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EXECUTIVE SUMMARY

The Governor’s budget proposes $16.5 billion in expenditures (mostly from special funds)
for transportation programs in 2009-10. This includes $13 billion for the Department of Trans-
portation (Caltrans), $2 billion for the California Highway Patrol (CHP), $963 million for the
Department of Motor Vehicles (DMV), and $125 million for the High-Speed Rail Authority.

BaLAnNcING THE 2009-10 BubpGeT

Eliminate Transit Assistance to Fund Home-to-School and Regional Center Transporta-
tion. The Governor proposes to use $541 million in Public Transportation Account (PTA) funds
for home-to-school and regional center transportation in order to help address the General
Fund shortfall. In order to provide sufficient funding to do so, the Governor proposes to reduce
funding for State Transit Assistance (STA) by one-half ($153 million) in the current year and to
statutorily eliminate the program in the budget year, thereby providing no funding beginning
2009-10. Given the state’s fiscal condition, we recommend the Legislature approve the suspen-
sion of program funding in 2009-10, as well as reducing the current-year funding by $153 mil-
lion. (Below, we discuss the opportunity for improving the program if the Legislature chooses to
continue STA.)

Redirect Tribal Gambling Revenues for the General Fund. The Governor proposes to
redirect $202 million in tribal gambling revenues to the General Fund in the current and budget
years, instead of providing these revenues for transportation. We have made the same recom-
mendation to the Legislature in the past. Accordingly, we recommend that the Governor’s
proposal be adopted.

Vehicle License Fee (VLF) Shift. The Governor proposes to redirect $451 million in vehicle
license fee revenues from DMV to other public safety programs to provide relief to the General
Fund—including $92 million in the current year, and $359 million in the budget year. To back-
fill DMV for the loss of those funds, the Governor proposes to increase vehicle registration fees
by $12 from $56 to $68. We note that the opportunity for any current-year General Fund relief
expires in early April.

Sweep Non-Article XIX Revenues in Motor Vehicle Account (MVA). As an additional
budget solution, we recommend the Legislature transfer MVA revenues that are not subject to
the restrictions of Article XIX of the State Constitution to the General Fund to help address the
state’s budget problems. Specifically, we recommend transferring $70 million to the General
Fund in both 2008-09 and 2009-10.

OTHER IsSUEs

Unstable Funding Negatively Affects Transportation Programs. We explain how a number
of major funding sources for transportation are unstable, and the ramifications of this situa-
tion for transportation programs. We offer several recommendations to the Legislature to help
stabilize funding for these purposes. The specific actions the Legislature can take include more
clearly setting funding priorities, providing more funding from ongoing sources by raising the

LEGISLATIVE ANALYST’'S OFFICE TR-3



TR-4

2009-10 BUDGET ANALYSIS SERIES

per gallon tax on gasoline and diesel, and exploring new ways of funding transportation pro-
grams, such as charging a mileage-based fee to generate revenues for transportation.

Governor’s Economic Stimulus Proposal May Have Limited Benefits. The Governor pro-
poses to stimulate the economy by advancing state and local transportation capital projects.
We find that the Governor’s proposal may have limited benefits and recommend an alternative
approach to accelerating projects through the issuance of revenue bonds backed by future state
gasoline tax revenues.

Improving Implementation and Accountability of Proposition 1B. Programs funded with
Proposition 1B bond funds are well under way, with about one-half of the $20 billion autho-
rized by the bond measure already appropriated. We review the implementation and account-
ability of Proposition 1B and make various recommendations to improve these programs.

STA Elimination Should Be Considered on Policy Grounds. While concurring with the
Governor’s proposal not to fund STA in the budget year, we believe the Legislature should con-
sider a number of policy issues beyond the immediate budgetary solution before eliminating the
program, as proposed by the Governor. If the Legislature chooses to continue funding STA in
the future, we recommend improvements be made to the current program, including changes
in the way monies are allocated to transit operators.

Caltrans Planning Staff Overbudgeted. Caltrans spends $50 million each year preparing
initial planning documents for transportation capital projects. Our review finds the department
has a shelf of completed documents and that the ongoing workload does not justify the level
of resources being provided to produce more of them. We recommend that staffing for these
activities be reduced and that the department better track its workload in this area.

More Cost-Effective Approach Needed to Meet Air Quality Rules. The budget proposes
to spend $63 million in 2009-10 to replace and retrofit vehicles to meet state air quality rules.
Our review finds that, in total, Caltrans” compliance with state air quality requirements will cost
substantially much more ($260 million over multiple years) than was estimated by the state Air
Resources Board (ARB) when the regulations were developed. We recommend that the Legisla-
ture have ARB and Caltrans provide the necessary information at budget hearings to determine
a more cost-effective approach to meeting air quality requirements.

High-Speed Rail Authority Needs More Oversight. Proposition 1A, passed by voters in No-
vember 2008, authorizes $9 billion for the High-Speed Rail Authority to develop and construct
a high-speed train system in California. We evaluate the authority’s budget request and recom-
mend additional accountability measures for the use of these bond funds.

CHP. The budget requests $35 million to add 240 new officers. We recommend the Legisla-
ture reject half of these positions (120 new officers) as they are not fully justified. In addition, our
review found the request to be overbudgeted. We recommend a total reduction of $22 million.

DMYV. We recommend that the Legislature reject an administration request for funding to
implement Real ID because it is premature. The state is not required to begin issuing Real 1D
compliant cards in 2009-10, and the intentions of the new federal administration regarding
this unfunded mandate are yet unknown. We provide an update on the numerous information
technology (IT) projects currently under way at DMV, and identify some of the challenges the
department has faced in implementing the IT projects.
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BACKGROUND

Transportation Relies Heavily on
Dedicated Revenue Sources

Traditional State Fund Sources. State trans-
portation programs have traditionally been
funded on a pay-as-you go basis from taxes and
user fees. Two special funds—the State Highway
Account (SHA) and the PTA—have provided the
majority of ongoing state funding for highways
and local transit programs. The SHA is funded
mainly by an 18 cent per gallon tax on gasoline
and diesel fuel (referred to as the gas tax) and
truck weight fees. Revenues to the PTA come
from a portion of the state sales tax on diesel fuel
and gasoline. Since 2003, state gasoline sales tax
revenues that previously were used for General
Fund programs are used under Proposition 42 for
highway improvements, transit and rail, and local
streets and roads.

Other transportation-related programs,
including traffic enforcement programs adminis-
tered by DMV and CHP, also rely on dedicated
revenue sources for their support. Specifically,
both departments are funded mainly from fees
imposed on drivers and vehicles.

Bonds. Since 2006, the state has increasingly
used bond funds for various transportation pro-
grams. In 2006, voters passed Proposition 1B to
provide about $20 billion in bond funding over
multiple years for a variety of transportation im-
provement purposes. In November 2008, Propo-
sition 1A was passed to provide $9.95 billion to
develop a high-speed rail system and to improve
other passenger rail systems in the state.

Expenditure Proposal and Trends

Budget Proposal. The Governor’s budget
proposes $16.5 billion in expenditures for trans-
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portation programs in 2009-10. This amount
includes about $13 billion in state and bond
funds, and $3.6 billion in federal funds. The total
amount proposed is a net decrease of $3 billion,
or about 16 percent, below the estimated cur-
rent-year expenditure level. The drop is mainly
due to the Governor’s proposal to significantly
increase current-year expenditures on transporta-
tion capital improvements, in order to stimulate
the economy. Specifically, as part of his econom-
ic stimulus package, the Governor is proposing
to increase by about $1.7 billion the current-year
funding from Proposition 1B bonds for state
highways, transit capital improvements and local
streets and road improvements.

For 2009-10, key proposals in the budget
would:

> Transfer $1.7 billion in Proposition 42
gasoline sales tax to transportation. The
amount reflects the revenue projected to
result from the higher state sales tax rate
proposed by the Governor.

> Provide $3.5 billion in bond money for
various Proposition 1B programs.

> Use $769 million in GARVEE bonds
backed by future federal funds to pay for
three highway rehabilitation projects.

> Use $125 million in Proposition 1A
(2008) bonds to develop a high-speed
rail system.

> Provide no operating assistance to transit
operators.

> Increase CHP traffic officers by 240 posi-
tions.
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Overall Growth Trends. Figure 1 shows ex-
penditures for state transportation programs from
state, bond, and federal funds from 2002-03
through 2009-10. The figure shows that total
state transportation expenditures were relatively
stagnant up until 2004-05, but have grown
steadily since. The increase is mainly due to the
availability of bond funding.

As Figure 1 shows, bond expenditures in-
creased beginning 2007-08. In fact, bond expen-
ditures are estimated to increase to about $7 bil-
lion in the current year, accounting for 36 per-
cent of all expenditures on state transportation
programs. Figure 1 also shows that while bond
expenditures have increased, expenditures from
non-bond state funds have decreased, and will
make up a smaller proportion of expenditures
on state transportation programs. Specifically,
non-bond funding will account for about 53 per-

Figure 1

Expenditures on State Transportation Programs

cent of all state transportation expenditures in
2009-10 compared to 71 percent in 2002-03. A
main reason for the decrease in the past couple
of years is the redirection of transportation funds
to help the General Fund, as discussed later in
this section.

Spending by Major Programs

Figure 2 shows spending for the major trans-
portation programs and departments from all
fund sources, including state, federal, and bond
funds, as well as reimbursements.

Caltrans. The Governor’s budget proposes
total expenditures of $13 billion in 2009-10
for Caltrans—about $1.3 billion, or 9 percent,
less than estimated current-year expenditures.
As Figure 2 shows, Caltrans expenditures from
the General Fund are projected to increase—
by $400 million (or about 30 percent)—while
expenditures from all
other funds are projected
to decrease. The higher
General Fund expendi-

(In Billions)
$25

tures reflect the projected

|:| Federal Funds
20 1 |:| Bond Funds
- State Funds

increase in Proposition 42
gasoline sales tax transfers
to transportation, resulting

from the increase in the

state sales tax rate pro-

15 4

posed by the Governor.
The decrease in bond-

funded expenditures in

the budget year (mainly
from Proposition 1B) re-
flects the Governor’s pro-
posal to increase current-
year bond spending as

an economic stimulus, as

2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10

Projected  Noted earlier.
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CHP and DMV. Spending for CHP is pro-
posed at about $2 billion, which is 3 percent
higher than the current-year estimated level.
About 90 percent of all CHP expenditures would
come from MVA, which generates its revenues
primarily from driver license and vehicle registra-
tion fees. The increase includes first-year support
for an additional 240 traffic officers.

Figure 2

For DMV, the budget proposes expenditures
of $963 million—essentially the same as the
current-year level. Traditionally, support for DMV
comes from MVA and vehicle license fee reve-
nues. Vehicle license fees are an in-lieu property
tax, which DMV collects for local governments.
In past years, these revenues typically paid for a
significant portion of the department’s support
(from 35 percent to 40 percent). For 2009-10, the

Transportation Budget Summary—Selected Funding Sources

(Dollars in Millions)

Change From 2008-09

Actual Estimated Proposed
2007-08 2008-09 2009-10 Amount Percent
Department of Transportation
General Fund $1,416.3 $1,351.0 $1,751.7 $400.7 29.7%
Other state funds 3,948.4 3,010.1 2,590.7 -419.4 -13.9
Federal funds 3,265.4 3,662.0 3,578.5 -83.5 -2.3
Bond funds 1,003.3 4,773.1 3,746.5 -1,026.6 -21.5
Other 1,704.6 1,467.7 1,288.4 -179.3 -12.2
Totals $11,338.0 $14,263.9 $12,955.8 -$1,308.1 -9.2%
California Highway Patrol
Motor Vehicle Account $1,652.8 $1,743.8 $1,802.9 $59.1 3.4%
State Highway Account 57.7 61.6 60.4 -1.2 -1.9
Other 110.8 140.5 140.6 0.1 0.1
Totals $1,821.3 $1,945.9 $2,003.9 $58.0 3.0%
Department of Motor Vehicles
Motor Vehicle Account $480.6 $619.3 $887.2 $267.9 43.3%
Vehicle License Fee Account 358.5 267.7 — -267.7 -100.0
State Highway Account 49.7 51.5 52.5 1.0 1.9
Other 20.2 21.8 23.3 1.5 6.9
Totals $909.0 $960.3 $963.0 $2.7 0.3%
State Transit Assistance
Public Transportation Account $306.4 $153.2 — -$153.2 -100.0%
Bond funds 530.3 1,219.7 350.0 -869.7 -71.3
Totals $836.7 $1,372.9 $350.0 -$1,022.9 -74.5%
High-Speed Rail Authority
Public Transportation Account $1.7 $5.6 — -$5.6 -100.0%
Bond funds 15.6 37.3 $125.2 87.9 235.7
Other 3.6 3.5 — -3.5 -100.0
Totals $20.9 $46.4 $125.2 $78.8 169.8%

LEGISLATIVE ANALYST’'S OFFICE
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budget proposes no vehicle license fee revenues
for DMV support in order to free up funds for
local public safety programs. Instead, the budget
proposes to support DMV almost entirely with
MVA funds. To generate sufficient funding in the
MVA to cover the funding shift, the budget pro-
poses to increase vehicle registration fees by $12
per vehicle. In addition, the budget proposes to
increase driver license and identification card fees
by $3 each in order to fund the production of a
new license/card with enhanced security features.

Transit Assistance. The state provides fund-
ing assistance to transit systems for both opera-
tions and capital improvements. Current law
allocates a portion of the annual PTA revenues
to transit operators under the STA program,
mainly for operations. In recent years, program
funding has been limited and PTA funds were
used instead for home-to-school transportation
and regional center transportation, which previ-
ously had been paid from the General Fund.
For instance, the current-year budget, as passed
in September 2008, kept STA at the 2007-08
level of $306 million. However, due to deepen-
ing state fiscal problems, the Governor’s budget
now proposes to eliminate STA funding for the
remainder of the current year, thereby reducing
the current-year funding level to $153 million. For
2009-10, the budget proposes no STA funding.

Proposition 1B provides $3.6 billion in bond
funds for transit capital improvements. As part of
his economic stimulus package, the Governor is
proposing to increase the current-year appropria-
tion from Proposition 1B bonds by $800 million
(from $350 million to $1.15 billion). For 2009-10,
the budget proposes $350 million for transit capi-
tal improvements.

High-Speed Rail Authority. In November
2008, voters passed Proposition 1A, which

authorizes $9 billion in general obligation bonds
for the development and construction of a high-
speed rail system. (Proposition 1A also authorizes
another $950 million for capital improvements of
other passenger rail systems in the state.) Under
law, up to 10 percent of the bond funds may be
used for noncapital costs, including planning, de-
sign, and engineering of the system. For 2009-10,
the budget proposes $125 million in Proposi-
tion TA funds to continue a number of contracts
to plan and develop the system and to fund the
authority’s administrative expenses.

Recent Use of Transportation
Funds to Help General Fund

Due to the state’s difficult fiscal condition in
the past several years, funding that has tradition-
ally been dedicated to transportation has been
loaned to the General Fund or redirected to pay
for programs that previously were funded from
the General Fund.

Loans and Repayments. Since 2001-02, vari-
ous amounts of transportation funds have been
loaned to the General Fund. Figure 3 shows the
amount of loans outstanding, and the amount of
repayments due to transportation. As Figure 3
shows, three substantial loans require repayment.

First, $1.4 billion was loaned from the Traf-
fic Congestion Relief Fund (TCRF) to the Gen-
eral Fund in 2001-02 and 2002-03. (The TCRF
provides funding for 141 transportation projects
statewide.) About $1.2 billion of the loan was to
be repaid from bonds backed by tribal gambling
revenues. However, because these bonds have
not been issued, repayment has been made in
annual installments with tribal gambling revenues
of about $101 million a year. The Governor’s
budget proposes to defer both the current- and
budget-year repayments, and retain a combined
$202 million for General Fund uses.

LEGISLATIVE ANALYST’'S OFFICE
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amount to be repaid with

Figure 3 .
Tg S dR - interest by June 30, 2011.
a
ransportation Loans an epayments Redirections and
(In Millions) Broadened Use of
To General Fund® From: Transportation Funds.
Year TCRF®  Proposition42  SHA Other In addition to.the loans
of transportation funds
Total Amount Borrowed .
Y v ) L) 2 L discussed above, the use
Balance through 2008-09 7494 587 200 31 of certain transporta-
2009-10 -100d -83 — _ . p
2010-11 -100 83 -200 31 tion revenues has been
Beyond 2010-11 -549 -421 - — broadened to include

8 Amounts do not include interest.

b
C
d

SHA = State Highway Account; TCRF = Traffic Congestion Relief Fund.

Second, over $2 billion in Proposition 42
funds was loaned in 2003-04 and 2004-05
combined. As of the end of the current year,
$587 million is still outstanding. Under the Con-
stitution, the General Fund is required to repay
the loan with interest by June 30, 2016, at a
specified minimum rate each year. In accordance
with the requirement, the Governor’s budget
proposes a General Fund repayment of $83 mil-
lion in 2009-10.

Third, to help the General Fund in the cur-
rent year, $231 million was loaned to the Gen-
eral Fund from SHA and other transportation
accounts. The 2008-09 Budget Act requires this

Positive numbers are amounts payable to the General Fund, negative numbers are amounts payable from the General Fund.
Funds shown from the General Fund as payment to the TCRF come from tribal gambling revenues.
As part of his 2009-10 budget, the Govemor proposes to delay the payment of tribal gambling revenues in 2008-09 and 2009-10.

purposes that had previ-
ously been paid from the
General Fund to help
address the state’s fiscal
problems. In particular,
in 2007-08 and 2008-09,
a portion of so-called “spillover” gasoline sales
tax revenue was used to reimburse the General
Fund for transportation-related expenses, such

as bond debt service. Additionally, PTA revenues
were used to fund home-to-school transporta-
tion as well as regional center transportation. In
the current year, these uses total about $1.4 bil-
lion. For 2009-10, the budget proposes a total of
$541 million for these uses, including $403 mil-
lion for home-to-school transportation and

$138 million for regional center transportation.

