


CAPITAL IMPROVEMENT PROGRAM (CIP):
AN INTRODUCTION

What is the Capital Improvement Program?

The City of Albemarle’s Capital Improvement Program (CIP) is a planning and
budgeting tool that provides detailed information about the City’s capital needs over a
five-year time frame. The five years of the CIP outlines the capital projects proposed for
implementation along with their estimated costs; however, the CIP is designed to be a
flexible planning tool for the City of Albemarle. Each year, the list of projects is
reviewed for need, cost, and priority. Projects may be added, deleied, delayed,
accelerated or new projects may be inserted. City staff will provide recommendations
regarding the alteration of the desired timetables of projects with the ultimate
responsibility for approval and implementation resting with City Council. In this regard,
the Capital Improvement Budget process flows very similarly to the adoption of the
City’s operating budget.

Generally, capital improvements are defined as physical assets, constructed or purchased,
that have a useful life of 5 years or greater and a cost of $40,000 or more. Examples of
projects that meet this definition of a capital improvement are:

New and expanded facilities.

Large scale rehabilitation or replacement of existing facilities.

Equipment for any public facility or improvement when first constructed or acquired.
The cost of engineering or architectural studies and services relative to the
improvement.

The acquisition of land for a community facility such as a park, road, sewer line, etc.
6. Purchase of vehicles or equipment, when it has an expected useful life of 5 years or
more and a cost of $40,000 or greater.
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Benefits of a Capital Improvement Program and Capital Spending

A CIP is a financia! planning and growth management instrument. A well-developed CIP
will allow the City of Albemarle to forecast trends and capital needs. Through the use of
the CIP, the City will be able to successfully plan for and address infrastructure needs.
Due to the cost associated with capital projects, organizations are often not prepared to
deal with capital requirements in the most efficient manner, with emergency needs
frequently being the determining factor on assigning capital prioritics. Clearly, a
reactionary approach to expenditures and investments of this size is neither desirable nor
the best way to address a significant aspect of the City’s future. Other benefits of a CIP
include:
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1. Planning for the repair, replacement, and acquisition of capital items.

2. Assisting with financial planning by forecasting capital needs with future
revenues and expenditures.

3. Ensuring better coordination and evaluation of community needs,

4. Scrving as a guide for the Mayor, City Council and City staff in decision-
making.

5. Meeting the prerequisite in eligibility to apply and receive many different
grants.

The City of Albemarle continues to operate in a very fiscally conservative atmosphere.
All expenditures involve some form of public money, and the City Council and staff are
cognizant of our limited resources. In this type of fiscal environment, the City must strive
to be as efficient as possible to continue to provide a high ievel of services at reasonable
tax and utility rates to our citizens. While capital projects and outlays are large
expenditure items, they can assist in reducing costs and enhance an organization’s
availability to provide efficient service. Examples of these benefits include:

1. Reduced maintenance costs.

2. Reduced down time.

3. More efficient methods and procedures.
4. Enhanced safety.

5. Address the needs of the public.

Capital Outlays and Capital Projects

CAPITAL OUTLAYS

“Capital outlays”, which are budgeted within the City’s operating budget, include
moderate expenditures for such things as furniture, vehicles, equipment needed 1o support
the operation of the City’s programs, minor construction projects, landscaping projects,
and facility repairs. Generally, a capital outlay item is defined as an item valued between
$5,000 and $40,000 with a life expectancy of less than five (5) years.

CAPITAL PROJECTS

“Capital projects” generally include major fixed assets or infrastructure with long-term
values, such as buildings, roads, bridges, and parks, and may involve some form of debt
financing. Capital project costs also include all expenditures related to the planning,
design, construction, and equipment necessary to bring a facility on line or part of a
larger project. These costs should be fully identified and noted in the CIP. For example,
the repair or replacement of bleachers, backstop, batting cages and lighting at the
Montgomery Park could comprise a capital project for the renovation of the facility, even
though individually the specific items would not.
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Why have a Capital Improvement Program?

The Capital Improvement Program provides information on the current and long-range
infrastructure and equipment requirements of the City. It is a mechanism for balancing
needs and resources and for setting priorities and schedules for capital projects. It is
based on needs identificd through the planning process, requests and recommendations of
the City Manager, City Departments, and from the input of citizens and elected officials.

Because the CIP identifies the capital needs of the City for the next five years, it also
includes identification of the revenue sources that will be utilized to fund Capital
Improvements. Projects may be funded in many different ways (e.g., current revenues,
grants, gevernment loans, debt financing, bonds, etc.) depending on the availability of
funds, the nature of the project, and the policies of Council.

The CIP combines all of the individual Departmental needs and coordinates them within
the context of the needs of the City of Albemarle as a whole. While the CIP outlines
exactly what each Department sees as its future needs and prioritizes them within the
Department, it also allows the City Council to weigh the needs and goals of all
Departments simultaneously to make decisions for the entire City. In this process, the
overall good or benefit of a project must be weighed against requested projects of other
functional areas, particularly those competing for the same funding resources. Because
funding for projects is limited and competitive, decisions should be made in the context
of overall City needs. The CIP and its process facilitate City-wide planning and informed
decision-making. 1dentification of projects assures needed projects are being addressed
while prioritization ensures that those projects which are most urgently needed are funded
first.

Why a Separate Capital Project Budget?

The five-year Capital Improvement Budget lays out planned capital expenditures over
this time period. Funds identified through the CIP for a specific project remain with that
project until the project is completed, while the operating budget “terminates” at the end
of each fiscal year. This allows anyone reviewing the CIP to view the identified funding
source for multi-year projects. In addition, expenditures typically found in the operating
budget are more routine in nature. Salaries, insurance, postage, small tools and
equipment, etc. are reoccurring costs that must be borne by the operating budget each
year. With slight annual adjustments, expenditures for these items are more stable.

