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INTRODUCTION
Both the Governor and the Legislature have made infrastructure investment a top priority for the 2006 legislative year.  Although united in their focus on providing infrastructure funding, there are significant differences among the various proposals on the types of infrastructure that should be funded and the programmatic changes that should accompany the funding.  The Senate Transportation and Housing Committee has been charged by the Senate leadership to consider the various proposals that relate to transportation and housing and to recommend to the conference committee both funding priorities and programmatic changes that should be included in a final bond package.

To fulfill this charge, the committee is holding a series of informational hearings to explore and discuss the competing proposals, using the Governor’s Strategic Growth Plan, as provided in SB 1165 (Dutton), as the starting point.  Today’s hearing is the second of five.  It will focus on the transportation project selection process.  Who decides what projects will receive an allocation of bond funds?  What are the selection criteria?  Are the matching requirements under the administration’s proposal appropriate and where will the funds come from?
THE GOVERNOR’S STRATEGIC GROWTH PLAN

The Governor has proposed a Strategic Growth Plan that seeks to address California’s long-term infrastructure needs.  The ten-year plan envisions a $107 billion investment in transportation facilities.  According to the background materials the administration has distributed describing its plan, the transportation funds are derived from $47 billion in existing funding sources, $48 billion from anticipated new non-state funding, and $12 billion from the Governor’s general obligation bond proposal.
As part of this plan, the Governor seeks to place before voters the Congestion Reduction, Clean Air, and Trade Corridor Bond Acts of 2006 ($6 billion) and 2008 ($6 billion) as well as a ballot measure in 2012 to approve the issuance of $14 billion in revenue bonds backed by the excise tax on gasoline and motor vehicle weight fees.  With respect to these bond funds, the administration would select projects to be funded, rather than use the existing State Transportation Improvement Program process.  The administration also proposes to make specified policy reforms to expand contracting authority for the department and local transportation agencies, and to authorize transportation entities, including the department, to build toll facilities and other revenue-generating projects with partners from the private sector.  These bond measures and statutory changes are contained in SB 1165 (Dutton).  

In addition, the Governor is proposing a constitutional amendment to permanently protect

Proposition 42 funds for transportation and eliminate the option for the Governor and Legislature to suspend the allocation in the future.  While not sponsored by the administration directly, this change is contained in ACA 4 (Plescia).

THE PROJECT SELECTION PROVISIONS OF SB 1165 (DUTTON)
Transportation Projects
Under current law, state and federal transportation funds are programmed through the State Highway Operations and Preservation Program (SHOPP) and the State Transportation Improvement Program (STIP).  The former represents safety and rehabilitation projects that do not increase capacity.  The latter represents system expansion projects.
Within the STIP, seventy-five percent of funds are allocated to counties to be programmed by regional transportation planning agencies (RTPAs) for regional projects, and 25 percent is allocated to the state to be programmed by Caltrans for interregional projects.  The county allocations are subject to formulas that dedicate 60% of funds to 13 counties in Southern California and 40% to the remaining counties in Northern California.  The amount that a county is allocated depends on both population size and the number of freeway miles in its jurisdiction.  County transportation commissions, through public hearings, nominate projects that they would like the RTPA to include in the regional transportation plan.  Once regional priorities are established, the RTPA adopts the regional plan through a public process and submits its plan to the California Transportation Commission (CTC), which may accept or reject the plan as a whole, but may not alter any portion of it.  The CTC adopts or rejects the regional plans at a public hearing of the full commission.
The Governor’s Strategic Growth Plan, as proposed in SB 1165, provides that the Secretary of the Business, Transportation and Housing Agency (BTH) and the Director of the Department of Transportation (Caltrans) shall propose guidelines for the programming of bond funds by September 1, 2006.  After holding public hearings, the CTC is required to adopt guidelines, with any potential amendments, no later than December 31, 2006.

In addition to proposing guidelines, the Strategic Growth Plan also charges BTH and Caltrans with proposing for funding to the CTC specific projects that are consistent with the guidelines.  Prior to the proposed projects being submitted to the CTC for adoption, the bill does not require any public process in which local or regional entities may submit projects for funding.  Projects selected by the administration must be included in a regional transportation plan.  However, the state’s list need not respect the priority order established by a region.  Regions may only recommend substitute projects, but Caltrans must approve of the substitution and the CTC must make a finding that the project is more consistent with the adopted guidelines.
Under the administration’s proposal, the allocation of bond funds would be exempt from the 60/40 Northern California/Southern California split and the county allocation formulas contained in the current STIP process.  Instead, the CTC-adopted guidelines shall include “consideration of a reasonable geographic balance at the system and project levels.”
While the STIP process in current law provides an opportunity for regional agencies to program funds toward their highest priorities, SB 1165 would have state agencies select the projects for funding in all categories.

