Implementation of Proposition 1B

An Informational Hearing

Tuesday, February 27, 2007 – 2:30 PM
State Capitol
John L. Burton Hearing Room (4203)

Background Paper
Introduction

On November 7, 2006, California voters approved Proposition 1B, the Highway Safety, Traffic Reduction, Air Quality, and Port Security Bond Act of 2006 (SB 1266 [Perata], Chapter 25), which authorized the issuance of $19.925 billion in general obligation bonds. 
Proposition 1B has many goals. These include reducing traffic congestion, improving safety, enhancing the mobility of people and goods throughout the state, reducing air pollution from goods movement, and securing California’s ports from terrorist activity.

This Hearing

Proposition 1B provides funding for 14 programs, each of which require that the Legislature make an appropriation before any funds can be allocated.  In addition, some of the 14 programs also need further statutory language for implementation, while other programs can, and will be, implemented administratively.

This hearing will review the Schwarzenegger Administration’s approach to implementing Proposition 1B and will provide stakeholders with an opportunity to respond to that approach and to provide additional perspective for the Senate’s consideration.  

The Governor’s proposed budget and draft trailer bill language present significant implementation questions for the Legislature.  In general, the Administration appears to be seeking broad authority to establish the 14 programs contained in Proposition 1B through guidelines adopted by executive branch agencies—the  California Transportation Commission for ten Proposition 1B programs, the California Air Resources Board for  two Proposition 1B programs, and the Office of Emergency Services for two Proposition 1B programs.  These guidelines would include provisions for auditing project expenditures, minimum project useful life standards, project delivery milestones, timely-use-of-funds requirements, and, in most cases, performance measures that projects must achieve.

While the Administration seeks statutory authority to implement these programs through executive branch guidelines, many Senators, including the Chair and members of this committee, have introduced bills to implement Proposition 1B programs.  
Issue.  The committee may wish to consider whether the Legislature should defer to executive branch agency guidelines for program implementation, or whether it is more appropriate to enact implementing legislation containing appropriate oversight and performance measures for those Proposition 1B programs requiring statutory implementation.

This hearing will focus on eight of Proposition 1B’s programs. Five of these are currently being implemented administratively:
· Corridor Mobility Improvement Account (CMIA)
· State Route 99

· State Transportation Improvement Program (STIP) augmentation

· State Highway Operation and Protection Program (SHOPP) 

· Local Bridge Seismic Retrofit Account

Three of the eight programs need further implementing statutes:

· State-Local Partnership Program

· Local Streets and Road Improvement, Congestion Relief, and Traffic Safety Account

· Public Transportation Modernization, Improvement, and Service Enhancement Account 

The remaining Proposition 1B programs will be the subject of two later hearings of this committee, the first on March 6, 2007, and the second on March 7, 2007. The March 7th hearing will be a joint hearing with the Senate Environmental Quality Committee, and it will examine the air quality impacts of the bond.

Proposition 1B Programs – Administrative Implementation
This section provides a description of each of the five programs that this hearing will examine that the California Transportation Commission (CTC) and the California Department of Transportation (Caltrans) are implementing administratively.  CTC’s and Caltrans’ representatives will provide testimony during the hearing on the current state of implementation of each of these five programs. Following their testimony a panel will discuss the readiness of the transportation community to implement these programs.

The Administration has requested that the Legislature make a supplementary appropriation $523 million in the current fiscal year (2006-07) to support Proposition 1B allocations in 2006-07, as follows:

· $100 million would be for CMIA

· $262 million for STIP Augmentation

· $15 million for Trade Infrastructure 

· $141 million SHOPP; and 

· $5 million for Local Bridge Seismic Retrofit

The Legislative Analyst’s Office (LAO) has raised several concerns about the Administration’s proposed appropriations in the budget for Proposition 1B implementation.  Most of those concerns—primarily concerning the balancing of legislative oversight versus executive branch flexibility—will be addressed in the budget subcommittee process beginning in mid-March.  

With that said, this urgency appropriation proposal raises several questions for this committee to consider.  For one, it is unclear what specific projects this $523 million current year appropriation would support.  Moreover, the LAO reports that it is unlikely Caltrans could expend these funds in the current year, as it takes months to award construction contracts for major public works projects.  
Finally, the appropriation request appears to conflict with the implementation process and timeline for many of the recipient programs.  While the trailer bill calls for guidelines, which will articulate performance measures, match requirements, and other standards to be adopted by December 31, 2007, the Administration is seeking funding for unidentified projects now.  It is unclear if those projects would be or even could be subject to the later-enacted performance measures. In addition, the Legislature is being asked to appropriate these funds now with no knowledge as to what those performance measures will be.                 
Questions.  The committee may wish to question CTC and Caltrans’ representatives about the current year appropriation request.  For example, given that CTC has yet to select the projects to fund under the CMIA, how was the $100 million figure for current year CMIA appropriation arrived upon? For what specific purposes or projects would this $100 million be expended?
Corridor Mobility Improvement Account




  
$4.5 billion
Proposition 1B created the Corridor Mobility Improvement Account (CMIA) to fund high priority improvements to heavily congested state highway corridors.  Caltrans and the regional transportation planning agencies and the county transportation commissions nominated projects that they consider to have the highest priority for reducing congestion.  In November, subject to the requirements of the bond act, CTC established criteria for selecting projects to receive funding. CTC is currently in the process of selecting projects to be funded from the CMIA. CTC held a hearing on February 20, 2007 to receive its staff recommendations, and CTC will meet to adopt the final list of projects to be funded through the CMIA on February 28, 2007. 
State Route 99







 
 $1 billion
State Route 99 traverses 400 miles of California’s Central Valley and is a major north-south corridor for the movement of both goods and people.  Proposition 1B provides $1 billion to Caltrans to fund safety, operational enhancements, rehabilitation, and capacity-expansion projects on this critical highway.

