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Issue:

· Status Update on Recent Activities with Respect to AIG
· State Legislature proposes major transportation restructuring program without funding public transit


The proposal would eliminate the state gas tax and the state sales tax applied to gasoline sales.  These taxes are replaced with a $0.39 per gallon fee on gasoline sales, which would be indexed to increase over time.  Revenue from the new fee would be allocated in the following manner: 33% to cities and counties for street and road repair, 45% to the State Highway Account for maintenance and the State Transportation Improvement Program (STIP) and 22% to a new fund to be allocated by the Legislature. The Legislature argues that the new revenue would be equivalent to the existing levies and would be allocated in a manner roughly equivalent to how these revenues are currently allocated, with one key exception: public transit would be excluded from the new fee.

	It is argued that the new fees are protected under Article XIX of the State Constitution, which protects the state gas tax from diversion to other uses, including the State General Fund and transit rolling stock and operations.  Furthermore, the Legislature in calling the $0.39 imposition a fee must meet a nexus test.  Under this test, public transit is not determined to have a nexus with the basis of the fee and therefore would not be an eligible use.  In short, while the sales tax on gasoline could be allocated to transit, including transit operations, the new $0.39 fee cannot.

Staff have identified the following initial impacts:

· The new fees will not be allocated to public transit resulting in a loss of revenue to public transit.  The sales tax on gas also included the spillover mechanism which is now eliminated... Our FY09 budget includes $227.1 million of new STA funds based on the State Controller’s estimate in January 2008.  $30.5 million is allocated to the countywide municipal operators and $196.7 million is allocated to Metro bus and rail operations.  The elimination of $196.7 million of STA represents nearly 16% of our bus and rail operating budget of $1,232.6 million.  The loss over the next 10 years would be well over $2 billion to L.A. County public transit operators. Permanent elimination of this funding would result in a loss of $2.15 billion forecasted to be available in the Metro’s Measure R expenditure plan and the staff recommendation for the Long Range Transportation Plan over the next 10 years.

· In allocating 45% of the funds to statewide highway maintenance and the STIP, there will be more funds for these programs. However, the maintenance programs at Caltrans are subject to allocation by the California Transportation Commission (CTC). 

· Bond funded projects are threatened by the lack of a state budget.  The State’s Pooled Money Investment Board recently announced that funding for a myriad of bond funded infrastructure projects will not be available unless the State’s budget deficit is resolved.  Funding for many of Metro’s projects including the I-405 Northbound HOV lane and the Union Bus Division are now in jeopardy.  The fee would be used, in part, for debt service on the bonds, but we are concerned that the portion of the bond proceeds used for transit would not be eligible for debt service from the new fee, thereby jeopardizing the Prop. 1B transit bonds. 

Next Steps:
The package of bills were approved in a previous special session and it is expected that they will be reconsidered in future special sessions. In our discussions with Legislators, members recognized that public transit was not thoroughly addressed and expressed a willingness to work with the public transit community to address remaining issues in next year’s legislative session. However the dedication of any new revenue would require a 2/3 vote which is clearly difficult to achieve.

Lastly, the Howard Jarvis Taxpayers Association and a number of state legislators, today, announced they have filed a lawsuit challenging the legality of the overall refinancing package.
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