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Why write a plan for capital expenditures? 

Projects are large and expensive
Debt financing is often used and extends for years
Spending varies from year to year
Decisions have impact for years
Implementation takes time and happens in stages



The Basics

 Question often arises when budgets are tight (or 
when there is extra money):

 … spend on capital improvements or operations? 

Capital 
Improvements

• Roads 
• Parks 
• Sewer 
• Water
• Buildings
• Vehicles 
• And other 

such things







The Basics
Goal should be Long Term Fiscal Stability
Find appropriate balance between operational expenses
And purchase, repair, and replacement of necessary things



The Basics
Annual budget pays for the day-to-day operation
 Employee salaries 
 Benefits
 Office supplies
 Phone
 Internet
 Other operation costs



Basics of a Capital Improvements Program
CIP focus on expenditures that are:

 Major one-time expense (large cost)

 Many year life expectancy

 To buy things (not operations)

 Construction, replacement, major repair

 Large in size

 Fixed in nature



The Basics
Capital assets (buildings, equipment, vehicles) come with anticipated breakdowns and 
lifespan, and unanticipated problems.  

 Often can’t afford the latest and greatest 

 But don’t want the fiscal crisis of unanticipated repair with no funds set aside to 
handle it.



The Basics

Prudent: plan for these expenses 
 Set aside funds
 Bonding
 Lease-Purchase

Capital Improvements Program (CIP)



The Basics

 Create long term fiscal stability

 Actions, Investments
Build growing tax base -
source of income for future 
years  

 This means we should target CIP 
to stimulate and create growth



What does the law require?

 Michigan Planning Enabling Act
www.legislature.mi.gov
MCL 125.3865
MCL 125.3867

 GASB 34



Michigan Planning Enabling Act

 City, village, and county: shall have Capital Improvements Program 
(CIP)

 Township: CIP is optional

 Township, alone/jointly with another government, own/operate water 
supply or sewage disposal system: shall have CIP



Michigan Planning Enabling Act

 Planning Commission is responsible for the CIP process
• Memberships shall represent important segments of the 

community
 If the planning commission is exempted from this requirement, the 

legislative body shall prepare and adopt a CIP
 Responsibility can be assigned to another department, agency, or office



Law: What to include?

 CIP based on requirements of local 
government
 All public structures, improvements

 Each agency/department shall:
 Furnish lists, plans, estimates for public 

structures and improvements



Law: CIP Additional Details

 CIP completed and reviewed annually 

Do CIP after adopted master plan

 CIP shows projects in priority order

 CIP can be separate from, or part of annual budget

 CIP outlook: minimum of six-years



GASB 34 Requirements 

 Must inventory government owned assets for accounting and audit 
statements
 Report all capital assets, including infrastructure assets in the statement of net 

assets
 Report depreciation expense in the statement of activities
 Inventory meets GASB requirement, AND becomes the basis for CIP work



Do requirements of law go far enough?

 Michigan Planning Enabling Act

 GASB 34





Additional Benefits of a CIP

 More effective evaluation of 
alternatives and solutions than a 
crisis decision-process. 



Additional Benefits of a CIP

 Creates orderly and systematic 
planning for the acquisition, 
financing, and use of capital 
assets

 Sharing CIP with neighboring 
governments can improve 
planning, coordination and 
financing
 Shared costs, reduced 

duplication



Additional Benefits of a CIP

 Allows for more in-depth 
consideration of hidden or ongoing 
costs which affect operating budgets

 Provides funding for projects on a 
priority basis and keeps governments 
within financial bounds

 Encourages stability if expenses are 
equalized year-to-year



Additional Benefits of a CIP

• Transparency and public engagement

• Having a plan that you can show the public eases pressure on existing 
demands and builds trust in government



Benefits Do Not Come Automatically

Requires: 
 Strong council/board commitment
 Executive leadership in carrying it out

Best chance of success if CIP is a mandatory part of the budget 
process (or done prior to the budget)

“If it is not in the CIP, there is no way it gets funded.”



