
Budgeting 101
With an Introduction to Municipal Finance



Introduction to Budgeting

• Budgeting is the process of turning policy 
into a financial plan. The budgeting 
process employs multiple disciplines to 
f l tformulate a:

Financial Plan

Operations Guide

Communications Device

Policy Document
• Standard Criteria of Government Finance Officers 
Association for budget reviews
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Association for budget reviews



Definitions

• Budget – A plan of financial activity over a given 
period of time indicating all planned revenues andperiod of time indicating all planned revenues and 
expenses within the period.

• Appropriation – The legal authorization to incur 
obligations and to make expenditures for specific 
purposes.

• Budget Calendar Schedule of key dates which a• Budget Calendar – Schedule of key dates, which a 
government follows in preparation and adoption of 
the budget (IC 6‐1.1‐17‐5).

• Encumbrance – A commitment of appropriated 
funds to purchase an item or service. 
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Definitions

• Expenditure – The payment of cash or transfer of 
property or services for the purpose of acquiring anproperty or services for the purpose of acquiring an 
asset, service, or settling of a loss. 

• Fund – A set of accounts with revenues and 
expenses, which are segregated for the purpose of 
carrying out a specific purpose or activity.

• Fund Balance The excess of assets of a fund over• Fund Balance – The excess of assets of a fund over 
its liabilities.

• Revenue – The sources of income for a government.g
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Budget Process 

Spring –Budget 
Instructions 

Issued

August FiscalAugust – Fiscal 
Officers Prepare 
Budgets and 
Introduce

February ‐DLGF 
Approval/ Budget 
Implemented

September‐
Deliberations and 
Public Hearing

Fall –

Fiscal Body 
Adoption
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Budget Calendar

March 1 Assessment Date of All Property

May Budget Instructions Issuedy g

June 30 First 6 Months Fund Balances Available. 
Beginning of 18 Month Budget Cycle

July Units and Fiscal Officers Prepare Budgets 

August 1 Auditor’s Certify Net Assessed Values to DLGF

September 15 Last Day To Submit Budget for Non‐Binding 
Recommendation

September 20 Last Day for Public Hearing on the Budget,
Rates, and Levies

September 30 Last Day for Fiscal Body to Adopt Budget, 
Levy, and Rates

December 31 End of Year and End of Budget Period

February 15 DLGF Certifies Budget Orders
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Budget Structure

• Budgets are structured to provide legal 
controls and facilitate accountability

Designed so money is used for what it 
d dwas intended

Provide public with accountability

Guide and control operations

Provides units with the ability to amend 
the original budget to adjust for changing 
priorities and emergencies
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Budget Structure

• Budgets are organized around several 
different hierarchies:

Fund Structure – groups financial activity by 
the appropriate fundsthe appropriate funds

Account Structure – describes the financial 
activity such as salary expense or rent 
payment

Organization Structure – Larger organizations 
will be structured by department divisionswill be structured by department, divisions, 
sections, etc.
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Fund Structure

Fund Groups (or Types)
• General Fund – all financial activity not required to be 

posted in other funds

• Special Revenue Fund – funds for dedicated purposes

• Enterprise Funds‐ funds for activities that function like a 
business

• Capital Funds – used to acquire physical assets with a p q p y
relatively long useful life (buildings, fleets, etc.)

• Internal Service Funds – clearing accounts for accounting 
purposesp p

• Debt Service Funds – used for payment of principal and 
interest expense
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Fund Structure (Continued)

Subfunds:
• General Fund (Group):

Provides “General Government” services 
hsuch as:
Police

Fire

Redevelopment

Primary revenue sources are property and incomePrimary revenue sources are property and income 
taxes. Other revenues include fees, user charges, 
and interest earnings of cash deposits and 
investments.
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Fund Structure (Continued)

Subfunds:
• Special Revenue Funds‐ Funds for specific 
purposes with “dedicated” revenues