Goods Movement and Air Quality Projects
SB 1165 also provides that the Secretary of BTH and the Secretary of the Environmental Protection Agency (CalEPA) shall develop a trade infrastructure and goods movement action plan in which criteria for selecting projects related to goods movement infrastructure and port mitigation will be established.  This plan must be submitted to the CTC by December 31, 2006 and every two years thereafter.  After holding public hearings, the Commission must adopt a final plan by December 31, 2007 and every two years thereafter.

Once the trade infrastructure and goods movement action plan is adopted by the CTC, the BTH and EPA secretaries may jointly propose a list of specific goods movement and air quality projects to be funded.  These project lists are subject to the general CTC guidelines mentioned in the previous section.  In addition, goods movement projects must be identified in the action plan and have four dollars in non-state matching funds for each dollar of state funds.  Projects funded with the air quality mitigation funds must have a one-to-one match.
MAJOR POLICY ISSUES
1.  Who decides?   SB 1165 asks voters to provide new resources for transportation through general obligation bonds and to approve the revenue bonding of existing gas tax funds.  In both cases, SB 1165 would substantially alter the way in which individual projects are programmed for funding.  The state, represented by the BTH and EPA secretaries and the CTC, would be solely responsible for project selection.  Proposed projects must be included in regional transportation plans but need not respect regional priority rankings.  While the guidelines for the expenditure of funds would be required to include “consideration of a reasonable geographic balance at the system and project levels,” these funds would be exempt from the guaranteed north/south and county allocations.
Today’s STIP process is a result of the passage of SB 45 (Kopp) in 1997.  The bill reflected the thinking that the state, through its Department of Transportation, should provide for intercity and interregional travel (e.g. "highway projects to regions") while regional entities should program regional projects (e.g. "highway projects through regions").  More importantly, perhaps, the bill was intended to better coordinate the provision of transportation infrastructure with local land use decisions.  Proponents of the bill believed that housing and transportation planning decisions should be linked, not decided in isolation from one another.  Cities and counties decide where future development will occur.  Proponents believed that by giving cities and counties more say in regional transportation decisions, outcomes would improve.
The administration apparently believes that the current STIP process does not effectively address major state transportation challenges.  Documents provided by the administration state, “Increased accountability for outcomes, particularly congestion reduction, is a centerpiece of the transportation portion of the Governor’s Strategic Growth Plan.”  However, the administration has not provided evidence that the current STIP process is unaccountable or that the outcomes are poor.  Nor has the administration shown how its proposal would increase accountability.  As proposed in SB 1165, the administration will base its project selection on metrics that “reduce traffic congestion, increase throughput on the state’s transportation system, vitalize the state’s trade corridors, improve air quality and keep California’s economy strong.”  However, these metrics and guidelines are yet to be designed and made public.

The committee may wish to consider whether transportation programming decisions are more appropriately made by the state alone or by a combination of state and regional entities.
2.  Creating more competition.  Historically, transportation capital projects have been programmed through the STIP.  Every two years, the CTC adopts a new STIP which contains a list of projects to be funded with available resources.  Until Proposition 42 funds were provided in the 2005-2006 budget, the CTC was poised to deprogram projects from the upcoming STIP.  Even with these funds, the CTC is unable to add any new projects.

In 2000, the Legislature in AB 2928 (Torlakson) adopted the Transportation Congestion Relief Program (TCRP) which included its own list of transportation projects to be funded.  While AB 2928 originally provided a separate funding plan for these additional projects, many of those funds were later diverted by the Governor and Legislature to cover budget deficits.  Many TCRP projects now remain unfunded or only partially funded.
In 2005, Congress enacted the Safe, Accountable, Flexible, Efficient, Transportation Equity Act: A Legacy for Users (SAFETEA-LU) which included “earmarks” for another list of transportation projects.  These earmarks provide only partial funding for a project.  The remaining unfunded portion must be made up by state or local sources.
There is some overlap between the three current lists of transportation projects, but more often than not the projects compete for limited funding.  Currently, there are insufficient funds to complete any of the three lists.

In bypassing the existing programs, the Strategic Growth Plan creates a fourth list.  Not only does that mean there would be no new funds to complete existing STIP, TCRP or SAFETEA-LU projects, but to the extent that the new list is not fully funded by the general obligation bonds, it would add competition for already scarce resources.
The committee may wish to consider whether new money should be directed to underfunded existing projects or to new a new list of projects.
3.  Alternatives to address administration’s goals.  The state’s road system consists of many components: interregional highways, regional highways, and local streets and roads.  The competition for scarce resources to maintain and expand each of these components is intense.

Caltrans has expressed its views for some time that the 25% of STIP revenues reserved for interregional projects in insufficient to complete major interregional projects.  To the extent that SB 1165, by giving the state more authority over project selection, is geared towards providing more resources for interregional projects, this could be achieved in other ways without requiring a completely new project selection process.  A few alternatives may include:
· Maintaining the current STIP process but allocating more than 25% of the general obligation bond revenues to interregional projects through the ITIP.