Adopting a CIP: Process and Best Practices



Process: Advisory Committee

 Create a CIP advisory committee
 Chief executive
 All departments
 Finance officer
 Planning Commission or 

department staff
 General public



Best Practices: Inventory

Includes:
 Number

 Size

 Capacity

 Current condition

 Repair schedule

 Replacement schedule



Best Practices: Inventory

City of Cadillac, Michigan
Relatively sophisticated
Done well, attractive
Easy to read and understand

http://www.cadillac-
mi.net/ArchiveCenter/ViewFile/Ite
m/1233



Best Practices: Inventory

 Entire page for each project

 Repeating the table information

 Anticipated year to be done

 Detailed description

 Impact and benefit for community

 Project impact on operation and maintenance costs



Page example from 
City of Cadillac CIP

Best Practices: 
Inventory 
continued



Process: Project Scoring and Ranking

Ranking projects in CIP is 
important & essential

There is a tendency to avoid

 Once inventory of projects is 
complete, rank projects in order 
of priority. 



Best Practice: Project Scoring and Ranking

 Develop formal criteria to rank projects. 
 Consider: 
 Description, location, and purpose
 Justification and relationship to other 

projects
 Cost
 Estimation of annual income and 

operation costs
 Timing
 Importance within the department
 Environmental, health, and safety 

impacts



Best Practice: Financing a CIP

 CIP is part of the budget process 
or done prior to the budget. 

 Think of CIP like it is a 
“department”

 CIP is a mandatory task for 
everyone
 If a project is not in the CIP, it 

is not funded
 No circumventing CIP process



Best Practice: Financing a CIP

 Predictable, scheduled repairs

 Built into annual process of CIP

• Set funds aside to pay for them

• Set user fees to generate funds to 
set aside 

• Do not count on grants
• Strings attached
• Generally not a consistent 

funding source 



Adopting a CIP
Assigned to Planning Commission or legislative body

1. Create CIP advisory committee

2. Inventory projects

3. Score and rank projects

4. Review projects to determine conformance with comprehensive plan, 
development policies, and objectives and goals of the community.



Adopting a CIP
5. Provide opportunities for departmental and public feedback

6. Planning Commission adopts CIP and forwards to legislative body

7. Legislative body reviews and adopts, amends, or rejects CIP

8. Planning commission reviews and updates CIP annually (repeat process)



Summary
Best Practices
 Schedule expenditures

 Sequence projects

 Prioritize/rank

 Look at different finance methods

 Legislative body adopts as part of the budget



Contact Information

Eric Walcott
Extension Specialist
MSU Extension, Community Food, and Environment Institute
Government and Community Vitality Team
walcott3@msu.edu
www.msue.msu.edu

mailto:walcott3@msu.edu
http://www.msue.msu.edu/
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Topics and Goals of 
Today’s Training

• Illustrate the importance of capital asset planning 
and preplanning

• Discuss the necessity of active capital asset 
management

• Implement policies and procedures to ensure your 
local government is proactive

• Resources
• Next steps

54



Preplanning

55



What is 
Preplanning? 

• Preplanning is the process of thinking and 
documenting the activities required to 
achieve a desired goal. This includes the 
creation and implementation of a plan, 
prior to any actions being taken

• A process that you should do annually
• It is proactive!

o Helps local governments make 
decisions before there are financial 
and public pressures

o Assists with operational stability and 
consistency

56



The Importance 
of Preplanning

• Documented polices and procedures are a 
management tool, but you must actively 
use them!

• Having policies and procedures help to 
reduce the risk of inefficiencies and fraud. 
They provide local governments with:
o Documentation of how to use 

resources and why
o Helps each department act uniformly, 

permitting evaluation

57



How does 
preplanning 

connect?

• Goals…You Need Them!
o Everything is based off your goals

• Goals should align with your 
responsibilities

• Goals need to be implemented and 
reviewed regularly
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How does everything connect?

59

Strategic Plan

Master 
Plan

Budget

Capital 
Improvement 

Program

Other 
Plans 
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The 
Umbrella of 

Internal 
Controls



Accounting Fun!
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Accounting and Real Life
• How does financial/fiscal preplanning, 

CIP, and accounting tie together?
oWork in tandem because the finances, 

accounting and CIP are intertwined 
oYou need costs and knowledge to preplan 
oAccounting influences preplanning 

because it helps you identify what to focus 
on 

• Revenue generation, maintenance, purchasing, 
etc. 

