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	State Budget Update – Impacts of the May Revision

On Friday, Governor Schwarzenegger issued the May Revision of his State Budget Proposal.  This alert focuses on the specific issues of concern to Metro that will now be at issue in future budget deliberations.

Transit Operations Funding

The recently enacted transportation funding legislation included two provisions relating to transit operations funding. First, $400 million was allocated to transit operators statewide and is to be available for the remainder of this fiscal year and next.  The funds were to be treated as immediate appropriations and staff has been working with the Controller’s office to secure these funds.  The May Revision was silent on this allocation and the Legislative Budget Committees have not taken any action to repeal this appropriation. We are fairly confident at this time that this appropriation will stand and that these funds will soon flow to Metro and the municipal operators.  

Secondly, the package also retained the sales tax on diesel fuel for allocation to transit operators. This amount is estimated to be $350 million annually and would begin allocation in 2012.  The May Revision was silent on this issue and the Legislative Budget Committees have not taken any action to repeal this provision.  However, since the budget process is just beginning and since the cuts to non-transportation programs are significant, it is entirely possible that the Legislature may reconsider this provision.  It should be noted that the eligible uses of these funds is constricted due to the lawsuit filed by the California Transit Association.

Transportation Bond Sales

Chronic State budget deficits have caused difficulties in selling enough bonds to meet the needs of all the capital projects in the state.  This has led to the State having to essentially ration bond allocations amongst the various needs such as education, water and transportation.  Metro has a number of major capital projects which rely on future bond sales including the I-405 HOV lane and the Exposition Light Rail line. The recently enacted legislation referenced above also included a set aside for transportation funds to reimburse the General Fund for transportation bond expenditures.  This set-aside would relieve the General Fund of the transportation bond expenditures and, staff argues that the transportation bonds should now be treated separately from other General Obligation bonds since there is now a dedicated source of repayment.

Staff has implemented an aggressive program to ensure that our projects continue to be funded including meetings with the State Treasurer and State Controller as well as regular communication with key members of the budget committees to advocate on behalf of our bond funded projects.  Additionally, staff is working diligently with Caltrans to ensure that Metro’s projects are clearly included in the projections for future bond needs. We understand that the State has sold enough bonds to keep projects funded through early 2011.  

2010 State Transportation Improvement Program
 

California Transportation Commission staff have indicated that the Governor's budget proposal will not trigger a change to the 2010 State Transportation Improvement Program (STIP) Fund Estimate.  If, when the State budget is adopted, there are not enough funds for the 2010 STIP as adopted, they will do an allocation plan to manage the cash flow problems that may be presented by the final budget action. 
Next Steps

The State Legislature will soon begin consideration of the May Revision in the Subcommittee process and this process is anticipated to take place over the next two weeks. After that, the Legislature intends to begin the Conference Committee process.  It is important to note that most observers of the budget process feel that this will be one of the most challenging budgets of the past few years.  Additionally, the Governor’s proposal includes massive cuts to major programs that will face significant opposition in the Legislature.  It is entirely possible that many in the Legislature may look to transportation funds as a means to offset the cuts to other programs.  
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