BALANCING THE 2009-10 BUDGET

Using Transportation Funds
To Help the General Fund

The Governor’s budget includes several
proposals to use transportation funds to help the
state address a significant General Fund defi-
cit. In total, as Figure 4 (see next page) shows,

LEGISLATIVE ANALYST’'S OFFICE

the budget proposes to provide an additional
$193 million in General Fund help in the current
year. This amount is over and above the $1.6 bil-
lion in assistance to the General Fund already
provided as part of the 2008-09 budget enacted
last September. For 2009-10, the budget propos-
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es to provide about $1 billion in additional help
to the General Fund. In this section, we briefly
describe the Governor’s proposals and offer our
recommendations for achieving additional Gen-
eral Fund relief.

Eliminate STA to Provide $541 Million for
Home-to-School and Regional Center Trans-
portation. As discussed earlier, the PTA has
funded home-to-school and regional center
transportation in the past couple of years. These
activities have traditionally been General Fund
expenditures. In 2008-09, PTA funds, together
with spillover revenue (in the Mass Transporta-
tion Fund [MTF]), will provide a total of almost
$1.4 billion to pay for home-to-school and region-
al center transportation and to repay the General
Fund for transportation debt service payments. In
the budget year, the Governor proposes to fund
regional center transportation at the current level
($138 million) and provide $403 million for home-
to-school expenditures from the PTA and MTF.

The PTA also funds the STA program, which
provides operating assistance to transit opera-
tors. For 2008-09, STA is
funded at $306 million. .

. Figure 4
However, because spill-
over revenue is expected
to be substantially lower

$153 million (assuming half-year savings) in the
current year and provide no transit operator as-
sistance in future years.

Given the state’s fiscal condition, the con-
tinued use of PTA funds for home-to-school and
regional center transportation is reasonable. We
recommend the Legislature suspend STA fund-
ing for the current and budget years. (Later in
this report, we discuss the proposal to eliminate
the program on an ongoing basis. Please see the
“State Transit Assistance” section of this report.)

Redirect $202 Million in Tribal Gambling
Revenue to General Fund. As shown in Fig-
ure 4, the Governor proposes to redirect about
$202 million in tribal gambling revenues to the
General Fund in 2008-09 and 2009-10 com-
bined. These revenues, amounting to $100.8 mil-
lion per year, are dedicated in statute to repay
outstanding transportation loans. Absent the
Governor’s proposal, the revenues would fund
highway rehabilitation projects under the State
Highway Operation and Protection Program
(SHOPP) and transportation projects in the Traf-

Governor's Proposals to Use Transportation
Funds to Help the General Fund

than projected in the i L)
current year and minimal Governor's Budget Proposals
in the budget year, the 2008-09 Total New
. . Proposal Estimated  2008-092  2009-10  Proposals
administration proposes
to statutorily eliminate Shift vehicle license fees to public safety — $92.0 $360.0 $452.0
he STA beoi Fund home-to-school transportation $622.8 = 402.7 402.7
the program begin- Redirect tribal gambling payments — 100.8 100.8 201.6
ning in 2008-09, in order Fund regional center transportation 138.3 — 138.3 138.3
to sustain the planned Debt service/Proposition 42 repayment 621.3 — — —
Borrow transportation funds 231.0 — = _
level of General Fund
Totals $1,613.4 $1928  $1,001.8 $1,194.6

relief. This would reduce
STA disbursements by

in 2008-09.

a ps part of his 2009-10 budget, the Governor proposes additional uses of transportation funds to provide General Fund relief
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fic Congestion Relief Program (TCRP). To ensure
that projects are not affected, the budget pro-
poses that the redirection occur only if the state
receives federal economic stimulus funding for
transportation.

Given the severity of the state’s fiscal prob-
lem, the Governor’s proposal is reasonable, and
we recommend that it be adopted. In fact, we
had previously proposed the same budget-bal-
ancing option to the Legislature.

Shift $452 Million in Vehicle License Fee
Revenue to Public Safety Programs. The DMV
collects vehicle license fees for the counties.
Historically, the department has retained a por-
tion of the fee revenues to cover its administra-
tive costs. The 2008-09 Budget Act appropriates
$359 million of vehicle license fees revenues to
support DMV operations—a figure that repre-
sents about 37 percent of the department’s total
operating budget. The Governor’s 2009-10 bud-
get proposes to shift this funding to local public
safety programs that would otherwise be funded
by the General Fund. Specifically, the Governor’s
proposal would shift $92 million in the current
year and $359 million in the budget year. To
backfill the hole in DMV’s budget created by the
shift of vehicle license fees monies, the Governor
proposes to increase the vehicle registration fee
by $12, raising it from $56 to $68.

The Governor’s proposal assumes that the
vehicle registration fee increase would be effec-
tive in April 2009. At this point, however, we do
not think it is reasonable to assume that effective
date. This is because it takes DMV about 90 days
from enactment of legislation to implement a fee
increase. Given the lag time required to imple-
ment a fee increase, the opportunity for any cur-
rent-year General Fund relief from the proposed
shift of VLF monies expires by early April 2009.

LEGISLATIVE ANALYST’'S OFFICE

In our recent report 2009-10 Budget Analy-
sis Series, titled Criminal Justice Realignment,
we discuss the concept of expanding upon the
Governor’s shift of vehicle license fees revenues
to realign criminal justice programs to local
government.

LAO Alternative Proposals

In addition to these administration proposals
to achieve General Fund savings, we offer two
additional recommendations for the Legislature
to consider to help address the state’s severe fis-
cal problems.

Sweep Non-Article XIX Funds in MVA. The
MVA supports the activities of the CHP, DMV,
and ARB. The MVA derives its revenues from
a variety of sources, but mostly from vehicle
registration and driver license fees. The budget
estimates that, in 2008-09, MVA revenues will
total about $2.4 billion.

Under Article XIX of the State Constitution,
any revenues from fees and taxes on vehicles
or their use—such as driver license and vehicle
registration fees—can only be used for vehicle-
related programs. However, other MVA revenues,
such as those from various miscellaneous servic-
es provided by DMV to the public or businesses,
are not subject to the constitutional restriction.
As such, these revenues can be used for general
purposes.

The budget estimates that non-Article XIX
revenues would be $117 million in 2008-09 and
$119 million on 2009-10. Based on our projec-
tion of MVA revenues and expenditures, we
estimate that $70 million can be transferred to
the General Fund each year for 2008-09 and
2009-10 without having an adverse impact on
programs funded from MVA. Accordingly, we
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recommend transterring $70 million to the Gen-
eral Fund for each of the two years.

Suspend Local Airport Grants. Revenues
generated by the state’s excise tax on aircraft
and jet fuel fund various state grant programs
available to general aviation airports in the state.
Annually, roughly $4 million is allocated through
these grant programs to local airports. The largest
program funded with this money is the Annual
Credit Grant, which provides $10,000 annually
to each of 149 general aviation airports for either
capital projects or operating expenses. The other
grant programs provide funding for specific capi-
tal projects or land acquisition. These funds are

OTHER ISSUES

UNsTABLE FUNDING ADVERSELY
ImpPAcTs TRANSPORTATION PROGRAMS

The state has several programs to fund
capital improvements to state and local trans-
portation systems. Figure 5 summarizes these
programs and their respective state funding
sources. In order to effectively plan, develop,
and construct transportation projects, funding
for these programs should be predictable over
time. Currently, funding for the state’s transpor-
tation programs is not predictable from year to
year. This creates difficulties in the state’s ability
to plan and deliver capital improvements. In the
following analysis, we review the outlook for
funding and the effect that funding instability has
on the state’s transportation programs.

We note that, in the previous section of this
report, we have recommended that the Legisla-
ture take various steps to use transportation funds
to help address the state’s General Fund deficit.
While we continue to recommend such actions

usually used as a small match (typically 2.5 per-
cent of project costs) for federal funds.

Many of the airports that receive state grants
have multimillion dollar budgets, and have the
option of increasing fees to users of airport facili-
ties to provide any necessary federal matching
funds in the near term. Airports that cannot raise
fees might be able to delay their projects for a
year. Thus, we do not think suspending the grant
programs for one year would have significant
adverse impacts on local airports. Accordingly,
we recommend suspending the airport grant pro-
gram for the budget year and using the $4 mil-
lion for General Fund relief.

given the state’s massive deficit, it is nonethe-
less important for the Legislature to understand
the negative effects on the stability of Califor-
nia’s transportation finance system. We discuss
these and other aspects of these problems in this
analysis.

Stable and Predictable Funding
Assists With Multiyear Projects

As Figure 5 shows, two ongoing programs—
the State Transportation Improvement Program
(STIP) and SHOPP—are supported from special
funds with monies collected mainly from taxes
on fuels. These programs are multiyear plans to
fund the various phases of work (such as en-
vironmental review, design, and construction)
required to build transportation capital improve-
ments. Both programs are updated once every
two years, so that each program continually
schedules funding for projects for several years
into the future, based on funding that is project-
ed to be available under existing law.
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The state also has two major programs—
Proposition 1B and the TCRP—that provide one-
time funding for transportation projects. While
these are one-time programs, like STIP and
SHOPP they provide funding for projects over
multiple years.

Multiyear Nature of Projects Requires
Predictable Funding. The multiyear approach to
funding transportation improvements is neces-
sary because of the length of time it takes to
build capital projects. Simple capital improve-
ments generally take a couple of years to com-
plete from the time initial plans are prepared,
through project development, to the end of
construction. Complex projects take longer,
sometimes many years, to complete.

A lack of predictable funding from year to
year complicates planning for project workload
and the setting of priorities. For instance, it
would not make sense to fund the first phase of a
project in a particular year if the funding required
to complete the project will not be available in
subsequent years. Without predictable funding,
future funding to complete the project cannot

Figure 5

be assured at the time the decision is made to
fund the start of the project. This could lead to
poor decisions about which projects to fund and
when to fund them. Having predictable levels of
funding from year to year can avoid unnecessary
complications in determining project workload
and the setting of priorities.

Predictable Funding Needed Because
Projects Funded From Many Sources. In ad-
dition, most transportation projects are funded
from multiple sources, including state, bond,
local, and federal funds. Each source generally
has different requirements or limitations on how
funds can be spent. If expected funding from
one source does not materialize, a project could
be delayed while it awaits replacement funding.
Therefore, predictable and stable funding from
each source helps to avoid unnecessary project
delays that can often make projects more costly.

Frequent Changes Create Instability and
Inefficiencies, Delay Projects

Since 2001-02, transportation funds have
been used to help balance the state’s budget.

The State’s Transportation Programs and How They Are Funded

State Transportation Improvement Program (STIP) is the state’s ongoing five-year program of projects to en-
hance and expand the capacity of the highways and transit systems. The STIP is funded mainly from a portion of
Proposition 42 gasoline sales tax revenues deposited in the Transportation Investment Fund and from funds in

the Public Transportation Account.

State Highway Operation and Protection Program (SHOPP) is the state’s ongoing four-year program of projects
to repair and rehabilitate the state’s highways and to improve the system’s safety. The SHOPP is funded from the
State Highway Account, which receives funding from the state’s 18 cents per gallon gas tax and from truck

weight fees.

Proposition 1B approved by voters in 2006 provides one-time funding from general obligation bonds for various
specific transportation programs, mainly to expand the capacity of the state’s highways and transit systems.

Traffic Congestion Relief Program (TCRP) is a statutorily created one-time program to fund 141 specific highway
and transit projects. The TCRP was funded from the state’s General Fund and a portion of the state’s gasoline
sales tax revenues. Due to state budget problems, much of the funding was loaned back to the

General Fund before it could be used on projects.
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Because the decisions to do so are made annu-
ally, depending upon the state’s overall budget
requirements, it is difficult to predict from year to
year (1) how much transportation money will be
redirected to help the General Fund and

(2) the funding source from which the money
would be redirected. As a result, it is not pos-
sible to determine which programs and projects
would be affected until after budgetary decisions
are made. The resulting instability and unpredict-
ability of funding delays project progress, com-
plicates efforts to plan for future projects, and
creates inefficiencies in the department.

Transportation Loans Increase Instability
and Will Delay Projects. In the current year,
$231 million was loaned from SHA and other ac-
counts to help balance the state’s budget. These
funds are required to be repaid by June 30, 2011.
This means that some projects that rely on SHA
money, mainly highway repair projects, will not
progress in 2008-09 as originally scheduled
in the SHOPP. Instead, these projects will be
pushed out to later years.

For 2008-09 and 2009-10, the Governor’s
budget proposes to redirect a total of $202 mil-
lion of tribal gambling revenues to the General
Fund. These funds are supposed to repay past
SHA loans (about $114 million) and loans from
TCRF ($86 million) which funds TCRP projects.
The redirection of these funds would affect a
mix of SHA-funded projects and TCRP projects.
Under the Governor’s proposal, the redirection
would occur only if the state receives federal
stimulus money for transportation. However,
there is no assurance that the federal money
would be available for the same set of projects.
Depending on the conditions imposed on the
use of the federal funds, the department may

have to delay one set of projects and work to
deliver other projects instead.

Funding Fluctuations Create Other Ineffi-
ciencies in Caltrans. As mentioned earlier, most
transportation projects rely on multiple sources
to be fully funded. For instance, many projects
that receive Proposition 1B funds also receive
STIP funding from Proposition 42 revenues or
from SHA. Some of these projects also receive
TCRF funding. Caltrans staff must monitor and
keep account of the availability of money from
each source when they work to deliver the proj-
ects. When funding is held up due to budgetary
or other decisions, staff resources are expended
to determine which projects would be affected
and how to minimize the impact on the projects.
Staff resources are also spent to seek alterna-
tives to provide backfill funding. This additional
staff work could be reduced and inefficiencies
minimized if funding for projects in the various
programs are more predictable from year to year.

Proposed Sales Tax Increase
Would Increase Funding

Higher Sales Tax Rate Would Provide More
Proposition 42 Funding. To help balance the
state’s budget, the Governor proposes to tempo-
rarily increase the state’s sales tax rate by
1-1/2 cents for three years. At this higher rate,
the sales tax on gasoline would generate about
$1.7 billion in Proposition 42 gasoline revenue
for transportation in 2009-10. This amount is
about $400 million more than estimated in the
current year. Proposition 42 revenues are allo-
cated as follows: 40 percent to cities and coun-
ties for local streets and roads, 40 percent to the
state for the STIP, and 20 percent to the PTA for
mass transportation purposes.
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Budget Display Incorrect; Caltrans Plans
to Spend State’s Share. The Governor’s January
budget documents suggest that the full amount
of the STIP’s share of Proposition 42 funds would
not be spent in the budget year. The budget
documents indicate that a portion ($160 million)
would be held as a balance in the Transportation
Investment Fund. Given the lack of transporta-
tion funding available from other sources, we
questioned Caltrans as to why these funds should
be held as reserve. The department has since
indicated that the budget display is in error, and
that Caltrans does intend to spend the STIP share
of Proposition 42 funds in the budget year.

Uncertainty of Higher Revenue Compli-
cates Project Delivery. The Governor’s proposal
assumes that the higher sales tax rate would be
effective March 1, 2009. The prospect of having
additional Proposition 42 money for STIP projects
means that the department would need to reas-
sess which additional projects it can fund in the
budget year and be prepared to move the projects
forward. However, if the proposal is not adopted,
then the department would have to reverse course
and make further delivery adjustments.

Additionally, the proposal has a particularly
significant impact on the PTA, which receives
20 percent of total Proposition 42 revenues. If
the sales tax increase is rejected, there would
not be sufficient funds to pay all the expenses
proposed from the account, as we discuss later.

Unavailable Bond Funds Disrupt
Project Progress

Proposition 1B, passed by voters, provides
$20 billion in bonds to fund transportation
improvements. Although the bond measure is a
one-time program, it was expected to provide a
degree of predictability in funding for a number
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of years. Currently, the Proposition 1B programs
are well under way with about one-half of the
funds appropriated in 2007-08 and 2008-09
combined. However, using bonds to fund proj-
ects has recently become problematic, as the
state’s cash problems, together with a tight credit
market, have held up the issuance of bonds.

Pooled Money Investment Account (PMIA)
Provides Short-Term Financing for Projects.
Current law allows cash from the PMIA—the
state’s short-term savings account—to pay ex-
penses incurred on bond-funded projects before
bonds are sold. This process (known as “AB 55
loans”) provides short-term financing for projects
that are to be funded from bonds, including proj-
ects in the Proposition 1B programs.

Bond Funds Unavailable Due to Cash Prob-
lems. In view of the state’s overall cash condition
and the inability to sell bonds, the Pooled Money
Investment Board (PMIB) voted on December 17,
2008, to suspend disbursements from the PMIA
for bond projects. As a result of the board’s ac-
tion, money is not currently available to pay for

work to continue on most Proposition 1B projects.

Consequently, Caltrans is holding back on award-
ing new contracts to build projects and may have
to stop construction on some projects. (Please see
“Improving Proposition 1B Implementation and
Accountability” later in this report.)

Maintenance and Rehabilitation
Funding Continues to Shrink

A key component of the state’s transportation
programs is the rehabilitation and repair of the
state’s highway system. Major repairs and rehabili-
tation, as well as safety improvements to the sys-
tem, are accomplished under the SHOPP. Routine
repairs and maintenance of the system are carried
out by the department under the Maintenance
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program. State funding for highway maintenance
and rehabilitation comes from the SHA.

Maintenance Costs Continue to Increase,
Leaving Less for Rehabilitation. In recent years,
the cost of maintaining the state’s highways has
increased. Spending more to pay these increas-
ing costs leaves less funding for major rehabilita-
tion and repair work. As a result, a substantial
number of repair projects planned by Caltrans
have not been funded. In addition, as the high-
ways age, the amount of major rehabilitation
needed has increased.

Gas Tax Revenues Are Declining, Recom-
mend Rate Increase. As noted earlier, revenue
from the 18 cents excise tax on gasoline and
diesel—commonly referred to as the “gas tax"—
and from truck weight fees fund the SHA. Cur-
rently, these sources do not provide sufficient
funding for highway maintenance and rehabilita-
tion. In addition, revenues from the gas tax have
declined in recent years. While in the past gaso-
line consumption has increased at a stable rate of
between 1 percent and 2 percent, it has declined
every year since 2005. In the future, increasing
fuel efficiency and a switch to alternatively pow-
ered vehicles could continue to put downward
pressure on the consumption of gasoline and
therefore on gas tax revenues. If the declining
trend continues, an increasing amount of high-
way repair and reconstruction work would not
be funded.