Sanitation

Solid Waste collection

Solid Waste DisposalSolid Waste Disposal

Parking Meter

Traffic DeferralTraffic Deferral 

Motor Vehicle Highway

Local Road & Street
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Fund Structure Example
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Fund Structure (Continued)

• Subfunds:
Capital Funds – Used to acquire fixed 
assets with long useful life

Cumulative Funds (Available for most units)

Capital Project Funds (Schools and Libraries)

Construction Funds or Bond FundsConstruction Funds, or Bond Funds
Usually a separate fund for each bond issue

Normally, budget is approved when bonds are 
issued and the appropriation carries over into 
future years‐until project is completed.

Capital Funds may be tax supported.
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Fund Structure (Continued)

Debt Service Funds – Used to pay 
principal and interest expense on 
outstanding debt.

Appropriated annually

Typically paid from property taxes
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Organization Structure

• Not all budgets are departmentalized

• DLGF only looks at budgets by fund 
(IC 6‐1.1‐17‐16)

• County governments are structured 
similarly to the state and federal 
government:

Executive, Legislative, and Judiciary
• Based on separation of powers – This also 
reflects accounting and auditing principals of 
division of responsibility to provide checks p y p
and balances
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Organization Structure

• Budget Controls
Control is at the local level by ordinance orControl is at the local level by ordinance or 
resolution and is established at the department, 
fund, and major classification level

Level of control at state level (DLGF) for a budget 
is by fund and total

P l i (IC 6 1 1 18 10)• Penalties (IC 6‐1.1‐18‐10)
If proper officers make excessive appropriation 
they are guilty of malfeasance in office and theythey are guilty of malfeasance in office and they 
are liable for 125% of the excessive 
appropriation.
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Account Structure

• Typically referred to as “chart of 
accounts”

Conforms to “GAAP”

Oversight authority is with State Board of AccountsOversight authority is with State Board of Accounts

Provides groups of similar expenses and revenues giving 
more information

Ex Personal ServicesEx: Personal Services

Regular Salaries

Uniform Salaries

Part‐time 

Health Insurance Benefits

Pension Contribution

FICA
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Account Structure

• Generally, account structures use 4 or 5 
major categories for expense

Sometimes called characters or objects

M j iMajor categories are:
Personal Services

Suppliespp

Other Services and Charges

Capital

Internal Charges (or transfers)Internal Charges (or transfers)
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Budget Form 4‐A

PRESCRIBED BY THE DEPT OF LOCAL GOVERNMENT FINANCE Budget Form 4-A (Rev. 2002)
APPROVED BY STATE BOARD OF ACCOUNTS BUDGET REPORT FOR

______________________________________________ _____________________________________
TAXING UNIT                             COUNTY

ORIGINAL FINAL BUDGET AFTER
PUBLISHED AMOUNT  APPROVED  BY REDUCTION ORDERED

BUDGET LOCAL COUNCIL TAX ADJUSTMENT BY THE DEPT OF
APPROPRIATION OR BOARD BOARD LOCAL GOVT.  FINANCE

FUND: DEPARTMENT: _______________________ FUNCTION:

100000  PERSONAL SERVICES
200000  SUPPLIES
300000  OTHER SERVICES AND CHARGES
400000  CAPITAL OUTLAYS
     9999  TOTAL 0 0 0 0

FUND: DEPARTMENT: _______________________ FUNCTION:

100000  PERSONAL SERVICES
200000  SUPPLIES
300000  OTHER SERVICES AND CHARGES
400000  CAPITAL OUTLAYS
     9999  TOTAL 0 0 0 0

FUND: DEPARTMENT: _______________________ FUNCTION:

100000  PERSONAL SERVICES
200000  SUPPLIES
300000  OTHER SERVICES AND CHARGES
400000  CAPITAL OUTLAYS
     9999  TOTAL 0 0 0 0
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 FUND ___________________________ TOTAL ________________
(ONLY IF DEPARTMENTALIZED)



