduled for funding by the CIP are
known as deferrals, and are usually listed
in the CIP under such a heading.

Management expert Peter Drucker
has observed that the measure of a plan’s
value is a function of the financial sup-
port it receives. The CIP, by providing a
structured look at the community’s needs
and its financial resources, can provide
citizens and decision-makers with a tool
to help ensure that the actions the com-
munity wants to accomplish — as identi-
fied in the comprehensive plan — receive
the funding they need. �

Michael Chandler is an
Associate Professor and
Community Planning Ex-
tension Specialist at Vir-
ginia Tech in Blacksburg,
Virginia. He also conducts
planning commissioner
training programs across
the country, and is a fre-
quent speaker at workshops.  This concludes his
three-part series on capital improvement 
programs. In the next issue of the PCJ, Chandler
will discuss developing a community “planning
academy.”

flow” to determine the amount of “net
new money” needed to finance the CIP.

6. Analyze Alternative Financing Ser-
vices. If the capital project costs exceed
the “net cash flow” available, alternative
funding sources must be identified.
These may include:

• Bonded Indebtedness.Typically money
raised either from revenue bonds (which
are financed by user charges) or general
obligation bonds (which are amortized
by local tax revenues, such as property
tax assessments).

• Tax Rates. Money obtained by raising
taxes.

• Unappropriated or Unreserved Fund
Balance. Money from operations that
accumulates when revenues exceed
expenditures.

• Capital Reserves. Money specifically
set aside for future capital projects.

• User Fees and Charges. Fees charged
for specific services or commodities
(such as admission fees for use of a
municipal swimming pool or garbage
collection fees).

• State or Federal Grants. Often used to
match some portion of specific capital
projects.

CIP REVIEW PROCESS

The review and evaluation of pro-
posed CIP projects should be structured
and thorough. In most communities, the
CIP program committee or coordinator
will review each project to determine its
scope, purpose, feasibility, and relation-
ship to the criteria and guidelines out-
lined in the project request form (see
step six in the CIP process, discussed in
my last column).

During this phase of the review
process, each project should be reviewed
individually and not be judged relative to
other proposals. Projects can fail this ini-
tial screening because some important
piece of information about the project is
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Capital Improvement Programs – Part III
by Michael Chandler

In my last column, I outlined
ten steps in the preparation of a
capital improvement program 
(CIP). Although each step in the process
is important, special consideration must
be given to step seven (financial analysis)
and step eight (CIP review process), for
they constitute the very heart of the
process.

FINANCIAL ANALYSIS

The major fiscal consideration in
developing a CIP is deciding how to pay
for proposed projects. In most localities
the fiscal analysis will cover revenues
and expenditures over an eleven year
period including: the current budget
year; the five preceding fiscal years; and
five fiscal years into the future. The
analysis will typically include the follow-
ing steps:

1. Organize the Data. Pertinent financial
data for the years to be analyzed must be
gathered. Audit reports, past budgets,
and the current budget will provide
essential information.

2. Analyze the Data. Data about the past
five years of revenue collection and
expenditures is analyzed to obtain trends
in revenue collections and expenditures.

3. Make the Five Year Projections. The
trends identified in the preceding step,
combined with reasonable expectations
about future events, are used to make the
five-year revenue and expenditure pro-
jections. Assumptions used in making
the projections should be explicitly stat-
ed. As a rule, projections tend to be con-
servative and do not rely on possible
changes in tax rates.

4. Determine “Net Cash Flow.” This is
done by subtracting operating expendi-
tures from operating revenues.

5. Determine “Net New Capital Financ-
ing Required.” This is done by subtracting
the estimated cost of proposed capital
projects from the projected “net cash