In previous analyses, we have identified
substantial requirements, in the tens of billions
of dollars, to repair the state’s highways over the
next ten years. To provide an ongoing, stable
source of funding for highway repairs we have
recommended the Legislature increase the gas
tax by 10 cents per gallon, and index it in order
to keep pace with future inflation. (Please see our

Analysis of the 2008-09 Budget Bill, page A-34).
In light of the growing disparity between reve-
nues and needed maintenance and rehabilitation
work, we continue to recommend a gas tax rate
increase as a way to provide more ongoing fund-
ing for maintenance and rehabilitation.

Explore Mileage-Based Fees. In the long
term, we think the Legislature should evaluate
new ways of funding the maintenance, reha-
bilitation, and improvements to the transporta-
tion system that are becoming available due
to advancements in technology. One method,
in particular, would be to charge fees to driv-
ers based on the number of miles traveled. The
state of Oregon has conducted a pilot program
to test such a mileage-based fee system. While
this could prove to be an effective new way of
funding transportation programs, it would require
a significant amount of research to determine if a
mileage-based fee system is feasible for Califor-
nia, and if so, how such a system would best be
implemented. Accordingly, we recommend the
Legislature begin exploring how a mileage-based
fee system could potentially be implemented in
California. We are continuing to collect informa-
tion about this issue.

PTA Expenditure Priorities Unclear

Recent Broadened Use of PTA Has Resulted
in Project Delays. Traditionally, PTA funds the
state’s intercity rail service and the STA program,
provides support for Caltrans’” mass transporta-
tion program, and funds transit capital improve-
ment projects that are programmed in the STIP. In
the past several years, the use of PTA funds was
broadened to include home-to-school and region-
al center transportation in order to help the Gen-
eral Fund. To free up PTA money for these latter
uses, transit capital projects have been delayed.
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According to the California Transportation Com-
mission (CTC) staff, about $520 million in projects
programmed for funding from 2007-08 through
2009-10 have been delayed or deprogrammed.
Many of these projects would instead be funded
with Proposition 1B funds to the extent they are
still high in priority for transit operators.

Absent Sales Tax Increase, Home-to-School
Transportation Funding Will Be Reduced. The
Governor’s budget projects PTA revenues of
$752 million in 2009-10, assuming the proposed
sales tax rate increase becomes effective. Given
the state’s fiscal problems, the budget proposes
to use $541 million for home-to-school and
regional center transportation. The remaining
funds would go to pay for intercity rail service,
Caltrans’ support, and pay about $78 million
in outstanding obligations on transit capital
projects. (These are payments for STIP transit
projects for which PTA funding was allocated in
previous years.) In order to leave a small reserve
($9 million) in the account at the end of 2009-10,
the budget proposes no funding for STA in the
budget year and to eliminate program funding
for the second half of the current year. (Please
see further discussion in the “State Transit Assis-
tance” section of this report.)

The small balance in the PTA creates sig-
nificant risk for the programs it funds because
revenues could come in lower than expected. If,
for instance, the Governor’s proposed sales tax
increase is not adopted, PTA revenues would
be lower in the budget year and the account
would probably have a funding shortfall of about
$70 million. The Department of Finance (DOF)
indicates that, should this occur, the administra-
tion will provide less PTA for home-to-school
transportation to make up the difference.
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In order to avoid a shortfall in the fund,
we recommend that the Legislature reduce the
home-to-school transportation funding from PTA
by $79 million if the Governor’s sales tax rate in-
crease proposal is not adopted. Additionally, we
recommend that the Legislature adopt budget bill
language under Item 6110-111-0046 stating that if
resources in the PTA fall short of projections, PTA
appropriation for home-to-school transportation
will be reduced correspondingly.

Future Federal Funding for
Transportation Is Uncertain

The state receives about $3 billion in federal
transportation funds a year. However, the future
level of federal funding is uncertain at this time.

Potential Federal Economic Stimulus Fund-
ing for Transportation. It appears that substantial
amounts of one-time funding, potentially in the
billions of dollars, may come to the state as part
of a federal economic stimulus package in early
2009. Many details of the federal package are
not yet available for review by the Legislature.
Depending on the level of assistance provided,
and the restrictions on its use, federal stimulus
funding could potentially pay for state projects
that have been delayed due to insufficient fund-
ing. However, it is likely that the one-time fund-
ing must be expended within a relatively short
period of time. In order to meet that require-
ment, Caltrans would have to again readjust its
project delivery priorities. So that Caltrans will
have sufficient time to adjust its workload, we
recommend that the Legislature provide direction
to the department on the use of federal funds.
Specifically, we think the Legislature should have
Caltrans (1) identify and expedite SHOPP proj-
ects that are almost ready for construction, and
(2) identify delayed Proposition 1B projects that
would likely be able to use federal funds.
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Ongoing Federal Funding Uncertain. The
current federal act that authorizes funding for
transportation programs over multiple years will
expire at the end of September 2009. Given past
congressional delays in enacting new transporta-
tion authorization acts, it could potentially be
some time before a new federal act is approved.
As a consequence, the proposed funding level
and policy approach of the federal transportation
program may not be known for a while.

In addition, due to lower-than-projected tax
revenues, the federal highway trust fund, which
funds federal transportation programs, ran out of
funds in 2008. Congress subsequently provided
$8 billion to allow funding for transportation
programs to continue. Even with the infusion of
funds, it is possible the account could run out of
money again before the end of 2009, at about
the same time the federal act expires. It is un-
clear what Congress and the new administration
would do in such a situation. The uncertainty
regarding the availability of federal funds makes
it even more complicated for the state to plan
and deliver the state’s transportation programs.

Issues for Legislative Consideration

As we noted previously, a number of differ-
ent factors are contributing to a lack of stability
and predictability in the funding for transporta-
tion programs. Some of the factors, such as large
variations in the availability of federal funding
for transportation programs, are not within the
state’s control. The Legislature has only limited
options in the short term for other factors, such
as the redirection of state transportation funding
to benefit the General Fund, due to the state’s
severe budget problems.

Neveretheless, we have identified in this
analysis some actions the Legislature can take to

provide greater predictability in the funding for
transportation programs. For instance, we recom-
mend that the Legislature set clear budget-year
priorities for programs funded from the PTA. We
also recommend increasing the state’s gas tax to
provide additional funding for highway mainte-
nance and rehabilitation. In the longer term, the
Legislature should consider additional strategies
to provide more stable and predictable fund-
ing for transportation programs. One option, as
noted previously, would be to explore the pos-
sible use of mileage-based fees.

The key strategy, we believe, is for the
Legislature to think comprehensively about how
the different pieces of the transportation fund-
ing puzzle can be fit together to provide a stable
set of resources for the programs and projects
it considers to be its highest priority. In the end,
we believe this approach would lead to a more
efficient, and cost-effective, use of each transpor-
tation dollar.

GOVERNOR’S TRANSPORTATION
Economic STimuLus PrRoPOSAL

As part of his budget plan, the Governor
proposes an economic stimulus package that
includes a number of proposals relating to trans-
portation. In the following analysis, we review
these proposals and recommend an alternative to
accelerate transportation projects to stimulate the
economy.

The Governor’s Proposal

The Governor’s economic stimulus package
as it relates to transportation includes the follow-
ing proposals:

> Exempting certain highway projects from
environmental review.
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> Authorizing the use of design-build pro-
curement.

> Authorizing public-private partnerships
for transportation projects.

> Making additional bond funds available
for local transportation.

Exempt Several Large Highway Projects
From Environmental Review. The administration
proposes to exempt a number of large highway
projects from the state’s environmental review
(California Environmental Quality Act, or CEQA)
process. Since the initial stimulus proposal was
made in November 2008, Caltrans has modi-
fied the list of projects to be advanced to include
eight projects with estimated total construction
costs of about $713 million, including $311 mil-
lion funded from Proposition 1B bonds and
$402 million funded from GARVEE bonds that
are backed by future federal funds. Instead of be-
ing subject to the CEQA process, these projects
would only need to obtain necessary permits
to move forward. The proposal also includes
streamlining certain state and local permitting
processes, mainly by shortening the time period
within which permits would be granted.

Authorize Design-Build. The Governor
proposes to set up a demonstration program to
allow the construction of up to ten transporta-
tion projects using the design-build procurement
method. Projects would be sponsored and the
contract awarded by either Caltrans or a local
transportation entity, and the types of projects
may include highway, bridge, tunnel, or public
transit capital improvements. The design-build
authority would expire January 1, 2016. The
Governor is also proposing to broaden the au-
thority for local entities to use design-build for
non-transportation projects.
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Authorize Additional Public-Private Partner-
ships. The Governor proposes to allow Caltrans
and other state agencies to enter into public-
private partnerships for certain projects. Partner-
ships could be agreements whereby a private
partner assists the public sponsor to define a
feasible project and negotiates reasonable terms
to implement the project. Alternatively, partner-
ships could involve a private entity assuming the
responsibility for delivering, improving, operat-
ing, or maintaining eligible facilities in exchange
for payment. For transportation projects, such
payments could be made from revenue gener-
ated by tolls or other road user fees.

Make Local Transportation Funds Available.
The Governor proposes to increase by $800 mil-
lion the amount of Proposition 1B bond funds
available in the current year for local transit capi-
tal improvements. This would bring total current-
year funding to $1.15 billion for these purposes.
The Governor also proposes to make an addi-
tional $700 million available for local streets and
roads, thereby increasing the current-year fund-
ing for these uses to $950 million.

Below, we discuss various issues and con-
cerns we have with the Governor’s proposals.

Bond Funds May Not Be
Available to Advance Projects

The Governor’s economic stimulus proposal
relies heavily on the expenditure of additional
Proposition 1B funds in 2008-09. However, sim-
ply appropriating the funds does not mean they
would be available for expenditure on projects
in a timely manner. As we noted in our earlier
analysis of the state of transportation funding,
due to the state’s current cash problems, short-
term loans from PMIA are not currently available
to pay for project expenses before bonds are
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sold. Additionally, the state has not been able to
sell bonds due to the tight credit market. With-
out the ability to sell bonds or borrow from the
PMIA, the state would not be able to spend more
on Proposition 1B projects under the Governor’s
proposal, and the objective to stimulate the
economy would not be achieved. Even when the
state’s cash (and budget) problems are resolved
and access to the bond market is restored, we
think there still are several additional factors

that would limit the benefits of the proposal, as
described below.

Highway Projects May Only
Advance by Couple of Months

The Governor initially proposed to advance
$822 million in highway projects as part of his
economic stimulus package in November 2008.
Our review of the proposal at that time found
that exempting projects from the CEQA pro-
cess would likely only advance projects by a
couple of months. Since November, Caltrans has
modified slightly the list of projects proposed for
acceleration. Instead of 11 projects, the list now
includes 8.

Projects Require More Than CEQA Ex-
emptions to Be Expedited. Our review of the
updated request to expedite eight projects finds
that CEQA exemptions and streamlined permit-
ting alone are not likely to advance most of these
projects by more than a couple of months. For
instance, most of the projects would also require
expediting federal environmental permits or
exempting the state from project development
work required to get necessary federal permits,
such as studying the impact of a project on an
endangered species. It is unknown at this time
whether and when the state would get the nec-
essary federal waivers and permits. If all these

requests were granted on an expedited basis,
Caltrans indicates that it could advance some
projects by a couple of years.

Caltrans Can Advance Some Projects With
Existing Authority. In addition, our review shows
that Caltrans intends to redesign some projects
so that certain segments of the projects may
proceed to construction early while the design
and development of the remainder of the proj-
ect is completed in the customary time frame. It
appears that, by splitting these projects up into
smaller components, Caltrans could acceler-
ate some projects without the requested CEQA
exemptions and state permitting changes.

Design-Build and Public-Private
Partnerships Not Needed to
Advance Projects

Design-Build Has Merit, but Not Needed
to Advance Projects. Design-build procurement
would allow Caltrans to contract with the same
private business to perform both the design and
construction of a given project. This differs from
the traditional procurement method in which the
state contracts with private businesses only for
the construction of projects after they have been
fully designed. As noted earlier, the Governor’s
proposal would allow Caltrans or local transpor-
tation agencies to use this procurement method
for up to ten transportation projects.

We think a pilot program on the use of
design-build procurement for transportation proj-
ects has merit, and we have recommended that
the Legislature enact legislation to do so in the
past. (Please see LAO Recommended Legislation,
December 2008, page 54). Discussions with the
department, however, indicate that design-build
authority would not be used for any of the high-
way projects being proposed for acceleration.
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While a design-build pilot program has merit, it
is not a necessary element to implementation of
the Governor’s economic stimulus proposal.

Public-Private Partnerships Also Not Need-
ed to Advance Projects. Similarly, Caltrans indi-
cates that it does not plan to use the proposed
public-private partnership authority to speed up
any of the projects designated for acceleration.
Additionally, it could take a significant amount of
time for the state to identify appropriate proj-
ects, request proposals from the private sector to
form partnerships, and negotiate the terms of the
agreements to set up the partnerships. Conse-
quently, it is not likely that the Governor’s pro-
posal to authorize public-private partnerships for
transportation projects would result in economic
stimulus in the near term. Nonetheless, because
private-public partnerships provide a tool for
attracting private investment and financing of
state infrastructure, we think that the Legisla-
ture should evaluate the proposal to determine
whether, and under what circumstances, this tool
may be used to the state’s benefit.

Stimulus Effect of Local Road
Funding Would Be Delayed

One component of the Governor’s proposal
is to appropriate an additional $700 million from
Proposition 1B to cities and counties for streets
and road improvements in the current year. Be-
cause many street and road projects are relatively
limited in scope (involving activities such as resur-
facing and repaving), the additional funds could
provide relatively immediate economic stimulus to
localities—at least, to the extent cities and coun-
ties have projects ready for construction.

However, to deal with the state’s cash crisis,
the Governor is also proposing to defer about
$900 million in regularly scheduled payments
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to cities and counties until October 2009. These
payments involve fuel (excise and sales) tax reve-
nues that the state provides to cities and counties
on a regular basis. Thus, the full stimulus impact
of accelerating $700 million for local streets and
roads would be delayed.

Transit Funds Have Limited
Economic Stimulus Benefit

The current-year budget provided $350 mil-
lion in Proposition 1B funds for local transit capi-
tal improvements. The Governor is requesting
an additional $800 million in the current year for
the same purpose. (Separate from this stimulus
proposal, the budget requests $350 million for
these purposes for 2009-10.)

Our review, however, indicates that not all
of the $800 million could be encumbered by
recipients (mainly transit operators) in 2008-09.
Specifically, in an initial survey conducted by
Caltrans, transit operators indicated that they
only have about $676 million in projects that are
ready to go. In addition, other factors could limit
the benefits of this proposal, as discussed below.

Economic Stimulus Benefits to California
May Be Limited. Our review of the survey data
shows that about one-half of the proposed fund-
ing would be used for projects other than the
construction of facilities, which may have limited
economic stimulus benefit for California. For in-
stance, new bus procurement comprises 28 per-
cent of the requested stimulus funding. Accord-
ing to Caltrans, there is only one bus manufactur-
er in the state. Depending on the manufacturer’s
production capacity, some or most of the funds
would likely go to out-of-state manufacturers. In
that event, spending millions of dollars all at one
time to procure new buses would provide little
economic stimulus to California directly. In ad-
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dition, bus procurement typically takes a couple
of years. Any stimulus to the economy (such as
increased employment of drivers or maintenance
workers) resulting from the added transit capacity
supplied by new buses would be delayed until
the new rolling stock is delivered.

Other potential projects include expendi-
tures on Global Positioning System (GPS) sys-
tems, marketing, radios, and computer software.
Because it is unknown how much spending
for these items would remain in California, the
amount these projects would benefit the state’s
economy is also unclear.

Some Transit Capital Allocation Not Used
for Highest-Priority Projects. As discussed in
the “Improving Proposition 1B Implementation
and Accountability” section of this report, the
uneven and uncertain disbursal of bond funds for
transit capital improvement may result in funds
being used for projects that are not the highest
priority. This is because not knowing how much
and when funding would be available makes it
difficult for transit operators to effectively plan
for the best use of the funds. Injecting additional
funds midyear may only further complicate their
planning efforts.

Since the budget already proposes to make
$350 million available for 2009-10, we recom-
mend delaying the $800 million to the budget
year and instead providing the combined amount
($1.15 billion) in 2009-10. This would facilitate
better planning opportunities for local operators
and encourage higher priority use of the funds.

LAO Alternative

In a report we issued in December 2008,
entitled Advancing Transportation Projects to
Stimulate the Economy: An Alternative Ap-
proach, we reported our findings and recom-

mendations in regard to the Governor’s proposed
economic stimulus package for transportation. In
the report, we highlighted the potential challeng-
es to success for the Governor’s proposal and of-
fered an alternative approach for the Legislature
to provide economic stimulus to the state using
available transportation funding.

Specifically, we recommend the use of
revenue bonds backed by future state gas tax
revenues to accelerate 122 highway rehabilita-
tion projects. These projects would be ready for
construction in 2008-09, 2009-10, and 2010-11
but are not scheduled for construction until later
years due to limited funding.

Federal Stimulus Could Fund Highway
Rehabilitation. In addition, if the state were to
receive federal economic stimulus funds for
transportation projects, we think funding high-
way rehabilitation projects such as those we
identified in our report would have the greatest
economic benefit to the state. Accordingly, we
recommend that the Legislature target any federal
economic stimulus funds that California receives
for transportation to highway repair projects to
the extent possible.

ImPrOVING PrROPOSITION 1B
IMPLEMENTATION AND ACCOUNTABILITY

Proposition 1B, approved by voters in No-
vember 2006, authorizes the state to sell $20 bil-
lion in general obligation bonds for transporta-
tion projects through specific programs intended
to relieve congestion, facilitate goods movement,
improve air quality, and enhance the safety and
security of the state’s transportation system. (For
a more detailed description of the Proposition 1B
programs, please see our Analysis of the 2008-09
Budget Bill, page A-40.) These bonds provide a
major one-time infusion of state funds into the
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transportation system that are to be spent over
multiple years.