State Transportation Improvement Program (STIP) Augmentation

  $2 billion
Proposition 1B provides $2 billion to augment the STIP, which is a program of transportation projects that expand the capacity of the state highway system.  CTC shall allocate the STIP funds Proposition 1B provides in the same manner as it allocates other STIP funds. The 2006 STIP added no new projects to the state’s transportation program. The STIP augmentation corrects this funding deficiency.  CTC plans to adopt the augmented STIP in June of this year.
State Highway Operation and Protection Program (SHOPP)


  $750 million

Proposition 1B provides $750 million to augment the State Highway Operation and Protection Program (SHOPP), which programs funds for transportation projects that enhance the operation and preservation of the state highway system.  Funds that Proposition 1B provides for the SHOPP will be allocated in the same manner as other SHOPP funds. Caltrans shall, however, dedicate $250 million of the $750 million for traffic light synchronization or other technology-based improvements.
Local Bridge Seismic Retrofit






 $125 million
Proposition 1B provides $125 million for the 11.5% local match required to access federal Highway Bridge Replacement and Repair funds.  These federal funds are available to the state for seismic projects on local bridges, ramps, and overpasses, as determined by Caltrans.  Every $1 spent in this program leverages $6 in federal funding to complete the strengthening of hundreds of local structures.

Proposition 1B Programs – Statutory Implementation
This section provides a description of each of the three programs that this hearing will examine for which legislation will provide additional statutory implementation.
State-Local Partnership Program 






  $1 billion
Proposition 1B provides state matching funds for counties that generate local funds for transportation projects.  Local transportation agencies nominate projects and apply to the CTC for a dollar-for-dollar match. CTC made an initial effort to adopt guidelines to implement this program administratively. CTC released its draft guidelines in December. These proposed guidelines raised significant concern among regional and local transportation agencies. CTC is now looking to the Legislature for greater specificity as to which local funds can provide a match to bond funds and also to additional direction on distribution of funds under this program. 

Questions.  The committee may wish to ask panelists at the hearing what specific problems they found with CTC’s draft guidelines and also what they would  consider to be appropriate local funds to provide the local match for Proposition 1B bond funds.  In addition, the committee may want to ask panelists about problems their agencies experienced with the State-Local Partnership Program that previously existed (but for which statutory authorization expired in the early 1990s).
Local Streets and Road Account






  $2 billion
Proposition 1B establishes the Local Streets and Road Improvement, Congestion Relief, and Traffic Safety Account of 2006, which provides $1 billion in direct subventions to cities and $1 billion to counties on a formula basis for local transportation priorities.  The formula is in part population based. All cities, however, are guaranteed a minimum of $400,000.

The Administration’s budget trailer bill submitted on Proposition 1B proposes that prior to allocating these funds, CTC certify that any city or county receiving funds has submitted a plan to CTC on how the funds will be expended. In addition, the Administration is proposing that CTC allocate funds for capital improvements and that these funds be distributed on a “reimbursement basis.”

In contrast to the Administration’s proposal, Senator Dutton introduced SB 286, sponsored by the League of Cities and the California State Association of Counties, to provide that the State Controller allocate the funds based on the existing formula in Proposition 1B.  SB 286 requires the Controller to allocate the funds in two cycles between now and January 1, 2010. The bill also specifies that the Controller use population numbers from January 1, 2007. 
Local government representatives have expressed substantial concern about the Administration’s proposal, which they believe unnecessarily complicates the allocation of these funds for local street and road projects.  
Questions.  The committee may wish to ask CTC and other Administration representatives why CTC should be involved in allocating these funds rather than simply having the Controller distribute the funds by the formula in the Proposition 1B.  The committee may wish to ask the Administration’s representatives what “reimbursement basis” would mean in practical application. In addition, the committee may wish to ask representatives of the League of Cities and CSAC how they propose to ensure that these funds will be used for the designated purposes. 
Public Transportation 







  $4 billion
Proposition 1B provides a total of $4 billion for the Public Transportation Modernization, Improvement, and Service Enhancement Account. Of this amount $400 million is for Caltrans’ intercity rail program, including $125 million for acquisition of passenger cars and locomotives. The Administration is not proposing funding any intercity rail projects from bond revenues.

The Administration is proposing allocating $600 million from the Public Transportation Modernization, Improvement, and Service Enhancement Account for the 2007-2008 fiscal year, $350 million appropriation for fiscal year 2008-2009, and $350 million for fiscal year 2009-2010.

Because of the structure of the Governor’s budget, the $600 million for fiscal year 2007-2008 does not represent additional revenue for the transit capital program. This is because the Governor’s budget reduces the Public Transit Account (PTA) by $1.111 billion. The PTA funds both transit operations and transit capital. The Governor’s budget diverts PTA funds and then backfills the PTA with bonds funds.
Funds the Governor’s budget diverts from the PTA would be used for the following:

· $627 million for home-to-school bus service;

· $144 million for transportation services provided by the Regional Centers; and

· $340 million for debt service on transportation bonds. 
After the funding proposals by the Administration, there remains in the PTA, $187 million for transit operations, which the Administration proposing augmenting through an appropriation of $600 million from Proposition 1B public transportation funds.

Questions.  The committee may wish to ask CTC’s representative about the implications of the Administration proposal on transit capital programs funded through the STIP. In addition, the committee may wish to ask the California Transit Association why they wish that Caltrans participate along with the Controller in determining the allocation of bond revenues.
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