· Maintain the 75% allocation of STIP funds to regions, but exempt some of these funds from the county allocation formulas.  In essence, this would give the MPO’s a pot of money to direct at important intercounty projects.

To the extent that the Legislature is interested in creating a new process for the programming of bond funds, there are alternatives to the administration’s proposal that BTH and Caltrans alone propose funding guidelines and select projects for programming.  These alternatives would give the Legislature and/or regional transportation agencies more influence over the process.

· Allow for general obligation funds to be programmed by BTH and Caltrans, but require legislative approval for the guidelines under which projects would be selected.
· Have the CTC adopt guidelines for the expenditure of GO bond funds, but then allow regions and Caltrans to propose projects and let the CTC assess which projects best meet the commission’s guidelines.

The committee may wish to consider whether more of any new transportation revenues should go to interregional projects, and if so, what the appropriate roles are for the administration, the Legislature, and the regions with respect to setting guidelines and picking projects.  
4.  Where will the match funds come from?  The goods movement and air quality mitigation portions of the SGP each require a match.  Air quality mitigation projects require a one-to-one match.  Goods movement projects require a four-to-one match.  These match requirements may be met with any non-state source, including federal, local, and private funds.  However, the Governor’s proposal prohibits local agencies from shifting funds from existing projects to meet the match requirement.
It is not clear where the match funds will come from.  To the extent that SB 1165 prohibits local agencies from moving funds from other priorities to a goods movement or air quality project, it is likely that private funds will be the only available source.  Yet, other than asking for voluntary contributions from affected industry sources, there is no mechanism currently in place to obtain private funds.  Such a high match requirement on the goods movement side could easily affect the types of projects that get funded.  High priority projects may be left out for failure to meet the match.

The committee has already received letters of concern about the proposed match requirements in the Governor’s goods movement proposal.  The Alameda Corridor East (ACE) Construction Authority, whose project is on just about every possible list of high-profile goods movement projects, writes, “Staff is concerned about this new state matching policy.  None of the other key funding programs in the bill require such a limited state share.  Currently, ACE has 40% state participation in its overall funding, and it is doubtful that we would be able to qualify for these funds under such a high matching policy.”

Likewise, the Port of Oakland states, “One area of particular concern to the Port of Oakland is the initial language we’ve seen that would limit bond funding to no more than 20% of the cost to implement projects.  Given the relatively high cost of port-related projects, this cap would not give significant cost reduction to potential sponsors.  It would not serve as an effective incentive to bring other public and private funding to the table.”
It is also not clear why the administration proposes to prohibit local agencies from shifting funds from other projects to meet the match requirement.  To the extent that the project receiving state funds is a higher priority than a currently programmed project, this provision would prohibit local agencies from implementing their most important projects.

SB 1024 (Perata) also provides funds for trade corridor infrastructure improvements and for port mitigation strategies.  While the Perata bond requires a match for the trade corridor improvements, it leaves it to the CTC to determine the appropriate local, federal or private match level for the state funds.

The committee may wish to consider whether the match requirements in the SGP are feasible and will result in funds going to the highest priority projects.  In addition, the committee may wish to consider whether a mechanism should be created to help provide the match funds.
5.  Which entity is best suited to allocate air quality mitigation funds?  Under SB 1165, funds for port air quality mitigation are allocated by the CTC to projects that are consistent with the trade infrastructure and goods movement action plan.  Under current law, the California Air Resources Board (CARB) administers, in whole or in part, the state’s emission reduction programs.  These programs include financial assistance and incentive programs, such as the Carl Moyer Memorial Air Quality Standards Attainment Program, as well as regulatory programs.

It is unclear what expertise the CTC has in determining what programs and strategies would best reduce air pollution at California’s ports.  The committee may wish to consider whether the CTC is the appropriate agency to allocate funds for port mitigation strategies.

6.  Linking state investment with port air quality.  The Strategic Growth Plan proposes to invest $3 billion in goods movement facilities and an additional $1 billion in air quality mitigation at ports.  The goal is to move more goods with less pollution.  However, between 2005 and 2020 trade is projected to increase at the ports of Long Beach and Los Angeles alone from 15.5 million containers to 40-45 million containers.  Even with new investments in air quality, the growth in ship, truck and train traffic is likely to overwhelm these investments, resulting in worse air quality overall.  Moreover, the $2 billion for air quality mitigation (half of which comes from unidentified non-state sources) represents only a fraction of the $2.8 - $5.6 billion identified by the Air Resources Board in its Emission Reduction Plan as necessary to reduce NOx emissions at the ports of Los Angeles and Long Beach by 80% by 2020.
The proposed historic state investment in goods movement infrastructure may provide an opportunity to set emission reduction targets at ports and establish consequences for any future failure to meet the targets.
The committee may wish to consider whether its investments in goods movement infrastructure should be linked with emission targets at ports. 
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