Figure 6 shows the various Proposition 1B
programs and the amount of funding allocated
to each. As the figure shows, about $9.3 billion
of the Proposition 1B funds have been appropri-
ated in 2007-08 and 2008-09 combined. As part
of his economic stimulus package, the Governor
is requesting further Proposition 1B appropria-
tions totaling $1.7 billion in the current year for
highway projects, transit capital, and local streets
and roads. For 2009-10, the Governor requests
an additional $3.5 billion for Proposition 1B
programs. Below, we discuss the challenges and
risks the programs face, and make recommenda-

Cash Problems Cause
Stoppage of Projects

Money from PMIA is used to provide short-
term funding to pay expenses on projects in-
curred before bonds are sold, including those for
Proposition 1B bond projects. These expenses
include mainly construction costs. As noted ear-
lier in this report, on December 17, 2008, PMIB
voted to suspend disbursements from PMIA for
projects funded from Proposition 1B due to the
state’s difficult cash situation. (The board did
later allow some past obligations to be paid.)

As a result of the board’s action, money is
not currently available to pay for work to con-
tinue on most Proposition 1B projects. Figure 7

tions to improve the implementation and ac- shows that there are 196 projects totaling about

countability of the Proposition 1B programs.

Figure 6
Appropriations of Proposition 1B Funds
(In Millions)
Appropriated
Authorized Proposed
Program Amount 2007-08  2008-09 2009-10 Balance
Corridor Mobility $4,500 $733.5 $1,717.4° $1,351.3 $697.7
Trade Corridors 2,000 0.1 468.9° 489.8 1,041.2
Local Transit 3,600 600.0 1,150.0P 350.0 1,500.0
State Transportation Improvement Program 2,000 908.4 995.9 57.0 38.7
Local Streets and Roads 2,000 1,037.0 950.1b 0.1 12.8
SHOPP2 750 402.8 214.2 78.0 55.0
State and Local Partnership Program 1,000 0.1 200.6 200.6 598.7
Grade Separations 250 123.1 62.0 0.7 64.3
State Route 99 1,000 14.3 108.5° 431.5 4457
Local Seismic 125 13.6 21.1 31.2 59.1
Intercity Rail 400 188.1 72.4 126.4 13.2
School Bus Retrofit 200 193.0 — 3.0 4.0
Air Quality 1,000 250.0 250.1 250.1 249.7
Transit Security 1,000 101.5 101.5 101.5 695.6
Port Security 100 41.4 58.1 = 0.5
Total Appropriations $19,925 $4,606.9 $6,370.8 $3,471.3 $5,476.1

@ |ncludes $500 million for State Highway Operation and Protection (SHOPP) augmentation and $250 million for traffic light synchronization.

b Includes Governor's January proposal to appropriate an additional $162 million for corridor mobility, $52 million for trade corridors, $800 million
for local transit, $700 million for local streets and roads, and $5 million for State Route 99 in 2008-09.
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$4 billion that may be delayed. Depending on
how long funding remains unavailable, proj-
ects would likely be delayed for at least several
months and potentially up to a couple of years.
Projects Already Under Construction May
Be Stopped. As Figure 7 shows, 98 Proposi-
tion 1B projects are currently under construction,
with contracts already awarded. These proj-
ects have estimated total construction costs of
$1.8 billion, including $1.5 billion from Proposi-
tion 1B. In view of the state’s cash situation, DOF
has indicated it will order Caltrans to suspend
work on most if not all of these projects by early
February. It is unclear, at the time this analysis
was prepared, how many of the 98 projects have
actually been stopped.
A stoppage of work not only causes delays,
but can result in substan-
tial additional costs to

Figure 7
the state. As summarized

contracts to construct Proposition 1B projects.
From January 2009 through June 2009, Caltrans
and local project sponsors had planned to award
contracts for 98 projects with total construction
costs of $2.1 billion (including $1.7 billion from
Proposition 1B). These projects are now delayed
until bonds can be issued or until the board al-
lows new loans from the PMIA.

Disbursements for Local Programs Also
Held Up. In addition, Proposition 1B provides
grants to local transportation agencies for tran-
sit capital and street and road improvements.
The disbursement of these funds has also been
stopped due to the state’s cash problem. Specifi-
cally, as much as $420 million for local transit
capital improvements and about $290 million
for local streets and roads may not be disbursed

Proposition 1B Projects at Risk in 2008-09

in Figure 8, Caltrans

estimates that it would (PCIENS D EES)

cost about $150 million Number of  Proposition 1B Total
) Projects Funding Project Cost
just to shut down these
proj ects. There would be Alrgady awarded construchgn contracts 98 $1.5 $1.8
B Projects planned for award in 2008-09 98 1.7 2.1
additional costs to restart . .
Total Projects at Risk 196 $3.2 $3.9

these projects in the
future when funding is
again available. These re-  Figure 8

start costs are estimated

Stopping Construction of Projects Has Substantial Costs

by Caltrans to be about

$200 million.

Cost to Secure Construction Sites When Work Is Stopped

Projects Planned for
Award in 2008-09 Are
Delayed. In addition to
stopping projects that
are under construction,

construction.

Caltrans has also stopped
awarding any new

e “Button up” costs include installing barriers to prevent traffic accidents, covering
trenches, and preventing runoff. These activities are necessary to make highway
construction sites safe for travel by the public.

e Caltrans cost estimate: About $150 million to stop work on projects under

Future Cost to Restart Projects

¢ Project restart costs include rebidding terminated contracts, paying penalties on
suspended contracts, and redeploying equipment back to construction sites.

e Caltrans cost estimate: About $200 million but unclear how costs would be paid.
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to local entities in the second half of 2008-09
because of the current situation.

Delay of Bond Projects Has Many Negative
Impacts. Delaying funding for projects currently
in construction would cause a costly suspension
of projects. The lengthened time to complete
projects also delays the benefits (such as reduced
traffic congestion) that are to be realized from
improved transportation facilities. There are
negative impacts to the state’s economy as well.
Because project construction is done by the pri-
vate sector, delaying projects negatively affects
the employment of construction workers. In ad-
dition, due to the current economic climate, the
state now faces a substantially more competitive
bidding environment than in recent years, and is
able to bid projects at prices that are significantly
lower than estimated. By delaying projects, the
state may miss an opportunity to save on the cost
of construction by building projects while prices
are low.

Other Risks Threaten Project Delivery

The CTC is the administrative agency for
a number of Proposition 1B programs. These
include three predominantly highway-related
programs for which CTC selected projects on
a competitive basis: (1) the Corridor Mobility
Improvement Account (CMIA) program, (2) the
Trade Corridor Improvement Fund (TCIF) pro-
gram, and (3) the State Route 99 improvement
program. (The commission also administers other
Proposition 1B programs that provide funding for
non-highway purposes or are allocated by formu-
las.) Projects in these programs were selected
based on criteria that include meeting set con-
struction deadlines. Additionally, it is expected
that the projects would be fully funded from a
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combination of sources, including a specific,
fixed amount from Proposition 1B bonds.

In addition to the immediate risks to projects
relating to the actions of PMIB, there are other
risks to the delivery of projects in these three
programs. We discuss these other risks below.

Less Local Money Available to Pay for Cost
Increases. Because the amount of Proposition 1B
funding allocated for each project is fixed, any
increased costs must be paid from another
source, most likely from local funds. Currently,
19 counties have adopted local sales tax mea-
sures to fund transportation improvements, in-
cluding local contributions toward Proposition 1B
projects. However, due to the downturn in the
economy, potentially less revenue is available
from these local sales taxes to cover any project
cost increases. Discussions with local transporta-
tion agencies indicate that, in general, local sales
tax revenues have declined by about 5 percent
to 20 percent in the past one to two years. Addi-
tionally, many local agencies issue bonds against
future sales tax revenues in order to raise money
upfront to pay project costs. However, because
of tight credit markets, these agencies may have
difficulty issuing such bonds in the near future.

Some Projects Are Already Overbudget.
Proposition 1B requires that CMIA projects begin
construction no later than December 2012 in
order to receive bond funds. Because of this
requirement, a substantial amount of project de-
velopment work (environmental review, design,
acquisition of rights-of-way) has already been
completed for most of the projects selected for
CMIA. It is during these project development
activities that cost increases are often discovered.
For instance, the environmental review could
reveal that additional costly mitigation mea-
sures would be required. Given that most CMIA

TR-25



TR-26

2009-10 BUDGET ANALYSIS SERIES

projects are already well into this development
phase, it is not likely that these projects will have
significant cost increases.

Nevertheless, our review found that as of
November 1, 2008 about 20 percent (or 11 out
of 54) of CMIA projects had known cost increas-
es of at least either $5 million or 5 percent above
the original cost estimate. While cost increases
of $5 million or more may not be substantial
when compared to the total cost of kinds of large
projects that are typical in the CMIA program,
any cost overrun can be problematic, because
it would still require that additional monies be
provided (from non-bond sources) to fully fund
the projects.

At this time, it is too early to determine the
extent to which projects in the TCIF and State
Route 99 programs will incur costs that are
higher than planned. Most TCIF and state Route
99 projects still require a substantial amount
of project development work. Thus, there is a
greater risk that the costs for these projects could
escalate significantly before they are ready for
construction.

CTC Should Report on Risks and Lagging
Projects. In order to monitor the progress of the
bond program, we recommend that the Legisla-
ture enact legislation that requires CTC to include
the following additional types of information in
its annual report to the Legislature:

> The overall status of the Proposition 1B
programs.

> Risks to project delivery.

> Evaluations of projects that are more than
six months behind schedule and/or more
than 20 percent over cost.

> Recommendations to improve project
delivery and program effectiveness.

This information would provide the Legisla-
ture with an annual, aggregate look at the prog-
ress of all Proposition 1B programs and identify
the key risks and threats to program progress as
well as means to mitigate them.

Intercity Rail Procurement Progress Slow

Intercity rail ridership has experienced sub-
stantial growth in recent years. The state’s three
intercity rail services had an average ridership
increase of 12 percent in 2007-08. The Capitol
Corridor service in particular has recorded nearly
50 percent ridership growth since 2003-04.

In order to meet the growing demand, service
capacity has to increase by procuring additional
cars and locomotives (rolling stock). The depart-
ment’s most recent State Rail Plan projects a
$290 million need for additional rolling stock and
maintenance facilities over the next ten years.

Proposition 1B provides $400 million for
intercity rail improvements, including at least
$125 million for rail car and locomotive procure-
ment. The Legislature appropriated $187 million
of these funds in 2007-08 and an additional
$71 million in 2008-09 for Caltrans to procure
rail rolling stock and improve track and other rail
facilities.

Caltrans Slow to Use Funds. Caltrans is
spending the funds at a much slower rate than
was anticipated when they were appropri-
ated. To date, only $64 million (out of the total
$258 million) has been encumbered for various
track improvement projects, and Caltrans does
not expect to encumber any more funds for
these projects in the current fiscal year. The de-
partment did not use any of the funding provided
to it in 2007-08. This is because statutory lan-
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guage required an audit of intercity rail ridership
before the funds could be encumbered for rolling
stock, but the audit was not completed in time
for the money to be spent.

Required Report Not Yet Submitted. Be-
cause of concerns over the fact that none of the
funds appropriated for rail car procurement were
spent in 2007-08, the Legislature added language
to the 2008-09 budget that requires Caltrans to
report to the Legislature by January 1, 2009 on
the activities the department has undertaken to
spend the money for rolling stock procurement.
At the time this analysis was prepared, the report
had not been submitted, and the department had
yet to procure any rail cars or locomotives.

Caltrans Should Report Procurement Status
at Budget Hearings. We recommend that the
Legislature direct the department to explain at
budget hearings why it has not submitted the re-
quired report. The department should also report
on why it has not made any progress in procur-
ing rail equipment.

Budget-Year Request for Track and Facility
Improvements Warranted. The 2009-10 budget
requests an additional $125 million for various
intercity rail projects. These projects include
mainly track and station improvements on all
these corridors. Our review shows the requested
projects to be reasonable.

Year-by-Year Transit Formula Hinders
Project Planning and Skews Priorities

Proposition 1B provides $3.6 billion for tran-
sit capital improvements, including the construc-
tion and expansion of rail and bus systems and
the acquisition of equipment. The Legislature
appropriated $600 million of these funds in
2007-08 and $350 million in 2008-09. As of the
beginning of 2009, somewhat over one-half of
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these funds had been provided to transit opera-
tors and regional transportation agencies. (As
part of his economic stimulus package, the Gov-
ernor is proposing to increase the current-year
funding for this purpose by $800 million.)
Funding Uncertainty Hinders Project Plan-
ning. So far, the amount of funding appropriated
for these projects has varied greatly from year to
year. Also, the appropriated amounts have been
allocated without a predictable, ongoing formula.
Due to uncertainty about how much funding will
be available each year, and over how funds will
be allocated from year to year, planning efforts
by project sponsors (mainly transit operators) are
being hampered. Large projects are difficult to
plan and fund without some knowledge of how
future bond funding will be distributed annually,
and how much funding a sponsor could reason-
ably expect over several years. Additionally,
some small transit operators are having trouble
effectively using their small annual allocations.
This is because they are unable to carry the
funds appropriated over multiple years to accu-
mulate enough money to complete projects.
These challenges are leading sponsors to
fund projects that may not be their highest prior-
ity just so that the project will fit the available
funding. Eligibility guidelines require each project
to be in a region’s long-range plan, which should
include all high-priority or important future proj-
ects. However, our review showed that many of
the project applications for bond funding indi-
cated that the recipients recently amended their
plans to include these projects. This means that
many projects were not sufficiently high in prior-
ity to be included in the sponsors’ initial plans.
Our review also found that over $100 million, or
nearly 20 percent, of the disbursed bond funds
have been spent on peripheral needs such as bus
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stop and station improvements and upgrading
farebox equipment. In the case of some small
operators, funds were spent for bus benches,
bus LED signs, brochure holders, and bus stop
signage rather than projects that would directly
increase the capacity of transit systems.
Legislature Should Establish an Ongoing Al-
location Process... As we proposed in our Analy-
sis of the 2008-09 Budget Bill (see page A-54),
we continue to recommend that the Legislature
establish a formula that directs the allocation of
the remaining funds such that the percentage of
the total that each agency will receive over time
is defined. Doing so would allow transit agencies
to better estimate their share of funding. This, in
turn, would enable better project selection and
use of the bond funds for high-priority projects.
... And Allow for “Banking” of Funds. We
also recommend that the Legislature enact legisla-
tion that allows recipients to either (1) bank their
allocations over multiple years so that they can
accumulate funds for large high-priority projects,
or (2) fund projects in advance of future bond
funding, with a commitment that future alloca-
tions would be made available as reimburse-
ments for the project’s cost. This would allow
fund recipients to use bond money more ef-
fectively to pay for large projects that are a high
priority.

Improve Accountability for
Proposition 1B Programs

After passage of Proposition 1B in 2006, the
Legislature and the administration decided to re-
quire a greater level of accountability for the use
of bond funds than other transportation programs
in general. To achieve ongoing accountability
over the course of the bond programs, the ad-
ministration proposed to develop and maintain a

“bond accountability” internet web site to report
the progress and status of each bond project.

The Legislature agreed to the approach,
but also adopted legislation requiring periodic
reports on the Proposition 1B programs. Specifi-
cally, Chapter 181, Statutes of 2007 (SB 88, Com-
mittee on Budget and Fiscal Review), requires
each Proposition 1B administrative agency to
collect reports from bond fund recipients and to
submit those reports to DOF every six months.
The purpose of these reports is to ensure that
projects are proceeding on schedule and within
their estimated cost. As the administrative entity
for many of the Proposition 1B programs, CTC is
subject to this reporting requirement.

CTC Failed to Provide Statutorily Required
Reports. Despite the statutory requirement,

CTC has decided not to submit the semiannual
reports for any of the Proposition 1B programs it
oversees. Rather, on September 25, 2008, CTC
notified DOF that it would not submit a report
on the status of the Proposition 1B projects.

The commission asserted that the information
provided on the bond accountability web site de-
veloped by the administration fulfills its reporting
requirements. (As we discuss below, our review
found problems with the information posted on
the web site.) In any event, CTC's failure to sub-
mit the required reports leaves a gap in Proposi-
tion 1B accountability, because CTC is the only
entity charged with oversight of these bond
programs.

Furthermore, discussions with CTC staff in
October 2008 indicate that the commission has
no role in ensuring that information reported on
the administration’s web site is accurate or help-
ful. For instance, CTC is not responsible for en-
tering or even reviewing information on the web
site. When asked about problems and changes to
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the web site (as described below), the commis-
sion staff was unaware of either.

Bond Accountability Web Site Not Very
Helpful. Our review finds that certain infor-
mation that is essential to understanding the
progress and status of Proposition 1B projects
is missing from the bond web site. This missing
information about projects, as shown in Figure 9,
mainly includes planned and actual dates for the
beginning and completion of various phases of
a project (also known as project milestones) as
well as cost information.

Our review shows that while the web site
does provide some information on the projects
for several programs (namely CMIA, State Route
99, SHOPP Augmentation, and Local Bridge
Seismic programs), it is difficult, and in some
cases impossible, to determine basic informa-
tion about the status of projects. For instance, for
many projects it is unclear when the milestones

Figure 9

Key Project Information Needed for Accountability

are being completed and if the project is general-
ly proceeding on schedule. In addition, for other
Proposition 1B programs—specifically TCIF, STIP
Augmentation, Traffic Light Synchronization, and
Grade Separation programs—only a listing of the
projects and their original schedule and costs are
available. For these programs, the web site does
not provide any of the information needed to
perform ongoing oversight, such as to determine
if projects are within cost estimates, on schedule,
or if the project has even been started.

Overall Project Status Indicators Were Mis-
leading...and Now Are Missing. In order to pro-
vide an easy way to determine if bond projects
are on schedule and within cost, the administra-
tion had previously proposed to include status
indicators for each project on the web site. The
status indicators would show a green checkmark
for projects that were on schedule, a yellow
diamond for projects with potential risks, and a
red “X” for projects with
known cost or schedule
changes. As of July 2008,

the indicators showed

‘/ Project Milestones. The development of projects occurs in phases that
generally include environmental review, design, rights-of-way acquisition,
and construction. The beginning and completion of these phases are
called milestones. The achievement of project milestones are used to
measure the progress of a project’'s development. Information should in-

clude:

¢ Planned start date and completion date of each phase.
¢ Actual or estimated start and completion of each phase.
¢ An indicator to show when each phase has been completed.

‘/ Project Costs. Information on the original cost estimate and any changes

throughout the various phases of a project.

‘/ Date When Information Was Last Updated. Information reported about

projects should be clearly dated.

‘/ Overall Status of the Project. Because projects can be impacted by fac-
tors that are not necessarily measured by the milestones, an overall as-
sessment of whether the projects are on schedule and within cost is

needed to facilitate oversight of the projects.
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that all projects were

on schedule and within
cost, despite the fact that
at that time some proj-
ects had known increas-
es in cost and delays in
schedule.