Simplified Budget Formula

• Beginning cash & investments

• Less projected expense

• Plus anticipated revenuesp

• Less encumbrances (purchase orders and 
outstanding vouchers payable)g p y )

• Equals ending cash & investment 
balances
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Budget Form 4‐b

PRESCRIBED BY THE DEPARTMENT OF LOCAL GOVERNMENT FINANCE Budget Form 4-B (Rev 2002)
APPROVED BY STATE BOARD OF ACCOUNTS

__   ____  ___  _______   _________
ID    YEAR   CO      TYPE           FUND

BUDGET ESTIMATE- FINANCIAL STATEMENT- PROPOSED TAX RATE                   BUDGET ESTIMATE- FINANCIAL STATEMENT-   PROPOSED TAX RATE
                              TAXING UNIT __________________________________________ COUNTY ___________________________________
                               FUND ________________________________________________ NET ASSESSED VALUATION__________________

(This form is to be prepared for each fund that requires either a tax rate or an appropriation)
(NOT TO BE PUBLISHED)

FUNDS REQUIRED FOR EXPENSES TO DECEMBER 31st OF INCOMING YEAR

AMOUNT USED TO COMPUTE 
PUBLISHED BUDGET APPROPRIATING     

BODY
TAX ADJUSTMENT  

BOARD

CONTROL BOARD   
AND DLGF FINAL 

ACTION

1.  Total budget estimate for incoming year
2.  Necessary expenditures, July 1 to December 31 of present year, to be made from appropriation     
     unexpended
3.  Additional appropriation necessary to be made July 1 to December 31 of present year
4.  Outstanding temporary loans
     a.  To be paid not included in lines 2 or 3
     b.  Not repaid by December 31 of present year
5.  TOTAL FUNDS  required (add lines 1,2,3,4a and 4b)

FUNDS ON HAND TO BE RECEIVED FROM SOURCES OTHER THAN PROPOSED TAX LEVY:
6.  Actual cash balance, June 30 of present year (including cash investments)
7.  Taxes to be collected, present year (December settlement)
8.  Miscellaneous revenue to be received July 1 of present year to December 31 of incoming year
     (Schedule on File):
     a.  Total Column A Budget Form 2
     b.  Total Column B Budget Form 2
9 TOTAL FUNDS (Add li 6 7 8 d 8b)9.  TOTAL FUNDS  (Add lines 6, 7, 8a and 8b)
10. Net amount to be raised for expenses to December 31 of incoming year (deduct line 9 from 5)
11. Operating balance ( not in excess of expense January 1 to June 30, less miscellaneous 
      revenue for same period)
12. Amount to be raised by tax levy (add lines 10 and 11)
13. Property Tax Replacement Credit from Local Option Tax
14. NET AMOUNT TO BE RAISED BY TAX LEVY (deduct line 13 from line 12)
15. Levy Excess Fund applied to current budget     XXXXXXXXXXXXXX    XXXXXXXXXXXXX    XXXXXXXXXXXX
16. Net amount to be raised
17 Net Tax Rate on each one hundred dollars of taxable property
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17. Net Tax Rate on each one hundred dollars of taxable property



Property Tax Controls

• Generally, Indiana limits growth in 
property taxes to the amount that was 
levied in the previous year plus an 

t t id th taverage state‐wide growth percentage. 
There are some exceptions to the 
maximum levy Funds can be classified as:maximum levy. Funds can be classified as:

Levy controlled

R t t ll d ( l ti )Rate controlled (cumulative)

Debt service (or “need controlled”)
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Controlled and Exempt Levies

Controlled Levies

Levies included in the maximum levy 
calculation

Includes: general fund, Motor Vehicle 
Highway, Park, Police/Fire Pension Funds

Exempt Levies

Exempt from maximum levyp y

Includes: debt service, cumulative capital 
development fundsdevelopment funds

“Committed to a fair and equitable property tax system for Hoosier taxpayers.” 23



