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Capital Budget vs. Operating Budget

Dear Reader:
The following document was created from the MTAS website (mtas.tennessee.edu). This website is maintained daily by
MTAS staff and seeks to represent the most current information regarding issues relative to Tennessee municipal
government.
We hope this information will be useful to you; reference to it will assist you with many of the questions that will arise in
your tenure with municipal government. However, the Tennessee Code Annotated and other relevant laws or regulations
should always be consulted before any action is taken based upon the contents of this document.
Please feel free to contact us if you have questions or comments regarding this information or any other MTAS website
material.
Sincerely,
The University of Tennessee
Municipal Technical Advisory Service
1610 University Avenue
Knoxville, TN 37921-6741
865-974-0411 phone
865-974-0423 fax
www.mtas.tennessee.edu

Page 1 of 3

Table of Contents

Capital Budget vs. Operating Budget ................................................................................................................ . 3

Page 2 of 3

Capital Budget vs. Operating Budget

Capital Budget vs. Operating Budget
Reference Number:
MTAS-1830
How is a capital budget different from the adopted operating budget? The capital budget is a subset of the adopted budget.
A municipality can have a regular budget without a capital budget, but it can’t have a capital budget without a regular
budget. Furthermore, state laws do not require capital budgets.
Capital budgets typically operate on a project length schedule rather than a fiscal year schedule. Capital budgets also mark
the first year of a Capital Improvement Program (CIP) or multi-year budget, which typically spans five years. The CIP
should be updated every year to review expected revenues, inflation, project length, project necessity, and prioritization.
So why go to the trouble? For large projects that will take more than one year to complete or finance, and for projects that
are not financed by proprietary or trust funds, having a separate place to track the project and its expenses is much easier.
In addition, these are very expensive (typically more than $25,000) undertakings and deserve closer attention and scrutiny.
Furthermore, this type of long-term planning helps set priorities, forces consideration of life expectancies of facilities and
equipment, allows multi-year financing for projects that could otherwise not be attempted without debt issuance, improves
cash management by simplifying debt retirement, and rating agencies look favorably upon cities with CIPs.

DISCLAIMER: The letters and publications written by the MTAS consultants were written based upon the law at the time and/or a specific sets of facts. The laws
referenced in the letters and publications may have changed and/or the technical advice provided may not be applicable to your city or circumstances. Always
consult with your city attorney or an MTAS consultant before taking any action based on information contained in this website.
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