After discussions
with Caltrans about the
seemingly inaccurate
information, the project
status indicators were
removed from the web
site. While removing
inaccurate information
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from the web site was appropriate, completely
removing the status indicator feature means that
the web site no longer provides a short-hand
summary on the status of the bond projects.
CTC Should Report at Budget Hearings.
As noted above, CTC has failed to provide the
required Proposition 1B reports. In addition, the
commission is contributing to a lack of account-
ability for the use of Proposition 1B funds by not
reviewing information on the administration’s
web site to ensure its accuracy. Accordingly, we
recommend that the Legislature direct CTC to
report at budget hearings on why the commis-
sion has disregarded the statutory requirement
to submit semiannual reports on the status of
the bond programs. Given that the web site
has proven to be a poor accountability tool, we
recommend that the Legislature enact legislation
requiring CTC to provide addlitional information
on the Proposition 1B programs in its annual
report to the Legislature, as we recommended
earlier. Doing so would improve accountability
and oversight of the bond programs.

STATE TRANSIT ASSISTANCE

The state provides assistance to regional
and local transit systems in two ways. First, the
state funds transit capital improvements, such as
equipment purchase, track, and facility construc-
tion. The PTA has provided over $1 billion to
these types of transit and rail projects over the
past five years, and since 2007, Proposition 1B
has provided an additional $1.2 billion for these
purposes. Second, the state provides financial
support for transit operations through STA pro-
gram. Funding comes from PTA and is allocated
to local recipients (mainly transit operators) based
on a statutory formula. Before 2001, STA funding
ranged mostly from $40 million to $70 million

a year. Since the passage of Proposition 42 in
2002, however, funding for STA has been sig-
nificantly higher. The current-year funding of the
STA program is at $306 million.

Governor Proposes to Eliminate
STA Funding

Traditionally, PTA monies were used to fund
the state intercity rail service, transit capital
projects programmed in STIP, and Caltrans mass
transportation and planning activities. As we
noted earlier (see the “Background” section of
this report), PTA uses have been broadened in
recent years specifically to fund home-to-school
transportation and regional center transporta-
tion in order to help address the state’s General
Fund shortfall. Falling fuel prices have led to an
unanticipated decrease in the fuel tax revenues
deposited into the PTA. In response to this prob-
lem, the Governor’s budget proposes to reduce
the current-year funding for STA by one-half, or
$153 million, in order to ensure adequate funding
for home-to-school and regional center transpor-
tation in 2008-09, as planned. Additionally, the
Governor proposes to eliminate the STA program
statutorily, thereby providing no further funding
for this program as of 2009-10.

Approve the Governor’s
Budget Proposal

PTA Will Have Shortfall in Current Year Ab-
sent Corrective Action. As noted above, due to
falling gasoline prices, PTA resources will be less
than projected in the current year. After funding
home-to-school and regional center transporta-
tion, maintaining the intercity rail program, and
paying outstanding transit capital obligations,
the account will not have sufficient resources
to fund the STA program at the planned level
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of $306 million. To avoid a significant shortfall
in the account, the Legislature faces having to
prioritize the use of PTA funds. Given the state’s
fiscal condition, we concur with the Governor’s
proposal to reduce STA by $153 million—the
equivalent of half of the original full-year appro-
priation—in order to achieve the planned level of
General Fund relief in the current year. Accord-
ingly, we recommend that the Legislature adopt
the Governor’s proposal.

PTA Resources Will Continue to Be Lim-
ited in the Budget Year. The PTA’s resources
in the budget year are projected to be about
$750 million. This amount, however, assumes
that (1) the current-year proposed STA reduction
is adopted and (2) the Governor’s proposal to
increase the state sales tax is effective in 2009-10.
The budget proposes to provide $541 million for
home-to-school and regional center transporta-
tion combined in 2009-10, as relief to the Gen-
eral Fund. Doing so and supporting all its other
existing purposes—paying for state intercity rail
service, as well as obligations on transit capital
projects—would essentially deplete all projected
PTA resources in 2009-10. Thus, there would be
no resources left to fund STA in the budget year.
Based on the lack of available funding and state
budgetary concerns, we recommend that the
Legislature provide no funding for STA in 2009-10.
(See additional discussion about the PTA fund
condition in “Unstable Funding Adversely Im-
pacts Transportation Programs” in this report.)

Program Elimination Should Be
Considered on Policy Grounds

In assessing the Governor’s proposal to
change state law to permanently eliminate the
STA program, the Legislature should consider a
number of policy issues beyond the immediate
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budgetary solution of using PTA to help address
the current General Fund problem. For example,
the Legislature should assess the state’s role in
funding local transit and the goals and objectives
of any state assistance. We discuss these issues
below.

State’s Role in Funding Transit. Public transit
exists primarily to serve local communities.

In large metropolitan areas, integrated transit
systems now provide an alternative to road and
highway use within entire regions. As such,
these services are primarily a local and regional
responsibility.

However, the state has had a longstanding
policy of assisting public transportation services
and encouraging regional transportation coor-
dination. The first step in this direction was the
Legislature’s enactment of the Transportation De-
velopment Act (TDA) in 1971. The law provides
funding equal to "4 cent of the general sales tax
that is collected statewide to counties for transit
assistance purposes. In 2007-08 (the most recent
year of data from the State Controller’s Office
[SCQO)), local transit received about $1.4 billion in
TDA funds mainly for operating expenses. Since
1980, the STA program has provided supple-
mental state funding to the TDA monies to help
support transit operations from a portion of the
gasoline sales tax revenue.

As noted earlier, the state also provides sub-
stantial funding to transit operators to make capi-
tal improvements. Most recently, Proposition 1B
allocated $3.6 billion in bond funds for these
purposes. Given the substantial amount of state
capital funds and TDA funds that transit opera-
tors receive, the Legislature should consider what
other goals and objectives it may want to achieve
with the additional assistance provided under
STA. For instance, should STA be used to create
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incentives for operators to provide specific types
of transit service or to achieve specific service
goals? Alternatively, should any additional state
role in transit be limited to just capital assistance?

STA Accounts for Small Portion of Overall
Transit Operations. Currently, transit operations
total in excess of $6 billion statewide a year.
About 70 percent of all transit operating revenues
comes from local sources, including passenger
fares and local (mainly sales) taxes. The TDA
funds account for about 16 percent of annual
transit revenues, while federal funds account
for about 10 percent. The remaining funding—
about 3 percent per year—comes from STA. The
relative small portion of overall transit operations
supported by STA raises the question of how
significant a contribution the program provides to
overall transit services in the state.

STA Funding More Important to Small
Operators. Of the roughly 260 entities statewide
eligible to receive STA funding, 150 operators re-
ceived funding between 2001-02 and 2005-06,
according to data reported to the SCO. For the
25 largest recipients (among them the Los An-
geles County Metropolitan Transportation Au-
thority, Bay Area Rapid Transit, and Santa Clara
Valley Transportation Authority), which received
the bulk (over 90 percent) of the total annual
STA allocation, program funding constituted on
average about 3 percent of operating revenues.
However, STA was a significant resource for
the 25 smallest recipients, comprising between
17 percent and 31 percent of their annual operat-
ing revenues. Most of the small operators each
received amounts in the tens of thousands of
dollars annually. Many of these recipients are
specialized service operators located in rural
areas such as Humboldt and Imperial Counties,
providing mainly paratransit-type service.

Summary. The specific service-level benefits
realized by the state’s current role in funding
transit operations through STA are unclear at
this time. Compared to TDA funding, the STA
program contributes a relatively small amount to
statewide transit operations. Most of STA is allo-
cated to the state’s largest operators and com-
prises a small percentage of their overall revenue,
although it is a larger part of funding for many
smaller operators, particularly rural and special-
ized service providers. The impact of the pro-
gram on the overall public transportation system,
however, cannot be determined. This is both be-
cause of the relatively small size of the program
overall and the general-purpose nature of the
funding assistance. If the Legislature chooses to
continue the STA program, we recommend that
the Legislature improve the program by adopting
a more rational funding formula and tying the
distribution of funds to recipient performance so
as to better target the use of state funding. We
discuss the advantages of these changes in state
policy below.

Create a More Rational Funding Formula

Current Funding Formula Results in Un-
predictable Allocations. The PTA receives its
revenues from sales taxes on gasoline and diesel.
(Currently, state gasoline sales tax receipts are
split into three separate allocations of funding—
spillover, Proposition 111, and Proposition 42.
Depending on the price of gasoline and the
state’s economic conditions, the amount of spill-
over varies from year to year.)

Prior to 2007-08, STA was statutorily allo-
cated 50 percent of all PTA revenues each year,
regardless of the revenue source. Beginning in
2008-09, the funding formula was revised such
that the shares of PTA revenues that the program

LEGISLATIVE ANALYST’'S OFFICE



2009-10 BUDGET ANALYSIS SERIES

receives differ depending on the source of the
revenues. Specifically, STA now receives:

> Two-thirds of all spillover gasoline sales
tax revenue deposited into the PTA.

> Seventy-five percent of all Proposition 42
gasoline sales tax revenues transferred
into the PTA.

> One-half of all Proposition 111 gasoline
sales tax revenue and diesel sales tax
revenues deposited into the PTA.

As Figure 10 shows, the current formula
can provide different STA funding levels from
the same amount of gasoline sales tax revenue
depending on the amount of overall revenue
that is counted as spillover revenue. Essentially,
the higher the spillover amount, the higher the
formula-determined STA funding level.

We see no logical basis for funding the pro-
gram differently depending on whether a certain
increment of gasoline sales tax revenue is deter-
mined to be spillover. Because of the volatility of
spillover revenue from year to year, STA funding

Figure 10

STA Funding Varies Depending on Spillover Revenues

levels have and will continue to fluctuate under
the current formula.

Given the unpredictable nature of STA fund-
ing, transit operators may be reluctant to plan for
receipt of these funds in their budgets. As such, it
is likely that STA is not always being used in the
most effective manner.

Predictable Formula Would Enable Better
Planning. A predictable funding formula would
allow recipients to better plan how to use the
funds. If the Legislature decides to continue the
STA program and provide transit assistance on a
formula basis, we recommend that the Legisla-
ture enact a more predictable funding formula.

A new funding formula could be structured in
one of two ways. The Legislature could choose a
specific funding level, based on some average of
the previous years’ funding amounts, and provide
that amount each year. This would provide fund-
ing certainty to transit operators. Another option
is to set STA funding each year as a percentage
of total PTA revenues, similar to the way funding
was calculated prior to 2007-08. In this way, STA
funding would not be allocated differently for
each particular revenue
source and be somewhat
more predictable than it

is currently.

(In Millions)
Scenario A Scenario B Include Performance
Gasoline STA Gasoline STA Measures in

Component Sales Tax Amount Sales Tax Amount Distribution Formula
Spillover? $1,000 $330 — — If the Legislature
Propos!t!on 42 1,435 215 $2,435 $365 chooses to continue
Proposition 111 65 32 65 32 .

the STA program in the

Totals $2,500 $577 $2,500 $397

2 Figure shows total spillover revenues. Of this amount, 50 percent is deposited into the Public

Transportation Account (PTA).

b Figure shows all Proposition 42 gasoline sales tax revenues. Of this amount, 20 percent is

transferred into the PTA.
STA = State Transit Assistance.
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future, we further recom-
mend that performance
measures be used in the
distribution of funding to
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transit operators. The current formula for distribu-
tion of STA funding does not effectively consider
the performance of transit operators. One-half

of STA funds is now allocated based on popula-
tion and one-half based on operating revenues.
To be eligible for funding, an operator must meet
a minimum farebox recovery ratio, generally

20 percent. We find that this eligibility measure
is artificially low and does little to encourage
performance improvement.

If the Legislature decides to continue the
STA program, we recommend that the Legis-
lature adjust the way funding is distributed to
tie the amount that an operator receives to
specific, measurable outcomes of performance.
For instance, the Legislature could choose to
reward operators that are increasing the cost-
effectiveness of their operations. Many measures
currently used by operators to track their own
performance could be instituted to determine the
amount of STA awarded to each recipient.

Integrating these performance measures into
the distribution of funds would reward well-
operated systems and encourage others to im-
prove their operations. For example, to promote
cost-effectiveness, recipients with an improving
(declining) ratio of annual operating costs per
passenger mile, or annual subsidy per passenger
mile, could be eligible for a larger percentage
of funding than they would otherwise receive
under the present formula. Transit operators that
were improving their efficiency would be able to
expand their systems and the state’s funds would
better benefit statewide transit operations.

Conclusion

Due to the state’s budget problem, we
recommend that the Legislature suspend STA
for the remainder of the current year and for the

budget year, but consider the policy implica-
tions before statutorily eliminating the program. If
the Legislature decides not to eliminate STA, we
recommend two statutory changes to the current
program. First, in order to enable local operators
to reliably budget for state assistance, we recom-
mend enactment of a more predictable annual
funding calculation. Second, we recommend the
adoption of performance criteria for the distribu-
tion of funds in order to drive desired behavior
among recipients. These changes would enable
the Legislature to then better determine the im-
pact of the program on the state’s overall public
transportation system.

CALTRANS—IMPROVING RESOURCE
ALLOCATION FOR PROJECT PLANNING

Caltrans’ transportation planning program is
responsible for a range of activities including the
preparation of initial plans for individual projects,
also called “project initiation documents” (PIDs).
Caltrans proposes to allocate $51 million (SHA)
and 433 personnel-years (PYs) for the prepara-
tion of PIDs in the budget year. This compares to
$49 million and 433 PYs provided for the depart-
ment’s PID activities in 2008-09. In this section,
we examine Caltrans’ PID activities and make
recommendations to improve the allocation of
resources for this program activity.

How Caltrans Plans Highway
Capital Projects

Project Ideas Come From Long-Range Plans.
Figure 11 shows the steps the state takes to plan,
develop, and build highway capital projects. As
shown in the figure, long-range transportation
plans forecast travel demand over a period of
many years and identify alternatives, including
various capital improvement projects that would
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meet the projected travel demand. These plans
are fiscally unconstrained, meaning that the po-
tential capital projects are identified in the plans
without regard to funding availability. Current law
requires Caltrans to plan for long-term rehabili-
tation, major repairs, and reconstruction of the
state’s highways in the Ten-Year State Highway
Operation and Protection Plan. Long-range plans
for highway expansion, development of transit

Figure 11
How Caltrans Builds Capital Projects

Long-Range Plans
20-30 Year Regional Transportation Plans
10-Year SHOPP Plan

v

Project Initiation Documents

Preliminary project plans containing:
 Estimated cost

* Project scope

* Schedule

!

Programming

Schedule projects into transportation
program (SHOPP or STIP)

¢ |dentify funding amount

¢ |dentify year of funding availability

v

Project Development
* Environmental studies
* Design
* Acquisition of rights-of-way

v

Construction

 Advertise and award contract

 Construct the project

* Close out project upon completion of
construction

SHOPP = State Highway Operation and Protection Program;
STIP = State Transportation Improvement Program.

LEGISLATIVE ANALYST’'S OFFICE

systems, and local street and road improvements,
called Regional Transportation Plans (RTPs), are
developed by regional transportation planning
agencies. The RTPs typically cover a period of 20
to 30 years.

PIDs Provide Details About Individual
Projects. Project ideas are identified in the long-
range plans. Before potential projects can be
developed and constructed, however, detailed
project planning work must first be completed.
Initial project plans, called PIDs, contain specific
information, including the identification of the
transportation problem that is to be addressed,
an evaluation of potential alternatives to address
the problem, and the justification and description
of the preferred solution. Each PID also includes
the estimated cost, scope, and schedule of the
project—information needed to decide if, how,
and when to fund the project.

PIDs Required Before Projects Can Be
Programmed for Funding. The CTC requires
that a PID be completed before a project can
be adopted into one of the state’s transportation
programs, and state funding scheduled for the
various phases of a project (such as environmen-
tal review, design and construction). The state
has two main ongoing transportation programs,
SHOPP and STIP. The SHOPP is a four-year
program of projects that rehabilitate the highway
system, or improve the system’s safety. The STIP
is a five-year program for expanding the capac-
ity of state highways. Both SHOPP and STIP are
updated in two-year cycles.

Projects that are to be programmed in an
upcoming cycle must have PIDs prepared and
completed before the cycle begins. Thus, as Fig-
ure 12 (see next page) shows, PIDs are typically
prepared during the two-year period between
programming cycles. For example, PIDs for
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projects that are to be programmed into the 2010
SHOPP would ordinarily be prepared during
2008-09 and 2009-10. The amount of work and
length of time needed to complete a PID de-
pends upon the complexity of the project. A PID
for a relatively simple project such as a SHOPP
pavement project typically takes a few months,
while a PID for a more complex project, such as
a STIP project to significantly expand a highway,
may take a few years to prepare. In dollar terms,
the cost to produce a single PID can range from
tens of thousands of dollars up to a few million
dollars.

After a PID is completed it is put on the “PID
shelf” until funding becomes available in the
next programming cycle. (Caltrans defines the
PID shelf as planning documents that have been
completed for projects that have not been pro-
grammed.) However, when there are more PIDs
completed than can be funded, some PIDs could
remain on the shelf for a number of years.

Most PIDs Are Prepared by Caltrans Staff.
All PIDs for potential SHOPP projects, and many
PIDs for potential STIP highway projects, are pre-
pared by Caltrans staff who are mainly engineers
and transportation planners working in district

offices throughout the state. (Some PIDs for STIP
projects are prepared by regional agencies.)
Figure 13 shows the number of PYs and fund-

ing expended on the preparation of PIDs from
2002-03 to 2007-08. As the figure shows, staffing
(in PYs) for PID activities has declined somewhat
since 2002-03, while total expenditures to sup-
port those staff have increased slightly in that
time. However, since 2006-07, staffing has been
stable at about 430 PYs. In total, from 2002-03 to
2007-08, the department spent about $265 mil-
lion preparing PIDs.