Property Tax Controls

• Levy controlled funds:
Cannot exceed the “maximum levy” 
unless permitted by the State within a 

il f k lstatutorily set framework: excess levy 
appeal process

Ma le is allo ed to ro ea h b theMax levy is allowed to grow each by the 
lesser of state‐wide average growth in 
non‐farm personal income or 6%non farm personal income or 6%

Because levy is limited, rates can increase 
or decrease based on AVor decrease based on AV
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Property Tax Controls

• Rate controlled funds:

Maximum allowable rates are set  by 
statute

Capacity of funding is independent of 
needs

Rates are reduced annually to changes in 
AV’s due to “trending” or Reassessment
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Property Tax Controls

• Debt service (or “need Controlled”)

Levies are set based the amount 
necessary to pay principal and interest 
expense on debt

School and Library Capital Project Fund 
levies are based on amount needed to 
fund the plans as adopted by fiscal body. 
CPF also have a rate cap and are allowed 
the lesser of rate cap or needs of the 
lplan.
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Circuit Breaker Credits

Circuit breakers limit a tax payers liability

Credits are percentages of gross assessed 
value

Percentages vary with the type of property: 
2009 Homestead is 1.5%; Other residential, 
agricultural and long term care facilities isagricultural and long‐term care facilities is 
2.5%; commercial and industrial is 3.5%

Credits affect the property tax distributionCredits affect the property tax distribution, 
not the certified levy

Losses cannot be recovered from propertyLosses cannot be recovered from property 
taxes
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Budget Approval Process

• Some budgets require board approval

• Nearly all budgets require fiscal body 
approval (simple majority)

• County councils issue non‐binding 
recommendations for budgets of civil 
taxing units with elected fiscal bodies 
that impose a property tax (IC 6‐1.1‐17‐

)3.5)

• Tax supported funds are required to be 
reviewed and certified by DLGF
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Approval Requirements

• Minimum Requirements:
Budget must be advertised twice (IC 5‐3‐
1‐2) at least one week apart before 
A 10 hAugust 10th

Budgets must have had a public hearing 
(IC 6 1 1 17 5) 10 da s before adoption(IC 6‐1.1‐17‐5) 10 days before adoption

Public must have had at least 10 days 
notice (advertisement) prior to publicnotice (advertisement) prior to public 
hearing. DLGF prescribes the format of 
the advertisement.the advertisement.
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DLGF’s Role

• Verifies compliance with all advertising and 
bli h i ipublic hearing requirements

• Enforces maximum levy limits

• Prescribes all forms used for budgets

• Uses certified assessed values from county 
di l l hauditor to calculate the property tax rates to 

generate the levies required to fund the 
budgetbudget

• Adjusts rates and levies when necessary to 
remain within maximum limitsremain within maximum limits 
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DLGF’s Role (Continued)

• Will only approve funded budgets

• Verifies all financial information 
submitted by units to formulate budgets

• Conducts public budget hearings before 
certification

• Calculates and certifies the tax rates to be 
charged against all taxable property in 
the county
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DLGF’s Role (Continued)

• Reviews requests for additional 
i i f f d d bappropriations from funds supported by 

property taxes, income taxes, MVH or LR & S 
taxes ‐ Additional appropriations are limitedtaxes ‐ Additional appropriations are limited 
to amount of available fund balances

• Authorizes creation and establishment ofAuthorizes creation and establishment of 
certain funds

• Reviews appeals for exceptions to theReviews appeals for exceptions to the 
property tax levy limits 

• Reviews the establishment of new taxing g
units
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Contact Us

• Phone: 317.232.3777

• Fax: 317.232.3789

• Web site: www.in.gov/dlgfWeb site: www.in.gov/dlgf
• “Contact Us”: www.in.gov/dlgf/2338.htm
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