In contrast, the needs identified in the CIP are non-recurring in nature and are not the
routine expenditures incurred by the City that provide for the day to day operation of the
City. Funds for capital items are typically only appropriated once the necessary items in
the operating budget have been provided. With a minimum cost of $40,000, it is also
beneficial to the City to separate capital from operating expenditures and provide for
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greater explanation and detail of the requests for individual capital items (which are non-
routine and where more discretion and flexibility can be utilized).

How Are Projects Prioritized?

Similarly to the operating budget, each Department prepares annually and prioritizes their
capital needs. Departmental requests are combined and presented to the City Council for
review. City Council is responsible for discussing, selecting, and prioritizing the capital
requests. City Council has complete discretion for the prioritization of prejects and the
Capital Improvements Budget and Program. Therefore, it may also include projects
originating from the request of the City Council. When all requests for capital project
funding is complete, priority is given to projects needed to meet the goals and policies as
defined by the City. Understanding and prioritizing City goals is necessary to allocate the
limited revenue sources to projects each year.

Since enterprise activities such as the operations of the Public Utilities Department and
the City of Albemarle Landfill have their own funding sources, they do not compete with
projects in other City funds for funding. Various operations generate their own revenue to
maintain operations and do not rely on funds from any other City source or operation.
This is also the standard operating procedure in the development of the City annual
operating budget and is based upon the fundamentals of fund accounting.

How Are Project Costs Determined?

Providing the most accurate cost estimate possible is a crucial step in this process. It may
well prove difficult to develop accurate scopes, cost estimates, and schedules for projects
on which no preliminary engineering or other work has been done. For projects identified
as five years out in the CIP, this type of work may prove to be impractical as there is no
guarantee a project will ever come to fruition. Fach year, the CIP should be adjusted as
project costs become more firmly known. As staff gains experience with the process and
the anticipated implementation date draws closer, the information provided will be
complete and aceurate.

Individual project costs within the CIP should include all costs related to design,
acquisition, construction, project management, equipment, legal expenses, mitigation of
damages, title costs, and other land related costs (e.g., computer lines, telephone lines,
ete.) when such information is available. The purpose of a CIP is to project the complete
cost of a project and all its components.
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How Are Financing Decisions Made?

Financing decisions are made based on established City policies, practices and available
funding options. The most obvious option is to use current resources such as current
revenues, fund balance, and retained earnings; however, financing options must be
explored from time to time in order to meet all of the goals and objectives of the City.
These options are directly related to project timing and choice of revenue sources. The
City of Albemarle staff has and will continue to make recommendations to City Council
concerning the feasibility of funding each project and on the potential sources of funding
for each proposed project.

While some projects can be delayed until funds from existing revenues are available,
others cannot. If this situation was to arise, the City must investigate other options such
as grants, user fees, bonds, capital leases and loans and increased taxes, Again, Council
will have to weigh the needs and desire for projects against the financial impact and
revenue sources to fund requests. Staff will play a vital role in assisting City Council with
these issues.

SUMMARY

The Capital Improvement Program represents the mutual efforts of all City Departments,
the Mayor, and City Council to meet the infrastructure and service needs to serve City
residents and visitors. The guidelines of this document provide a basis for the conception
and preparation ot the City’s Capital Improvement Program. Following the guidelines of
the CIP is designed to result in improved coordination of City activities and expenditures,
to responsibly allocate limited City resources and to properly plan for large-scale needs
of the City of Albemarle.
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Phases P/R $ 600,000 % 600,000 1,200,000
Leplace

—adder 11  [Fire $320,000 $320,000 $320,000 $320,000 $320,000 1,600,000
Jeputy Chief]

Vehicle Fire $70,000 70,000
3CBA

Jpgrade Fire £60,000 $60,000 $60,000 $60,000 $60,000 300,000
Relocate

_adder 11 |Fire $500,000 500,000
teplace Fire

Station 2 Fire - $6,000,000 6,000,000
lescue

Apparatus  |Fire $750,000 750,000
Javement Public

Vigmt Plan [Works | § 350,000 450,000 | $ 550,000 650,000 { $§ 750,000 | $ 750,000 3,500,000
Iquipmt Public

Storage Works | § 300,000 300,000
“leet Maint. JPublic .

“acility Works | $§ 823,500 103,560 | $ 103,500 103,500 | $ 103,500 1,237.500
street Public

sweeper Works {$ 65,000 65,000 | § 65,000 65,000 | $ 65,000 325,000
skid Steer  |Public

~/Attachmts {Works | $ 13,200 13,200 | § 13,200 13200 ] $ 13,200 66,000
single Axle JPublic

Jump Truck {Works | $ 21,600 21,600 ¢ § 21,600 21,600 | § 21,600 108,600
street Public

Vacuum Trk |Works 97,200 [ § 97,200 97,200 | $ 97200 |$§ 97,200 486,000
Jump Truck

~/Snow

2low Public

Accessories [Works 120,000 120,000
0OW Public

Viower Works $ 80,000 89,000
bl Axie Public

Sump Truck |Works $ 37,800 37,800 | § 75600 [ $ 113,400 264,600




Single Axle |Public

Dump Truck |Works $ 108,000 $ 108,000

Streetscape JAdmin § § 52,500 | $ 202,000 | § 202,000 | $ 1,387,250 | § 1,387,250 $ 3,231,000

Corporate  |Econ.

Center Dev. $ 4,316,000 | $1,920,000 | $3,446,750 | § 1,920,000 $ 11,602,750
| $ 9,366,800 (% 6,702,500 | $ 7,963,050 | $ 8,115,350 S 4,540,350 [ $ 10,668,6001% 47,356,850
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