PIDs Completed for Many Projects
That Cannot Be Funded

Having Some PIDs on the Shelf Is War-
ranted. At the time PIDs are prepared, it is not
possible for Caltrans to know exactly how much
funding would be available to program new
projects for development. Because of this uncer-
tainty, it is reasonable for Caltrans to have some
PIDs on the shelf at any given time. In addition,
if new funding unexpectedly becomes available,
as could happen with federal economic stimulus
funding for transportation projects, having some
PIDs already completed could allow projects to

Figure 12
SHOPP Programming Cycles and PIDs
201213
2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 And Beyond
2006 SHOPP
Year 1 Year 2 Year 3 Year 4
________________________________________ 2008 SHOPP
____PIDs developed for 2008 SHOPP | Year 1 Year2 Year3 Year4
____________________________________ 2010 SHOPP
! _ PIDs developed for 2010 SHOPP ! Yeart Year?2
2012 SHOPP

SHOPP = State Highway Operation and Protection Program; PIDs = project initiation documents.
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start more quickly than
would otherwise be
possible. However, this
benefit would be limited
because projects on the
PID shelf still require
project development
(such as environmental
review, engineering,
design, and acquisition
of rights-of-way). Con-
sequently, only a few
projects with completed
PIDs would likely be
able to start construc-
tion quickly enough to
qualify for federal stimu-
lus funding.

Many More SHOPP
PIDs Prepared Than
Needed. Our review
shows, however, that
the amount of new
PIDs produced for
each SHOPP cycle far
exceeds the funding
available to develop and
construct new projects.
Figure 14 compares the
dollar value of projects
for which SHOPP PIDs
have been completed to
the dollar value of new
projects actually pro-
grammed in the recent
three SHOPP cycles and
for the Proposition 1B
program. As the figure
shows, funding available

2009-10 BUDGET ANALYSIS SERIES

Figure 13

Resources for the Preparation of
Project Initiation Documents

Personnel-Years
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[ Personnel-Years Non-SHOPP

- Personnel-Years SHOPP
== Total Dollars

Dollars in Millions
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2002-03 2003-04 2004-05 2005-06 2006-07 2007-08
SHOPP = State Highway Operation and Protection Program.
Figure 14
Completed SHOPP PIDs Exceeded
Actual Programming Capacity
(In Billions)
$4.0 . PIDs Completed
' |:| Projects Actually Programmed
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SHOPP = State Highway Operation and Protection Program;

PIDs = project initiation documents.
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to add new projects to SHOPP has declined in
recent programming cycles; however, Caltrans’
production of PIDs during this time has in-
creased.

Caltrans Has a Large Shelf of PIDs for Un-
funded SHOPP Projects... The over-production
of SHOPP PIDs has led to a large number of
PIDs sitting on the shelf. As of July 2008, Cal-
trans had 485 completed PIDs for unfunded
SHOPP projects. The amount of funding needed
to develop and construct all these projects is es-
timated to be $4.7 billion. By comparison, when
the SHOPP was updated in 2008, only 196 new
projects with a combined development and
construction cost of $1.3 billion were actually
funded. At this rate, it would take at least three
programming cycles (more than six years), to pro-
gram the entire shelf of SHOPP PIDs, assuming
that no additional PIDs were completed. Having
a $4.7 billion shelf of projects is excessive, in our
view, because it is unlikely that there will be suf-
ficient funding for a number of these projects.

...And a Large Shelf of PIDs for Unfunded
STIP Projects. As of June 2008, there were 84
STIP projects for which Caltrans had completed
PIDs. (This does not include additional PIDs
completed by private consultants and paid for
by regional transportation agencies). Caltrans
estimates that it would take about $16.7 billion
to develop and construct these 84 projects. By
comparison, the STIP is currently being funded
at the rate of about $700 million worth of high-
way projects each year. At this rate it would take
more than 23 years before sufficient funding
would be available to program all of the STIP
projects with completed PIDs, assuming that no
additional PIDs were completed. While some of
these projects may ultimately be funded with lo-
cal funds rather than with state funds, we believe

having $16.7 billion worth of shelf projects is
excessive given the state’s transportation funding
outlook.

Having Such a Large Shelf of PIDs Is Inef-
ficient. Once a PID is completed most of the
information is typically current and therefore
useable for about two years. After that time,
additional work is often required to update the
document before a project can be programmed
for funding. Some information in PIDs, cost
estimates in particular, become outdated even
more quickly. Cost estimates typically need to
be updated after about six months. For instance,
if a project is not programmed for development
within a couple of years, the initial estimates
would likely be no longer useable due to infla-
tion or other changes in market conditions.

Other factors could make the information
in a PID out of date as well. For example, a PID
may identify a certain preferred alignment for a
project; however, over time, the property needed
for that alignment may not be available due to
development. When a substantial amount of
information in a PID is outdated, Caltrans must
dedicate additional resources to revise or redo
the document. Additionally, to the extent some
PIDs will never be developed or constructed into
projects due to funding constraints, the resources
being spent on their preparation are wasted.

Recommendation: Reduce Staffing
For Project Planning in 2009-10

Continued Staffing at Current Level Not
Justified. In light of the large shelf of PIDs that
currently exists, the department’s request for
433 PYs and $51 million to prepare PIDs in
2009-10 is not justified. The requested level
of resources is essentially the same as Caltrans
has received for the past three years, which has
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led to an over-production of PIDs, as discussed
earlier. Furthermore, Caltrans is not able to justify
the requested staffing level on a workload basis.
Specifically, it cannot identify projects that are
high in priority for future funding but for which

a PID is not completed. Absent such workload
justification, continuing to staff PID preparation
at the current level would only result in a larger
shelf of PIDs mainly for projects that would not
proceed for many years.

Some Resources Needed in 2009-10 to
Prepare Essential PIDs. Despite having many
completed PIDs on the shelf, our analysis indi-
cates that the department will nonetheless need
some staff to prepare PIDs in 2009-10. This is
because the department typically has workload
related to unexpected events, such as emergen-
cies and safety hazards. Additionally, staff would
be needed to continue and complete work on
PIDs for projects for which funding has been
committed in 2009-10 from non-state sources,
such as local sales tax revenues.

Staffing for PID Work in 2009-10 Should Be
Reduced Substantially. Given the large shelf of
PIDs, we recommend that the Legislature sub-
stantially reduce the funding and staffing allo-
cated to PID activities for 2009-10. Because the
department is not able to provide PID workload
information, we cannot identify a precise level
of staffing that should be provided; however, we
estimate that roughly one-fourth of the current
staffing (@bout 100 PYs) would be sufficient to
cover any unexpected workload and complete
outstanding PIDs in 2009-10. Accordingly, we
recommend that the department’s request be
reduced by 330 PYs and $40 million from SHA.
Because the staff (mainly engineers and planners)
that prepare PIDs could easily be shifted to per-
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form other work within the department, reduc-
ing PID staffing would not require laying off any
workers. Instead, we think this reduction could
be achieved by shifting them to vacant positions
among Caltrans’ approximately 9,000 other engi-
neering and planning staff.

Recommendation: Base Staffing on
Workload Beginning in 2010-11

Staffing Does Not Align With Workload
Needs. In order to manage its PID workload
well, Caltrans should regularly assess how many
PIDs it needs to be preparing at any given time
to facilitate the programming of projects. This
assessment should also include monitoring of the
status and completion of documents after work
on them is started. However, the department is
unable to demonstrate that it has such workload
information. Absent this information, Caltrans
is unable to estimate the staffing needs for the
preparation of PIDs. Instead, as discussed above,
Caltrans has allocated a steady level of staffing
for PID preparation in recent years, even though
more PIDs were prepared statewide than were
actually needed.

Our review also found that, at the district
level, the allocation of staffing for PID work
does not match up with each district’s actual
PID workload. Rather, staff are allocated to the
districts based on a formula of past staffing ex-
penditures on PID work and highway lane miles
in each district. As districts” workload varies from
year to year, this method results in too many staff
being provided to some districts and not enough
to others. For instance, some projects with com-
mitted local funding could be held up because
a district does not have adequate staff to pre-
pare PIDs. In other districts, Caltrans staff could
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be preparing PIDs for projects that may not be
funded for many years.

Staffing for PID Activities Should Be Based
on Workload. Based upon our analysis, we
believe that Caltrans should substantiate its PID
staffing request each year by identifying the
volume and types of projects for which PID
work needs to continue or be initiated. This
approach would (1) better match staffing with
program needs at both the statewide and district
level, and (2) facilitate legislative oversight of the
department’s PID activities, thereby improving
accountability.

The approach we propose would also be
consistent with the way the department currently
budgets for capital outlay support—that is, the
staff needed to do environmental review, design,
engineering, and oversight of the construction
of projects. Accordingly, we recommend the
Legislature adopt budget bill language directing
the department to determine its ongoing staffing
for PID activities based on workload, beginning
in 2010-11.

Recommendation: Improve
Management of PID Activities

Significant Gaps in Determining and Man-
aging PID Work. In addition to the lack of work-
load information described above, our review
found other gaps in Caltrans’ determination and
management of PID activities. Specifically, the
department should have (1) criteria it uses to
determine the SHOPP projects for which PIDs
should be prepared, and (2) information about
the viability of the projects on the PID shelf (in-
cluding whether a project is still the appropriate
solution to address a transportation problem, or
whether funding is still available for the planned
project). Our review, however, finds that there
are problems in each of these areas.

> No Criteria for Selecting SHOPP PIDs.
The department was unable to dem-
onstrate that it has standard criteria for
selecting SHOPP projects for which PIDs
would be developed. (Regional transpor-
tation agencies determine the choice of
most STIP PIDs.) Discussions with district
offices indicate that districts use different
methods to select projects for PID prepa-
ration, ranging from district priorities to
complaints by the public about highway
conditions and facilities. This could lead
to the preparation of PIDs for projects
that are not a high statewide priority and,
thus, that are unlikely to be programmed
later for funding.

> Viability of Projects on PID Shelf Is
Unknown. As noted earlier, Caltrans has
569 completed PIDs on the shelf. How-
ever, Caltrans apparently does not track
whether and when these projects would
likely be funded and if they are still vi-
able projects. If they are, the department
may need to allocate resources to update
the respective PIDs. Conversely, if some
of the projects are no longer a priority,
then PIDs for different projects might
be a more important priority. However,
because it apparently does not track the
status of these projects, Caltrans is un-
able to effectively manage its PID work-
load.

Assess Project Viability and Set Criteria for
PIDs for SHOPP Projects. In order to determine
the staffing it needs for its PID workload, the
department should (1) assess the PIDs that are
on the shelf to determine if the projects are still
viable, and (2) set criteria to select the SHOPP
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projects for which PIDs should be prepared.
These requirements should apply beginning with
the preparation of the department’s 2010-11
budget. To ensure that the department carries out
these two tasks, we recommend that the Legisla-
ture adopt supplemental report language requir-
ing Caltrans to report to the Legislature on these
efforts.

CALTRANS— OTHER ISSUES

The 2009-10 budget proposes total expen-
ditures of about $13 billion from various fund
sources and about 22,000 positions for the
Caltrans. The level of expenditures is lower than
the estimated expenditure level in 2008-09—by
about $1.3 billion (or 9.2 percent). The drop in
spending reflects a reduction in the expendi-
ture of bond funds in the budget year, primarily
because the budget assumes that most Proposi-
tion 1B funds for STIP projects will have been
spent in the current year.

The proposed budget provides approximately
$11.8 billion for highway transportation, includ-
ing capital outlay, local assistance, operations,
and maintenance. The budget also provides
$423 million for Caltrans’ mass transportation
and rail program, $514 million for department
administration, and $173 million for transporta-
tion planning.

COS Request Will Be Amended

Capital outlay support (COS) is the term used
by the department to refer to work required to
produce capital outlay projects. Before a capital
outlay project can be constructed, Caltrans must
review environmental impacts, acquire rights-of-
way, and design and engineer the project.
Caltrans is also responsible for overseeing the
progress of project construction. The COS
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budget consists primarily of the salaries, wages,
benefits, and operating expenses of the more
than 10,000 state staff who perform these func-
tions. It also includes the cost of consultants who
perform a portion of this work. The COS budget
does not, however, include payments to the con-
tractors who construct the actual projects. These
costs are part of the capital outlay budget.

The Governor’s budget requests $1.9 bil-
lion (from various transportation accounts) to
fund COS activities in 2009-10—essentially the
same level of spending as estimated current-year
expenditures for these purposes. The department
indicates that it will revise these estimates in the
spring as part of the May Revision. At that time,
the department indicates that it will have more
accurate estimates regarding the amount of proj-
ect development work that is to be performed
during 2009-10. Pending our receipt of these up-
dated workload estimates, we withhold recom-
mendation on the department’s COS request.

Fuel Cost Estimates Inconsistent

Caltrans plans to use about 13.6 million
gallons of fuel (including gasoline, diesel, and
alternative fuels) in 2009-10 to power vehicles
and equipment used in the maintenance and
improvement of the state’s highways. The depart-
ment’s baseline budget includes $48.2 million
in ongoing funding (SHA) for these fuel costs.
However, due to lower prices, Caltrans esti-
mates it would need $373,000 less (for a total
of $47.8 million) to purchase fuel in 2009-10.
Accordingly, the budget proposes to permanently
reduce the department’s budget for fuel by
$373,000.

Our review finds that the estimated price of
fuel used by Caltrans in developing this request
($3.52 per gallon) is inconsistent with the fuel
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prices used by the administration in developing
other budget estimates. For example, for pur-
poses of estimating fuel tax revenues, the admin-
istration assumes average fuel prices of about
$2.10 to $2.35 per gallon, depending on the type
of fuel.

Because the price of fuel has fluctuated
substantially in recent months, it is likely that the
administration’s estimated fuel prices will change
in the May Revision. Therefore, we recommend
that the Legislature take no action on this request
at this time and await updated fuel price esti-
mates that will be available in May. At that time,
Caltrans’” budget for fuel costs should be adjusted
to reflect the best available information on pro-
jected 2009-10 fuel costs.

Withhold Amtrak Contract Funding
Until Cost Estimates Are Revised

The Governor’s budget requests $90 million
(from PTA) to pay Amtrak to operate the state’s
intercity rail program. This is $4 million more
than the current-year contract due to increased
fuel prices. However, the fuel cost estimates used
in the request are based on an average pre-tax
diesel cost of $3.65 per gallon for 2009. The
DOF is now estimating average diesel prices for
that period to be $2.33 per gallon, including tax-
es. The department indicates that it will receive
revised cost estimates from Amtrak later this
spring. Due to lower fuel price estimates since
the initial budget request, we withhold recom-
mendation on the request for $90 million until
the department receives an updated estimate of
these costs from Amtrak.

Deny Request for New Furniture

The department plans to complete con-
struction of two new office buildings in 2010.

The Southern Regional Lab in San Bernardino

is scheduled to open in June and the District 8
(San Bernardino) Traffic Management Center is to
be finished in December. The budget proposes
a one-time increase of $768,000 (from SHA) to
cover the costs associated with moving into the
new buildings. Of this request, $686,000 is for
new modular and conventional furniture. The
department is requesting the funds in the budget
year because it will take time to procure the new
furniture.

In light of the state’s current budget prob-
lem, we question the department’s need for new
furniture. At our request, the department was
able to identify surplus furniture from another
project that can be moved to the new facili-
ties at a cost of $163,000. This cost estimate
includes $148,000 for design and installation of
the surplus modular furniture and $15,000 to
move the furniture. Accordingly, we recommend
the Legislature deny the request for new furniture
procurement and instead provide only $163,000
for the department to move the surplus furniture
to the new buildings. This action would result in
a net savings of $523,000.

Training of Private Sector
Workers Unjustified

The budget requests $1 million (half from
SHA and half from federal funds) each year,
beginning in 2009-10, to fund five workforce
development centers. These centers would pro-
vide pre-apprentice level training to up to 300
people each year to teach basic skills to enable
them to get jobs with private-sector construction
firms. According to Caltrans staff, the training
would teach “soft skills,” such as how to show
up to work on time, how to dress properly for a
job, how to properly wear a hardhat, and how
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to use a tape measure. The department indi-
cates that some basic carpentry skills and other
skills, such as truck driver training, would also
be taught. Graduates of the program would then
receive job placement assistance. For graduates
that are placed in union apprenticeship programs
with private businesses, Caltrans would also pay
their first installment of union dues. The request
specifically includes $25,000 for union dues and
fees for private-sector workers.

Request Unjustified, Use of Funds Ques-
tionable. Our review finds that this proposal
is unjustified. We do not think Caltrans should
perform activities that are well beyond the scope
of its core mission and that are duplicative of
other state programs. The state already has a
number of employment development programs
that provide career counseling and job place-
ment assistance. In addition, the state also funds
apprenticeship training programs that teach
specific skills used in the construction industry,
such as the ironworking skills needed for bridge
construction, cement masonry, and general con-
struction. Furthermore, the proposed use of SHA
funds is questionable and may not be allowed
under Article XIX of the State Constitution. Ac-
cordingly, we recommend the Legislature reject
the request.

More Cost-Effective Approach Needed
To Meet Air Quality Regulations

Caltrans’ budget includes about $63 mil-
lion from SHA in 2009-10 to retrofit and replace
many of the vehicles and equipment in its fleet
in order to meet four different sets of state air
quality regulations. About $54 million of this
total would be provided on a one-time basis.
Regulations adopted by ARB require Caltrans to
replace substantially more of its fleet each year

LEGISLATIVE ANALYST’'S OFFICE

than the department would otherwise based on

the useful life of its vehicles and equipment. The
regulations also require Caltrans to make various
retrofits to its fleet, such as installing specialized
filters to reduce diesel emissions.

Compliance With Diesel Rules Much More
Costly Than Planned. The department’s ongo-
ing efforts to comply with the state’s air quality
rules are not limited to the budget-year request.
Over multiple years, Caltrans expects to spend a
total of about $260 million (including $82 million
in prior expenditures) to comply with four sets
of state air quality regulations. The ARB’s diesel
regulations for both on-road vehicles (such as
maintenance trucks) and off-road vehicles (such
as graders and other heavy equipment) account
for about 90 percent, or $240 million, of the total
cost. These costs for Caltrans are substantially
greater than ARB estimated when it developed
the diesel rules. The ARB had estimated the
total cost for all state agencies would be about
$60 million over multiple years.

The department’s high cost estimate is due in
part to the requirement that many of its diesel ve-
hicles must be retrofitted with a filter—known as
a particulate matter trap. These traps cost about
$20,000 each. For some vehicles, two such traps
are required at a cost of $40,000 per vehicle.
Additionally, as discussed below, our review
finds that other factors are contributing to the
department’s high cost estimate.