• Preplanning helps dictate what you implement 
which influences your accounting, your 
processes, purchases, and maintenance

62

Preplanning

Capital 
Improvements 
Program (CIP)

Accounting



Capital Assets
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What is a capital asset?
• It is a purchase over a specific monetary threshold that has a 

lifespan over more than one year that provides operational value 
to your local government

o Any item above a certain monetary threshold ($____) is a capital assets 
(e.g. fleet vehicles, buildings, heavy equipment, lift stations)
• This threshold is set by the governing body of your local 

government 
o Any items below $____ or that only have one-year life is not a capital 

asset for purposes of depreciation (e.g. pallet of paper)

64
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Capital Assets

• Each local government shall have a written 
capital assets policy that addresses asset 
capitalization and retirement. 

• The purchase, addition, disposal, and sale 
of an asset must have prior approval from 
the appropriate local officials.

• The local government shall adopt a policy 
to inventory and assess the condition of all 
major capital assets. 

66



Capital Assets Policy
• The policy needs to include the following:

o The purpose:  You need to establish the goals, the threshold that will 
be used, and where you will document/track your assets

o Capital Asset definition: You need to define a “Capital Asset”
• For example: property that: has an economic useful life that 

extends beyond 12 months; and was acquired or produced for a 
cost of $____ or more

o Capitalization thresholds: establishes a threshold amount for 
minimum capitalization. 
• Purchases costing below the threshold amount or with a useful 

life of under 12 months are recorded as an expense in your 
annual financial statements

o Capitalization method and procedure: All Capital Assets are 
recorded at historical cost as of the date acquired

o Recordkeeping: Invoices shall be kept for a minimum of four years

67



Capital Assets 
Accounting 
Categories

How to classify your capital assets:
oLand and Improvements
oConstruction in Progress
oBuildings and Improvements
oMachinery and Equipment
oInfrastructure

68
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Capital Assets Accounting Categories in an Audit
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Capital Asset Schedule Example



What is capital 
outlay?

• It is an expenditure for governmental funds
o It documents what capital assets you 

bought in that specific year
• You are expensing it all at once

• Format to match the Uniform Chart of 
Accounts: 
o For general fund expenditures, the 

activity for capital outlay is 901-904 
o For all governmental funds, the account 

detail  is 970-989

71

XXX-
Fund

XXX.XXX
Activity

-XXX
Account
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Capital outlay in 
Governmental 

Funds



What about 
capital purchases in 
proprietary funds?

• For your proprietary funds this is an 
addition to your balance sheet
oThis is for your enterprise funds and 

internal service funds
• The expense will be recorded through 

future depreciation using the useful 
life

73



Capital Assets in Proprietary Funds
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What is 
depreciation?

• Depreciation 
o Each year your asset loses value, so this is 

the way to track the current value that your 
asset is losing

o The useful life of an asset needs to be 
established before you calculate 
depreciation 

oDoes not occur on land or construction in 
progress

o There is no depreciation expensed on 
governmental funds, it is only when it is 
converted to the governmentwide 
statements it shown

oDifferent methods but the most common is 
straight line

• This involves take the purchase price 
and subtract the same amount of 
depreciation each year/month/day

75



Depreciation 
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Depreciation

• What if you take an item out of use prior to its useful 
life?
o You need to account for the difference

• (Cost of asset-(years of uses times yearly 
depreciation)-salvage amount) = your gain or 
loss
o Per the Uniform Chart of Accounts: you 

would use 673 for Gain/Loss of Sale of 
Assets (Proprietary funds) and 693 Sale of 
Capital Assets (Governmental funds)

o For example: a 3-year-old vehicle is totaled 
in an accident. If the vehicle cost is $40,000 
and has an estimated useful life of five 
years, there would have been $8,000 of 
depreciation expense each year. If, in year 
three, it has to be scrapped for, say, $5,000, 
there would be a loss of $11,000 (40,000 
cost – (3 years * 8,000 of depreciation)-
5,000 salvage amount)
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Areas of Confusion

• What happens if you borrow money to purchase 
a capital asset? (debt and budgeting)
o Purchase Example Answer: If you want to buy a new 

firetruck you need to budget in that year for the 
capital outlay (expenditure) and the loan proceeds 
(revenue) coming in if you borrow money. You also 
need to track your future debt payments – this is 
included in the notes section of your audit

