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State Budget – May Revision
Yesterday Governor Schwarzenegger released the May Revision to the State Budget. During the press conference, the Governor made encouraging comments related to restoring the state’s commitment to funding transportation and the importance of transportation investment to the economy.  The Governor’s proposal would continue the suspension of Proposition 42 for this year but begin the process of repaying the transportation loans from revenue generated from Indian gaming. The following summarizes the proposals related to transportation:
Proposition 42

The Governor continues his proposal to suspend the allocation of Proposition 42 funds for the FY 2004-05 Budget.  The January Budget proposed to suspend Proposition 42 with no repayment.  The use of Indian gaming revenues will be used to convert this action into a loan that would be repaid in 2008.  
2004-2005 Loan Repayment
The Governor recommends the allocation of $383 million from the General Fund and other sources to transportation.  These funds would be allocated as follows.
· Repay $184 million to the State Highway Account (SHA).  These funds were anticipated in the 2004 Fund Estimate so this action does not create any ability to fund new projects.
· Repay $36 million to the Public Transportation Account (PTA).  These funds will be allocated through a portion of the PTA that ultimately funds the State Transportation Improvement Program(STIP).  Again these funds do not result in new capacity but will essentially serve to keep the STIP at its current level.
· Allocate $163 million to projects in the Traffic Congestion Relief Program (TCRP) for cash flow purposes.  These funds will be available to projects with previously approved allocations and will only address current cash requirements.
· Repay as much of the 2003-04 loan as possible based on income from tribal gaming revenues. 
Traffic Congestion Relief Program Projects
The Governor is proposing that all TCRP projects be reevaluated based on the following criteria:
· Economic impact including job creation.
· Impact on goods movement.
· Leveraging of local, federal and private funds.
The Governor recommended in his original budget that all TCRP project be repealed.  The modification of that recommendation to reevaluate the projects is a significant change from the January proposal but will need to be closely monitored as it moves forward.  
Cash Management Procedures 
The Governor is withdrawing his January proposal to utilize cash management techniques to recoup $800 million.  Under that proposal the recaptured funds would have been used to pay transportation-related general obligation bonds.  This proposal has proven to not be as effective as originally envisioned and is being withdrawn.  This should result in the prevention of a diversion of funds from local agencies.
GARVEE  Bond Cap
The Governor’s January Budget proposal recommended a cap of $800 million in GARVEE bonds.  The May Revision proposes to remove the cap.  The benefit of this proposal will depend upon the specific manner in which these bonds are utilized by the state.  Staff are currently working with the California Transportation Commission and others to promote the use of GARVEE bonds in a manner most beneficial to the MTA’s 2004 STIP proposal.

Overall the May Revision marks a potential turning point for transportation.  Transportation is still facing a significant loss of revenue through the suspension of Proposition 42. However, the comments made by the Governor and Director of Finance, backed by the proposals to dedicate revenue to repaying the outstanding loans, is encouraging.  Staff are somewhat concerned that the repayments are tied to Indian gaming revenues and there is some uncertainty about the extent to which these revenues will be realized. The Director of Finance has indicated that these revenues are one-time revenues and should be dedicated to one-time expenditures such as the transportation loan repayments.
If you have any questions concerning the State Brief please contact Michael Turner, Government Relations Manager, at (213) 922-2122 or Kimberly Yu, Government Relations Officer, at (213) 922-4145.
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