Caltrans and ARB Disagree About Steps
Needed to Comply. The ARB’s diesel rules im-
pose various requirements for Caltrans to replace
and/or retrofit a specified portion of its fleet each
year for a number of years. Additionally, in some
cases, such as for off-road vehicles, even new
replacement vehicles must be retrofitted with
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particulate matter traps. These retrofit devices
can be difficult and costly to install. Because
most such devices are too large to easily fit onto
the department’s trucks, Caltrans is requesting
staff to modify and rebuild some of its vehicles in
order to install the retrofit devices.

Caltrans has concluded, based on discussions
with ARB, that this expensive and difficult pro-
cess is the only way it can come into compliance
with the new air quality rules. However, ARB has
advised us, to the contrary, that Caltrans should
not need to modify or rebuild any vehicles to
comply with its rules. According to ARB, the
steps being taken by Caltrans are not necessary
because the air quality requirements that would
otherwise apply would be deemed to be techno-
logically infeasible.

At the time this analysis was prepared,
Caltrans and ARB had not resolved this disagree-
ment over what steps are needed to comply with
air quality requirements.

Exemptions Possible...But Not Necessar-
ily for Caltrans. The ARB staff indicates there
are some exemptions to its rules. For instance,
if the retrofit device is too large to easily fit on a
vehicle, as is the case with many Caltrans vehi-
cles, the department could qualify for a one-year
exemption based on a finding that the regula-
tions were technologically infeasible to imple-
ment. However, ARB’s process for providing such
an exemption calls for a review of such issues on
a vehicle-by-vehicle basis, rather than through a
fleet-wide assessment of vehicles. While Caltrans
may legitimately qualify for such an exemp-
tion, we are advised by the department that the
process of applying for exemptions individually
for each of the thousands of vehicles in its fleet is
not practical.

An alternative, more practical solution, is
also possible. The ARB does have a process
available to reevaluate its regulations to deter-
mine if the technology needed to comply with
air quality rules is currently in existence. If, upon
reevaluation, the ARB determines that the tech-
nology does not exist, then an across-the-board
exemption to compliance with the rule would be
granted. If granted, no entity would be required
to comply with the rule for that year.

The ARB staff has advised us that across-
the-board exemptions may be approved in the
coming months for a couple of air quality rules,
including those currently being applied to Cal-
trans. However, there are further complications.
This reevaluation of ARB regulations would oc-
cur no sooner than ten months before the com-
pliance deadline. Thus, it is possible that Caltrans
could eventually be exempted from at least some
of ARB’s rules in 2009-10, but that the depart-
ment might not learn of this exemption until after
the Legislature has had to make a decision on
whether to provide funding for these compliance
activities in the department’s budget. Another
complication is that, if a reevaluation does not
result in the granting of exemptions, Caltrans
would have only ten months to make all the re-
quired retrofits. That likely would not be enough
time for Caltrans to comply with the rules due to
the department’s large fleet of vehicles.

Another potential solution would be for
Caltrans to seek the exemption of some of its
vehicles on the grounds that they are emergency
vehicles. Our analysis indicates that ARB rules
specifically exempt certain vehicles from air
quality rules that are classified as emergency
service vehicles. Because many other state de-
partments have qualified for this exemption, they
are not incurring substantial costs to comply with
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these rules. However, at the time this analysis
was prepared, Caltrans had not taken full advan-
tage of this option. Caltrans has indicated that

it has encountered difficulty in getting ARB to
accept a number of its vehicles as qualifying for
this exemption.

Interaction of Rules Increases Costs and
Limits Benefits. In addition to ARB’s statewide
rules, one regional air district—the South Coast
Air Quality Management District (SCAQMD)—
has its own air quality regulations. One of
SCAQMD’s requirements is that any vehicle re-
placed by Caltrans in the South Coast region be
fueled by an alternative energy source. For the
types of trucks used by Caltrans, the only alterna-
tive fuel option available is natural gas-powered
trucks that cost about $100,000 more than an
equivalent diesel truck.

While Caltrans has been complying with the
SCAQMD requirements, ARB’s on-road diesel
rule has recently caused an unexpected compli-
cation. Specifically, under ARB rules, Caltrans
must either retrofit or replace large portions of
its vehicle fleet over the next few years, includ-
ing vehicles in the South Coast region. Because
retrofitting vehicles can be costly, Caltrans would
prefer to replace many of its diesel trucks with
new ARB-compliant diesel trucks. However, if
Caltrans replaces its trucks, SCAQMD would
require Caltrans to buy more costly alternatively
fueled vehicles. To avoid these extra costs, Cal-
trans instead plans to retrofit its diesel trucks in
the South Coast region rather than replace them.
Thus, due to the unintended interaction between
the two sets of air quality rules, Caltrans is pre-
vented from buying new diesel trucks that would
have greater air quality benefits and are a more
cost-effective option.
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Recommendation: Legislature Should De-
termine Cost-Effective Approach. As discussed
above, the costs for Caltrans to comply with
ARB’s regulations are substantially higher than
had been originally estimated. This is in part be-
cause there is a lack of agreement between ARB
and Caltrans on what specific steps the depart-
ment must take to meet the air quality regula-
tions and whether statutory changes are needed
to allow a more cost-effective approach to do
so. In addition, while Caltrans may legitimately
qualify for some exemptions to the rules, ARB’s
process for obtaining such exemptions is not
practical due to Caltrans’ large fleet of vehicles.
Furthermore, Caltrans is prevented from choos-
ing the most cost-effective method of compli-
ance due to an unintended interaction between
statewide and regional rules.

In light of these factors, we think additional
information should be provided to the Legisla-
ture to help it to determine how much Caltrans
should spend to comply with these air quality
rules in a cost-effective way, and what statutory
changes, if any, are needed to do so. Accord-
ingly, we recommend that the Legislature direct
Caltrans and ARB to jointly report the following
information at budget hearings.

> Any changes to the statewide and re-
gional air quality regulations that should
be made to allow the state to reach its air
quality goals in a cost-effective manner.

> Any legislation needed to allow the state
to take a more cost-effective approach to
comply with these air quality rules. This
could include changes in the way the
ARB and SCAQMD implement their air
quality rules.
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> How Caltrans can comply with these air
quality requirements, over multiple years,
in the most cost-effective manner.

> The steps Caltrans can take that are tech-
nologically feasible to comply with these
air quality rules and what actions are not
technologically feasible.

> The number of Caltrans vehicles that
provide emergency services and whether
or not these vehicles have been (and can
be) exempted from the regulations.

With this information, the Legislature should
determine a cost-effective approach for Caltrans
to meet these requirements and consider any
statutory changes, if necessary, to allow Caltrans
to do so.

HicH-SPEED RAIL AUTHORITY

The High-Speed Rail Authority was statu-
torily established to develop a high-speed rail
system in California that links the state’s major
population centers, including Sacramento, the
San Francisco Bay Area, the Central Valley, Los
Angeles, the Inland Empire, Orange County, and
San Diego. In November 2008, voters approved
Proposition 1A, which allows the state to sell
$9 billion in general obligation bonds to par-
tially fund the development and construction of
the high-speed rail system. The bond funds are
available upon appropriation by the Legislature.
(Proposition TA also authorizes $950 million in
bonds for the improvement of other passenger
rail systems in the state.)

Proposition 1A specifies the first phase of
the high-speed rail project to be the corridor
between the San Francisco Transbay Terminal
and the Los Angeles Union Station and Ana-

heim. Bond funds may be used to develop other
specified corridors if doing so does not adversely
impact the construction of this first phase of

the project. Bond proceeds can be used for no
more than 50 percent of construction costs.
Thus, at least one-half of construction funding
for each segment must come from some other
sources—including federal, state, local, or private
funds. Up to 10 percent of the bond money may
be used for environmental reviews, planning,
preliminary engineering and design, and up to
2.5 percent of the bonds may be used for admin-
istrative costs. Proposition 1A establishes require-
ments that the authority must meet before it can
request, and subsequently encumber, bond funds
for specified capital costs.

High-Speed Rail Business Plan
Lacks Specific Information

Chapter 267, Statutes of 2008 (AB 3034,
Galgiani), required the authority to submit an
updated business plan for the high-speed train
system to the Legislature by September 1, 2008.
That plan must include a description of the
anticipated system as well as primary benefits; a
forecast of anticipated patronage, operating, and
capital costs; an estimate and description of the
federal, state, local, and other funds necessary
for completion; a proposed timeline for the con-
struction of the eligible corridors in the system;
and a discussion of foreseeable risks and mitiga-
tion strategies.

In June 2008, an oversight report by the
Senate Transportation and Housing Committee
recommended that the business plan be similar
to a financial prospectus prepared for investors in
new stock or bond offerings and not an advoca-
cy document. In the report, the committee pro-
posed that the plan include a financial strategy
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that clearly explains how the authority plans to
fund the completion of the project. It also urged
that the plan detail all the potential benefits of
the system as well as the types and level of risk
the state would be assuming for such a project.

The authority released the business plan on
November 7, 2008. Our review shows that, while
the document includes, to some degree, each of
the statutorily required elements, the information
provided is very general and does not provide
specifics that are included in typical business
plans. In fact, the plan claims to be only “an out-
line of the most recent economic and financial
studies that, taken together, constitute the most
current update.”

Figure 15 highlights some of the questions
that remain after our review of the plan. For
instance:

> What are the anticipated service levels
for each segment of each corridor at in-
ception, and at what level of service will
each segment break even with operating
or overall costs?

Figure 15

> What steps are being taken to secure the
additional funding necessary for comple-
tion, at the local and federal level, as
well as for private funding?

> When is each segment expected to have
environmental clearance, and when is
construction planned to begin?

Lacking detailed information such as this, the
Legislature really has no better sense than prior
to the plan’s submission as to how the authority
plans to accomplish its objective.

Require Submission of More Details. As the
authority continues to develop the high-speed
rail system, it is essential that the Legislature have
a clear understanding of how the state is pro-
ceeding with the project and, most importantly,
the risks it may be assuming and how those risks
would be mitigated. So that the Legislature would
have the necessary information, we recommend
that the Legislature require the authority to ex-
pand upon its business plan and submit informa-
tion to include specific elements missing from the

Business Plan Fails to Provide Many Details

Statutory Requirements

Sample of Missing Details

Description of the anticipated system

o What are the expected service levels, by segment?

o What is the assumed train capacity?

Forecast of patronage, operating, and capital costs e How are the ridership estimates projected?

What is the operating break-even point?

o How will costs be distributed by segment route?

Estimate of necessary federal, state, and local funds e How would funds be secured?
o What level of confidence is there for receiving each type of funding?

Proposed construction timeline for each segment

o What is the proposed schedule, by segment, for completing design/

environmental clearance?
o For beginning/completing construction?

Discussion of risks and mitigation strategies

o How would each type of risk impact the project?

o What specific mitigation strategies are planned to be deployed?
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original document before appropriating any bond
funding for 2009-10. At a minimum, the supple-
mental information should include (1) further sys-
tem details, such as route selection and anticipated
service levels; (2) a thorough discussion describing
the steps being pursued to secure financing; (3) a
working timeline with specific, achievable mile-
stones; and (4) what strategies the authority would
pursue to mitigate different risks and threats.

Additional Accountability Measures
Should Be Adopted

All Proposition TA funding requests to pay
specified capital costs must meet certain ac-
countability requirements. These measures in-
clude the establishment of an independent peer
group to review the authority’s plans before the
Legislature appropriates any funds. Also, before
committing (encumbering) any funds, the au-
thority must submit to the Legislature a detailed
financial plan for the corridor (or segment) with
a review conducted by an independent financial
services firm that confirms the plan’s viability.
However, current statute governing the project
does not include any accountability require-
ments relative to the noncapital expenditures nor
ensure the funds are being spent effectively.

Require Adoption of Project Evaluation
Criteria. According to its business plan, the
authority plans to spend the majority of the bond
proceeds on the front end of the project. This
means that the bond funds would be exhausted
well before the entire system is constructed, with
the expectation that other fund sources would
pay for its completion. As such, it is important
that the funds be spent on projects that benefit
the state’s overall transportation system should
the high-speed train program be delayed or
suspended.

Statute requires that, in selecting which corri-
dor or segment thereof to begin construction, the
authority is to give priority to the ones expected
to require the least amount of bond funds as a
percentage of total construction costs. How-
ever, there are hundreds of individual projects
to be constructed within each segment of the
proposed high-speed train corridor, from grade
separations to multitrack stations. In order to
maximize the benefits of the high-speed system,
the authority should prioritize individual projects
according to the overall mobility solutions they
provide.

For example, grade crossings that benefit the
overall flow of traffic in a major metropolitan
area should be designed and built before other
projects that exclusively benefit the high-speed
train, such as remote, dedicated tunnels. Before
any capital construction costs are incurred, the
authority should provide guidelines to evaluate
and select projects that maximize mobility along
the corridor. This would minimize the amount
of funds spent on projects with limited benefits
should the entire system not be completed. Ac-
cordingly, we recommend that the Legislature
require that the authority adopt project selection
and evaluation criteria to ensure that bond funds
are used efficiently and that they deliver projects
with immediate mobility benefits.

Require Annual Reports and Periodic Au-
dits. Once money has been appropriated and
committed to the construction of a particular
segment of the system, there is no account-
ability to ensure that the funds are being spent
effectively. In order to maintain accountability
of bond funds and track the overall progress of
the project, we recommend the enactment of
legislation directing the authority to provide an
annual report to the Legislature at the time the
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authority submits its annual budget proposal.
Similar reports have been prepared for the state’s
intercity rail routes and the Toll Bridge Seismic
Retrofit Program. Based on these examples, this
report should include, at a minimum:

> A work plan identifying work accom-
plished and anticipated in the budget
year.

> Program funding status and projected
funding sources for the budget and future
years, by segment.

> Future contract obligations and expected
schedule of costs.

> A program schedule including baseline
comparisons from prior years and any
projected timeline adjustments.

> Any changes in assumptions used in the
system’s planning and financial projec-
tions or technological advancements that
may improve or hinder the progress of
the project.

In addition, because the work on this project
is to be completed by contractors, the Legislature
should require periodic independent audits of
each contract to be funded with bond proceeds.

Figure 16

Proposed 2009-10 Contracts for High-Speed Rail Authority

Hold Joint Legislative Hearings. Beyond
requiring project specific information through
annual reporting, we further recommend that the
policy committees and budget subcommittees
of the Legislature hold periodic joint hearings in
which the authority reports on the use of bond
funds, the availability of other funds, and the
timeliness of project delivery. This would enable
the Legislature to assess whether the program is
being carried out effectively and provide mean-
ingful oversight over the bond funds.

2009-10 Budget Proposals

The Governor’s budget requests $125.2 mil-
lion in Proposition TA bond money to fund the
authority’s activities in 2009-10. Because all
system development work will be performed by
consultants, $123 million is requested for con-
sultant contracts. The remaining $2.2 million is
requested for administrative costs. Figure 16 lists
the contracts to be funded in 2009-10.

Little Justification Provided for Contract
Amounts. While the general types of proposed
contract work appear reasonable, the authority’s
budget requests provide almost no justification
for the specific amounts requested for each con-
tract. Specifically, no information was provided
on the work to be accomplished over the budget
year, nor how that work
fits into the total devel-
opment of the system.

(In Millions)

Without this information,
there is no basis for rec-

Project-level design and environmental review
Program management services

Financial plan and public-private partnership program
New ridership and revenue forecasts

Other miscellaneous contracts

Total
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ommending approval of
$95.0 the authority’s requests
22.6 f

20 or contract payment

2.0 funding. Accordingly,
14  we withhold recommen-

$123.0 dation on the request
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pending receipt of supplemental information on
the amount of work to be accomplished in the
budget year, by contract, and how each fits into
the overall development of the system.

Deny Request for Additional Positions. In
the proposed budget, the authority is request-
ing $258,000 and two staff to be added to the
currently authorized 9.5 positions. The new staff
would be structural engineers with experience in
structure design in California. The authority is re-
questing these engineers to provide an additional
review of project design documents for compli-
ance with state and federal requirements.

In concept, the request has merit. Using
such staff to review design documents should
reduce the state’s risk and help avoid future
project delays. However, at this early stage in
the system’s development, it is unclear whether
there is enough work for two full-time engineers.
One alternative is for the authority to contract
with Caltrans and thus pay only for the work that
actually materializes. Caltrans has a number of
structural engineers on staff with legal compli-
ance expertise that could provide the authority
with the needed services.

Accordingly, we recommend the Legislature
deny the request for adding engineer staff but
provide the funding for the authority to contract
with Caltrans to perform any necessary review of
documents for legal compliance until such time
that workload indicates it is more efficient to
have in-house engineers.

CALIFORNIA HiGHWAY PATROL

The CHP’s overall level of staffing is about
11,000 positions. The department is comprised of
uniformed and nonuniformed personnel, with uni-
formed personnel accounting for approximately
7,600 positions, or 70 percent, of total staff.

Patrol Staffing Overbudgeted and
Not Justified

Budget-Year Patrol Staffing Request. Since
2006-07, the department’s goal has been to add
1,000 officers (compared to the 2005-06 level)
over several years. To date, the Legislature has
authorized 360 additional patrol officers. The
Governor’s budget requests $35 million from
MVA to provide first-year funding for an ad-
ditional 240 patrol officers and 8 automotive
technicians. We would note that 120 of the of-
ficer positions being requested for 2009-10 were
already approved by the Legislature (during the
2008-09 budget deliberations), but the fund-
ing and position authority were deferred until
2009-10 because CHP had a significant number
of officer vacancies. (The Legislature also adopt-
ed supplemental report language requiring CHP
to report by March 1, 2009 on its progress filling
its officer positions.) The budget-year request
would bring the total patrol officers added since
2005-06 to 600 officers.

We have two concerns with this request: (1) it
is overbudgeted and (2) the 120 additional posi-
tions for 2009-10 have not been fully justified.

> Request Overbudgeted. We have identi-
fied a technical error in the calculation of
salaries and wages. Specifically, we found
that while the positions would be phased
in over the course of the fiscal year (as
cadets graduate from the academy), they
were budgeted as if all of the positions
would be filled in July 2009. Based on
our calculations, the request is over bud-
geted by approximately $13 million.