• Who is responsible for maintaining the asset 
listing? Who should double check/review the list?
o It can be decided by your local government, but we 

recommend giving it to the person who is the keeper 
of the records (this could be your clerk or finance 
director depending on your size)

o You should follow your segregation of duties;  you 
need at least two people – one maintaining the listing 
and one reviewing it
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Areas of Confusion

• What useful lives are allowed? What if I 
believe my asset should be depreciated over a 
shorter or longer period than your 
“recommended” useful lives?
oA reasonable schedule based on past experience 

with similar assets
• You can update this as circumstances change

• Are there any statutory requirements for 
maintaining the asset list?
oNo, this in an internal controls procedures and 

should follow general accounting principles 
o You need this list for your audit to be completed
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Decision Making 
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Decisio
n 
Making 
Process

WHAT IS YOUR 
CURRENT 
PROCESS?

WHO MAKES 
THE 

DECISIONS?

HOW ARE 
THEY MADE?

Decision 
Making Process
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How do you 
determine what 
projects you are 

funding this year?

• While there is no right or wrong answer, your 
ranking should reflect the strategic goals of your 
community

• Are you using a consistent process to make these 
decisions?

• What criteria is missing?

83



Capital Improvements 
Program (CIP)
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Determining what 
projects to fund 

this year

• Do you have a consistent process to evaluate 
projects?
oWhat criteria do you use? How do you weight 

them?
• Maintain existing service or infrastructure 
• Public safety and health 
• Impact on operating cost or revenue 
• Timing/Location
• Quality of life 
• Economic development, growth, and business 

retention
• Useful life 
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How do you track 
long term purchases?

• Do you have a consistent process 
to track future projects?

• How do you track projects that are 
40 years out?
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Takeaways

• Commit to the preplanning processes
• Develop a consistent model that establishes 

priorities by rankings
oCoordinate your priorities among all plans
oReview your inventory regularly 
oMaintain detailed records throughout the 

process
oHave a funding plan

• Develop a timeline for preplanning activities 
• Develop a plan/schedule to maintain, 

replace, or dispose of all purchases

88



Next Steps

• Create an organizational habit to implement 
changes

• Create your policy, processes, and 
procedures

• Document and distribute policy, processes, 
and procedures

• Review and update policy, processes, and 
procedures
oConsider a “Policy Review” Policy: have a 

timetable and follow it to review this (will review 
every X years)

• Train everyone 
oHave a training policy and consider allocating 

funds
• Follow your processes

oBe proactive 89



But wait, there are 
more next steps!

• Set community goals and priorities 
• Review your asset thresholds, do they make 

sense for your local government?
• Are you tying in what you are adding and 

removing into your maintenance and 
replacement schedules

• Create an annual process to update your CIP
oInclude your planning commission

• Creating a funding plan that includes 
allocating money for new items and all of the 
things that need maintenance
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Resources
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Treasury’s website: www.michigan.gov/CEFD
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http://www.michigan.gov/CEFD


Michigan 
Infrastructure Council 

(MIC)

• MIC is a great resource for local governments 
• They work with the whole state to integrate 

infrastructure asset management 
• For more information go to their website: 

www.michigan.gov/mic/

93

https://www.michigan.gov/mic/


Fiscally Ready 
Communities Best 

Practice Guide

• The Fiscally Ready Communities program 
was created to assist communities who want 
to establish, measure, and maintain policies 
to increase operational and financial 
effectiveness and safeguards. The Fiscally 
Ready Communities Best Practices guide was 
created as a tool to discuss the 
recommended process and provide 
examples. Every community is unique, so the 
process and documentation should reflect 
the different needs and capacities of the 
community. 

• The Fiscally Ready Communities Best 
Practice Guide
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https://www.michigan.gov/documents/treasury/Treasury_FRC_Best_Practices_703048_7.pdf


Questions
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@MITreasury
96

www.michigan.gov/CEFD
www.michigan.gov/treasury 



MSU is an affirmative-action, 
equal-opportunity employer. 
Michigan State University 
Extension programs and 
materials are open to all 
without regard to race, color, 
national origin, sex, gender, 
gender identity, religion, age, 
height, weight, disability, 
political beliefs, sexual 
orientation, marital status, 
family status or veteran status. 
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