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INTRODUCTION 

 
A capital budget regards one or more capital projects set to begin in the coming budget year. A 
capital project is usually a "big ticket" item for something that is expected to last for several 
years or longer. Major infrastructure projects are usually capital projects. Building a new 
building or recreation facility is likely to be a capital project. A major piece of equipment (like a 
big fire engine) is a capital project. These things are expensive and are not likely to be paid for 
within the following budget year. The revenue needed to pay for them is not likely to be 
available in the revenue projection for the coming budget year. It would be unreasonable to 
expect that a sewer system that may last 100 years would be constructed part of a balanced 
operating budget for the next fiscal year. It would be unfair to tax people now for something 
that will provide valuable services for many future years. And, anyway, most elected leaders do 
not desire their name on a sewer system in order to be reelected. Some capital projects are 
paid for out of a surplus account already, "in the bank." Some capital projects are paid for on a 
"pay as you go" basis. Municipal bonds are a common way to finance capital projects because 
bondholders do not usually have to pay federal income taxes on interest received. Some 
municipal bonds tap the "full faith and credit" of the government jurisdiction. Others are 
designed to tap only specific source revenues. The issuance of municipal bonds is complicated 
and requires the participation of many kinds of specialists. Municipal bonds are generally 
considered relatively safe investments, but not always. 
 
The key to a successful capital budget is a sound capital improvement plan (CIP). A capital 
improvement plan for a local government probably reaches three to five years (or more) into 
the future. A CIP includes multiple planned capital projects. If the CIP of a local government is 
well thought out and well-written, it is likely to be adopted and implemented when the time 
comes. Please study the stages of the capital budgeting process described in our textbook. A 
good plan sets up success. The plan gives citizens time to learn and (hopefully) support the 
leaders' vision of the future of the place. It usually helps set the stage for successful economic 
development and quality of life.  
 

READING ASSIGNMENT 

 
Chapter 4: Preparing a Capital Budget and a Capital Improvement Plan 
  

MEDIA LINKS 

 
Municipal bond (Wikipedia.org) 
https://en.wikipedia.org/wiki/Municipal_bond 
 
 


