
 
 

 
 

 
 
 

STAFF REPORT 
 
 
 
 
 
SUBJECT: State Budget and Pending Legislation      
 
 
MEETING DATE: June 17, 2004  AGENDA ITEM:  15          
 
 
RECOMMENDATION: 
 
A. Receive report on Governor’s May Revise for FY 2004-05 Budget. 
 
B. Receive report on pending state legislation. 
 
DISCUSSION: 
 
The May Revise version of the Governor’s FY 2004-05 budget proposal was release on May 13.  
The transportation funding features of the revision—while far from ideal—are a substantial 
improvement from the severe cutbacks proposed by the administration in January.  Attached is 
a staff summary of the transportation provisions of the May Revise.  
 
Many bills relevant to SBCAG and other regional agencies have been introduced in the current 
session of the state legislature.  Staff believes that it is important to track bills that may impact 
SBCAG or its member agencies and that it may be necessary for the board to take positions on 
such legislation so that we can communicate this to the sponsors, our legislative delegates and 
regional organizations to which SBCAG belongs such as the California Association of Councils 
of Governments (CALCOG) and the Self-Help Counties Coalition.    
 
Attached is a summary of several bills being monitored and evaluated by staff having to do with 
voter approval requirements for local transportation sales tax measures, state fuel taxes, Safe 
Routes to School program funding, High Occupancy Toll (HOT) lanes, Freeway Service Patrol 
program  funding  and the Regional Housing Needs Allocation (RHNA) process.  Positions 
adopted by CALCOG, California State Association of Counties (CSAC) and the California 
League of Cities are noted. Monitoring legislation is one of the functions of the SBCAG 
Government Affairs/Public Information Coordinator position to which Gregg Hart was recently 
appointed.   
 
COMMITTEE REVIEW:  None      
 
STAFF CONTACT: Jim Kemp, Gregg Hart  
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Summary of Transportation Provisions in  
May Revise for FY 2004-05 State Budget Proposal  

 
 
On May 13, the Governor released the May Revise for the proposed FY 2004-05 state budget.  
The provisions in the budget regarding transportation funding are a substantial improvement 
over what was proposed last January by the administration.  Following is a summary of the key 
transportation provisions of the May Revise and how they differ from the original budget 
proposal: 
 
Proposition 42.  The administration in January had proposed a suspension of Prop 42 to help 
address a general fund shortfall.  The suspension of Prop 42 would have been a permanent 
loss of more than $1.1 billion for transportation as (unlike previous suspensions) there was no 
provision for payback of these funds. 
 
The May revise proposes that the suspension of Prop 42 in FY 04-05 be a loan with repayment 
starting in FY 07-08.  Repayment of the “loan” is proposed to come from renegotiated Indian 
gaming contracts. 
 
The May Revise also proposes to allocate $383 million in general fund revenues for repayment 
of prior year Prop 42 loans to the general fund.  This would be allocated as follows:  $184 
million to the State Highway Account (STIP) 
  $163 million to the TCRP projects (see below) 
  $  36 million to the Public Transportation Account  
 
The loan repayment to the State Highway Account is similar to the amount that was assumed in 
the Fund Estimate for the 2004 STIP.  Thus it would appear that the modest funding target for 
FY 04-05 will be covered and the CTC should be able to allocate funds for projects programmed 
in the first year of the 2004 STIP.  SBCAG programmed projects up to the region’s $4.4 million 
target for 04-05.   
 
TCRP.  In January, the Governor proposed to eliminate funding for the Traffic Congestion Relief 
Program—a list of 141 projects selected by the Davis administration and funded off the top from 
revenues generated by Prop 42.   
 
The May Revise, reinstates the TCRP and provides $163 million in Prop 42 revenues for 
projects that have existing allocations.  The administration proposes a comprehensive review of 
each project in the TCRP using the following criteria:  economic impact, including job creation, 
impact on goods movement and leveraging of local, federal and private funds.  Note that the 
only TCRP project in Santa Barbara County (City of SB—State Street Smart Corridor project) 
has already been completed. 
 
Cash to accrual accounting.  The administration had proposed to generate $800 million in 
one-time transportation funds by switching from cash to accrual accounting for federal aid 
projects.  The state expected to realize savings by obligating federal funds for projects 
according to the amount needed for each project year-by-year rather than obligating all funds 
required to complete each project at the beginning.  The proposal generated several concerns: 
diversion of most of the savings to the general fund with only $200 million going  to 
transportation; the time and resources needed to carry out  a very complex new accounting 
system; and federal funds might not be available when needed leading to additional costs for 
local agencies.    
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The May Revise retains a much more favorable proposal for cash to accrual accounting.  It 
proposes that any savings resulting from the shift be preserved for transportation purposes with 
no general fund diversion.  The administration estimates the one-time savings to be $200 
million. 
 
GARVEE Bonds.  GARVEE bonds can be issued by the state to generate current funding to for 
transportation projects.  Future federal funds are pledged for principal repayment and debt 
service costs.  The January budget proposed a cap on GARVEE’s in FY 04-05 of $800 million.   
 
The May Revise eliminates the cap on GARVEE bonds.  This means that the CTC could 
potentially allocate more GARVEE funds for STIP projects on the “pending allocation” list (as 
well as for SHOPP and TCRP projects).  The appropriateness of issuing GARVEE’s will 
continue to be evaluated on project by project basis by the CTC.  Statutes require that the 
added costs for debt service must be paid from the county share of the region in which each 
GARVEE funded project is located (or from the ITIP if the project is programmed in the ITIP). 
 
High Speed Rail.  Current statute calls for a $9.95 billion general obligation bond measure to 
be placed on the November 2004 ballot to fund a portion of the state high speed rail project and 
other intercity rail improvements.  The administration called for this measure to taken off the 
ballot in 2004 in the mid-year budget proposal, stating that the funding for high speed rail needs 
to be reviewed as part of an overall discussion of transportation needs and funding.  There is no 
change in the May Revise. 
 
Conclusions.  While the May Revise is much better news than expected for transportation, it is 
far from a solution to the current funding shortfall.  If the budget is approved as submitted, the 
state’s impoverished general fund will owe transportation accounts more than $3.0 billion in 
outstanding loans that are supposed to be paid back in future years.  Much of the money for 
proposed for loan payback in 04/05 will depend on success in getting more revenue from state 
Indian gaming contracts—not a done deal.  In addition, its likely that some legislators will have 
other priorities for general funds and the budget could be altered during upcoming reviews by 
the legislature. 
 
There will be some capacity to allocate STIP funds, both with general fund revenues (loan 
payback to SHA) and GARVEE bonds, but its too soon to tell how much and which projects 
might benefit from them.  The CTC should have sufficient STIP funding to allocate for the $4.4 
million worth of projects that SBCAG has proposed for FY 04-05 in the 2004 STIP (the 2004 
STIP will be adopted by the CTC in August).   
 
There is no provision in the budget for allocating AB 2928 revenues to cities and counties.  This 
means that more than $2 million in Prop 42 revenues that would have come to Santa Barbara 
County and cities for street maintenance/rehab will be deferred.   In a phone conference last 
week, BT&H Secretary McPeak indicated that the administration would consider allocating 
revenues for Prop 42 purposes including local streets and roads, if additional funds are realized 
through renegotiation of the Indian gaming contracts. 
 
Perhaps the brightest spot for transportation in the administration’s budget is that it represents a 
significant turnaround from the mid-year proposal.  The Governor has made economic recovery 
a top priority and his statements in the budget address reflect an understanding that 
transportation is critical for the recovery and that the state can’t continue to underinvest in its 
infrastructure.   
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