> New Positions Not Justified—Baseline
Level of Service Needed. Historically,
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CHP officer position requests have been
justified based on growth in the number
of registered vehicles, licensed drivers,
or fatal accidents. While we concur that
there is a relationship between these
measures and the level of traffic on Cali-
fornia’s roads and highways, they do not
provide a measure of the level of service
provided for road patrol. For instance,

at current staffing levels, how frequently
does CHP patrol the most dangerous
stretches of highway and how rapidly
does the department respond to calls for
assistance? Without that specific work-
load data, it is not possible to determine
how many positions (if any) are needed
to achieve a specific desired level of ser-
vice, or statewide goal or objective. As
such, we recommend the Legislature re-
ject the 120 officer positions not already
approved and further reduce the request
by $9 million.

In total, we recommend a reduction of
$22 million. The remaining $13 million would
fund the expected 2009-10 costs related to the
120 positions already approved by the Legisla-
ture. We further recommend that the Legislature
adopt supplemental report language requiring
the department to report to the Joint Legislative
Budget Committee by January 10, 2010 on the
following: (1) its current baseline level of patrol
service and (2) the level of service it intends to
achieve with recent and any future positions
requests. With this information, the Legislature
would have a greater ability to evaluate the mer-
its of future officer requests, as well as hold the
department accountable for results.
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Request for Replacement
Vehicles Lacks Specifics

The department proposes to spend
$34.5 million in 2009-10 from the MVA to
purchase new vehicles to partially replenish its
fleet. As part of our review, we asked the depart-
ment to provide a breakdown of the number
of vehicles, by type, that it plans to purchase
in 2009-10, as well as the unit costs for each
type. At the time this analysis was prepared we
had not received this information. We therefore
withhold recommendation on the $34.5 million
requested to purchase vehicles, pending receipt
and review of the specified information.

DePARTMENT OF MOTOR VEHICLES—
ReaL ID

Reject Real ID Request

What Is Real ID? The federal Real ID Act re-
quires states to implement certain driver license
and identification card issuance procedures and
security enhancements aimed to prevent fraud. If
a state does not comply, it will forfeit the ability
of its citizens to use such forms of identification
for federal purposes (such as boarding airplanes
or entering federal facilities). Under the act, states
are required to issue Real ID-compliant cards to
all existing cardholders by December 2017.

Most, if not all, of California’s 28 million
driver license and identification cardholders
could ultimately be required to visit a DMV field
office to verify their identity and prove that they
are legally in the United States before obtain-
ing the new cards. Among other things, the act
requires states to verify the authenticity of each
applicant’s identification documents—such
as birth certificates, Social Security numbers,
and passports—with the issuing agency. It also

TR-51



TR-52

2009-10 BUDGET ANALYSIS SERIES

requires states to verify that the applicant does
not already possess a driver license issued by
another state or territory. This verification is to be
accomplished through the establishment and use
of several national verification systems. (For more
information on the Real ID Act, please see our
Analysis of the 2008-09 Budget Bill, page A-72.)

Administration Proposes to Issue Real ID
Cards in 20170. The Governor’s budget requests
$4.2 million from MVA (and 45 positions) specifi-
cally to implement Real ID in 2009-10. Under
the administration’s plan, DMV would start is-
suing Real ID cards beginning in January 2010.
Specifically, the department proposes to issue
the cards to all original driver license applicants
and to give driver license renewal applicants the
option of having a Real ID card or a “noncompli-
ant” card. Renewal applicants who wished to
obtain the Real ID card would be required to go
into a field office, so that DMV could reestablish
the applicant’s identity, residence, and legal pres-
ence in the United States, as required by the act.
Renewal applicants who choose not to obtain a
Real ID card would still be able to renew their
driver license online. The department has indi-
cated that it plans to introduce legislation seeking
authorization to issue two card types: a Real ID
complaint card and a noncompliant card.

In addition, the Governor’s budget is request-
ing funding in the current year and budget year
($11 million from MVA) to initiate a new contract
to continue the production of the driver license,
identification, and salesperson cards. The depart-
ment proposes to fund the current-year costs
using existing resources. However, because the
contract costs are higher than originally antici-
pated, the administration has submitted a budget
Control Section 11 letter for legislative review. At
the time this analysis was prepared, we were still

reviewing the administration’s Section 11 request.
Finally, the budget also proposes to increase the
driver license fee by $3 to cover the costs of the
contract, as well as partially fund implementation
of the Real ID Act.

California Can Apply for a Second Ex-
tension. Under the act, states were originally
required to be in full compliance—including
reissuance of all driver license and identifica-
tion cards—by May 2008. In recognition of the
unrealistic timeframes adopted in the act, as well
as many unresolved implementation issues, the
U.S. Department of Homeland Security (DHS)
extended the compliance date to as late as
December 2017. In so doing, the federal agency
established a process whereby states may file for
an extension to be exempt from the original May
2008 deadline.

The DMV was granted such an extension.
This extension, however, expires in December
2009, unless the state requests a further exten-
sion by October 2009. Under the regulations
developed by the former federal administration,
states are required to show progress toward
compliance with the act in order to qualify for
the second extension. States are not required to
start issuing the Real ID cards by January 2010
(@s DMV proposes) to receive a second exten-
sion. States that receive extensions, however, are
still required to reissue Real ID compliant cards
to all driver license and identification cardhold-
ers by 2017. The administration has indicated that
it plans to seek a second extension.

Analyst’s Concerns. We think the depart-
ment’s proposal is premature for a couple of
reasons. First, a state must be deemed compliant
with the Real ID Act by the U.S. DHS before it
can begin issuing Real ID compliant cards. At
the time this analysis was prepared, DHS had
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not made any such determination about Califor-
nia’s proposed issuance process, or in regard to
the security features that would be used in the
proposed new cards. Second, given the change
in the federal administration, we think it makes
sense to hold off on implementation of Real ID
until more is known about the new administra-
tion’s position on this hugely expensive and
unfunded federal mandate. Finally, states are
not required to begin issuing Real ID compliant
licenses until May 2011. There would still be time
for the state to come into compliance with this
requirement by the federal deadline if the Leg-
islature chose to reconsider this budget request
next year.

LAO Recommendation. For the reasons
discussed above, we recommend the Legislature
reject the request at this time and reduce the
budget by $4.2 million. The Legislature could
reconsider this proposal as part of next year’s
budget process. We recognize that this delay
could result in increased costs if the state decides
later to implement Real ID. However, under our
recommendation, the Legislature would have ad-
ditional time to learn more about the intentions
in this area of the new federal administration, in-
cluding whether the federal government intends
to cover any of the costs related to Real ID. At
this time, we are withholding recommendation
on the proposed increase in the driver license fee
and the driver license production contract as we
are still reviewing the administration’s current-
year request.

DePARTMENT OF MOTOR VEHICLES—
MANAGEMENT OF IT PROJECTS

During the past three years, the administra-
tion and the Legislature have authorized eight
different IT projects for DMV, with a total origi-
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nal estimated cost of approximately $350 mil-
lion. Figure 17 (see next page) provides a brief
description of each project. These projects range
in size and scope, and touch on various different
programs and business functions of the depart-
ment. Currently, five of the eight projects are still
being developed. The single largest continuing
project is the IT Modernization (ITM) projects,
originally estimated to cost $242 million. In this
section, we provide an update on the status of
these projects, with a focus on the projects’ costs
and schedules, and also discuss some of the
challenges the department faces in implementing
the projects.

DMV’s IT Management and Oversight. The
DMV implements and manages IT projects at
the executive level and the project level. At the
executive level, the department has an IT Gov-
ernance Committee, which is responsible for
department-wide planning and guidance. This
group consists of the director, chief information
officer, and other executive staff. At the project
level, the project management team, which is
responsible for carrying out the project, typically
consists of a project executive, program sponsor,
project manager, and a contract manager (or ven-
dor). The teams may vary somewhat from project
to project depending on the size, complexity,
and cost of the project.

In addition, most projects also have an In-
dependent Project Oversight Consultant (IPOC)
and an Independent Validation and Verification
(IV&V) Consultant. The IPOC is responsible for
tracking project management activities, such
as project scheduling, risk management, and
change management. The IV&V consultant is
responsible for oversight of deliverables, such as
program codes, test scripts, and network con-
figurations, as well as oversight of processes to
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ensure these deliverables meet industry stan-
dards and the requirements of the department’s
contract with the IT vendor. The use of both

the IPOC and IV&V consultants is a standard
practice for managing IT projects in various state
agencies.

Due to the number of projects being under-
taken by DMV, and the significant level of re-
sources involved, the Legislature in 2006-07 also
established an Enterprise Wide Oversight Con-
sultant (EWOC) to oversee the implementation
of the projects in DMV’s “project portfolio.” The
EWOC’s role is to work with DMV management
in overseeing all IT projects and provide periodic
reports to the administration and the Legislature
on the status and risks of the portfolio projects.

Figure 17

Some Project Delays and Cost Variations

The department has experienced delays in the
implementation of most of its IT projects. There
have also been changes in the estimated cost of
most projects. We discuss these issues below.

Projects Take Longer Than Originally Esti-
mated. Figure 18 shows changes in the projected
cost and schedule of each project. It is important
to note these projects are in different stages of
implementation, therefore, the cost and sched-
ule projections are subject to further change. In
general, projects that are further along should
have more reliable estimates of cost and sched-
ule. This information provides a snapshot as of
the date of the feasibility study report, or special
project report, for each IT project.

Department of Motor Vehicles (DMV)—Information Technology Projects

Project Description

Recently Completed Projects
Document Imaging and Storage Replacement

Replaced the document imaging, storage, and retrieval system with five digital

scanners and related storage capacity.

Remittance System Replacement

Replaced all components of the system with new equipment and new system

hardware and software.

Telephone Service Center Replacement

Replaced the nine independent telephone systems in use in the Telephone Service

Centers with a single virtual system.

Continuing Projects
Information Technology Modernization

Will incrementally upgrade the DMV core systems with new equipment and new

system hardware and software.

Financial Responsibility

Will develop an in-house system to track vehicle compliance with insurance

requirements, and suspend vehicle registrations for lack of compliance.

Real ID2

Will expand DMV’s driver license and identification card system name fields to

improve security and enhance Web site to enable customers to conduct more
business transactions online.

International Registration Plan (IRP) System Replacement

Will replace existing obsolete computer system for processing commercial vehicle

registration and electronic payment and distribution of commercial vehicle regis-
tration fees among IRP member jurisdictions.

Driver License/ldentification/Salesperson Contract

Will select a vendor to continue driver license, identification, and salesperson card

issuance, including the addition of various security components.

a This project does not implement the federal Real ID Act. It is comprised of two projects—the Expanded Name Field and Web site Infrastructure System projects—that would

make it easier for California to comply with the act.

LEGISLATIVE ANALYST’'S OFFICE



2009-10 BUDGET ANALYSIS SERIES

As shown in Figure 18, all three of the
completed projects experienced delays ranging
from five months for the Document Imaging and
Storage Replacement project to ten months for
the Remittance System Replacement project. Of
the five continuing projects, two have experi-
enced significant delays. Specifically, the Driver
License, Identification and Salesperson Contract
(DL/ID) project and the Real ID project are
behind schedule by 19 months and 28 months,
respectively. The ITM project is now six months
behind schedule.

Project Costs Can Increase or Decrease.
Figure 18 shows that two of the three completed
projects were delivered at a cost that was more
than 20 percent below the original cost estimate.
Of the continuing projects, the DL/ID and Inter-
national Registration Plan projects are expected
to cost 198 percent and 32 percent more, re-
spectively, than originally estimated. A single

Figure 18

project—ITM—is now estimated to come in
significantly below the original cost estimate. Be-
cause ITM is in its early stages of development,
however, there is still a risk of its costs coming in
higher than estimated.

While the department has experienced
some significant delays and cost variations in the
development of its IT projects, we note that such
occurrences are common in the IT arena. We
would further note that, although some projects
are still in the early phases of development, over-
all costs continue to be below the total amount
appropriated by the Legislature.

What Have Been Some of the
IT Project Challenges?

In various reports on the status of DMV’s
IT projects, as well as in our discussions with
department representatives, the department and
independent oversight consultants have identified

Department of Motor Vehicles' Information Technology Projects:

Changes in Cost and Schedule

(Dollars in Millions)

Project Cost Estimates

Change
Original Revised Delay in
Cost Cost Actual  Percent Completion

Completed
Document Imaging and Storage Replacement $6 $4 -$2 -29% 5 months
Remittance System Replacement 8 7 -2 -20 10 months
Telephone Service Center Replacement 19 22 3 16 8 months
Continuing
Information Technology Modernization@ $242 $208 -$34 -14% None
Financial Responsibility 19 19 = i None
Real ID 35 43 8 23 28 months
International Registration Plan System Replacement 8 11 3 32 16 months
Driver License/ldentification/Salesperson Contract 11 34 23 198 19 months

2 While the completion date for this project has not been officially changed, recent reports indicate the project is currently about six months

behind schedule.
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several reasons for changes in the schedule and
cost of DMV’s projects. These factors include

staff turnover and a lack of internal IT expertise.
We discuss the key problems that have contrib-
uted to project delays and cost variations below.

Ineffective Planning Contributed to Prob-
lems. Our review suggests that the department
failed to do the initial strategic planning required
to successfully launch and deliver multiple major
IT projects at the same time. Although the de-
partment has had an IT Governance Committee
whose role is to look at the big picture—in terms
of the department’s IT goals and resources—and
to set priorities, our review suggests this com-
mittee has not been effective. For example, one
of the major obstacles to DMV delivering IT
projects on schedule and within their original
budgeted cost has been a shortage of IT staff
and expertise. We believe that, if the department
had initially engaged in effective strategic plan-
ning, it would have identified these constraints
and either (1) obtained the resources needed to
deliver the projects or (2) scaled back the num-
ber of IT projects it requested in recognition of
its resource constraints. The department, how-
ever, did neither, resulting in it taking on more IT
projects than it could effectively handle at one
given time.

Unclear Policy on State’s Use of Oversight
Consultants. As mentioned above, one strategy
the state employs to reduce the risks associated
with costly and complex IT projects is to contract
with outside consultants—the IV&V and IPOC
consultants—to oversee project progress and
provide technical assistance to the department.
Our review found that the state is not effectively
using these consultants. One key ongoing is-
sue, noted in several progress reports on DMV
projects, is a difference of opinion within the

administration as to when the consultant services
should begin.

The department prefers to bring its consul-
tants on board early in each project to assist
with procurement. This allows the consultant to
review and provide technical assistance in the
development of the request for proposals (RFPs),
a critical component of the vendor procure-
ment process. (Procurement refers to the process
of purchasing goods and services. Typically, it
involves developing and issuing an RFP to solicit
bids from vendors, evaluating bids, and selecting
a vendor and awarding a contract.) The benefit
of this approach is that the consultants can assist
the department in proactively addressing any
potential deficiencies in RFP, particularly since
the consultants typically have a level of expertise
about technology solutions which the depart-
ment may not have.

The Department of General Services (DGS),
which oversees procurement for the state, takes
a very different view. The DGS perceives the
involvement of independent consultants in the
development of RFP as a conflict of interest that
could lead to protests by vendors not selected for
the job. Consequently, under the DGS approach,
any problem in RFP would be addressed, not at
the outset in the development phase, but rather
through subsequent addendums (modifications)
to the document after it has been released. How-
ever, the addendum process frequently causes
delays in IT projects. In most projects that have
been caught up in such delays, the oversight
consultant had not been allowed to assist in pro-
curement activities because of DGS’ concerns,
even though all other stakeholders agreed that
there would be a significant benefit to having the
independent consultants involved at some level
during the procurement stage.
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The DL/ID project, for example, was signifi-
cantly delayed at the procurement stage and the
vendor contract awarded more than a year later
than planned. While the delay in this procure-
ment was the result of a number of factors
(including some changes in DGS’ IT procurement
processes), a main contributing factor was defi-
ciencies in RFP for the project. These deficien-
cies were caused by a lack of expertise within
DMV regarding the technological solutions
required to meet the department’s needs. Those
deficiencies required the department to clarify
the details of the project for prospective vendors
and then make numerous, time-consuming ad-
dendums to RFP.

Some Project Managers Not Using En-
terprise Oversight Tools. As noted above, an
EWOC was retained to assist the DMV in its
management of multiple IT projects. Specifically,
EWOC was commissioned to establish an “en-
terprise oversight process” within DMV, as well
as to provide monthly reports detailing the risks
and status of each project in the portfolio. An
enterprise oversight process essentially refers to
management tools designed to assist the depart-
ment in tracking IT projects, including schedules
and IT resources needed to complete them, so
that management can make informed decisions
about them.

Our review finds that EWOC has assisted the
department in establishing a database designed
to facilitate enterprise oversight. However, recent
reports indicate that some project managers are
not using the enterprise management tools, such
as the database of the status of each project and
resource needs.
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Legislative Oversight—
Require Department to Report
At Budget Hearings

While the department has experienced
some delays and cost variations, based on our
review and discussions, we concluded that the
department has done a relatively good job in
implementing its IT projects. The projects are still
within the total amount appropriated by the Leg-
islature. Moreover, at the time this analysis was
prepared, none of the projects appeared to be
at risk of failure. Nonetheless, given the number
of continuing projects, and the fact that the most
costly project (ITM) is still several years from
completion, it is important that the department
use all available tools to assure these projects
stay on schedule and budget. Accordingly, we
recommend the department report at budget
hearings on actions it is taking to address the
issues discussed above. In particular, the depart-
ment should report on (1) the steps it is taking
to manage its staff resources so that different
projects within DMV are not competing for staff
resources, (2) any recent or planned changes in
its IT management approach to encourage better
planning and coordination of IT projects among
affected programs, (3) its use of oversight consul-
tants and potential improvements in this regard
that could achieve better IT project outcomes,
and (4) efforts it will make to encourage staff to
use the enterprise tools developed by EWOC to
improve project oversight.

As regards DGS and its concerns related to
the use of consultants for the development of IT
requests for proposals, we recommend that the
Legislature require DGS and the Office of the
Chief Information Officer (OCIO) to report on
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their respective points of view and identify op-
tions the state may pursue to alleviate potential
conflicts of interest, so that the Legislature can
determine the best policy for the state. We note
that OCIO is currently reviewing the state’s IT
approval process, including what constitutes ef-

fective project approval documents. We recom-
mend that this review also include a look at the
RFP process and the appropriate timing and use
of consultants to reduce project risk. The situa-
tion at DMV regarding these projects could serve
as a case study to help inform this review.
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