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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

Asrequested by the Joint Legislative Audit Committee, the Bureau of State Audits presents its audit report concerning
the California Department of Transportation’s (department) ability to deliver transportation projects.

This report concludes the department’s ability to promptly deliver transportation projects is affected by low cash
balances in the State Highway Account (highway account) and Traffic Congestion Relief Fund (TCRF), and
consequently, delayed and canceled transportation projects will negatively affect the State’s aging transportation
system. Several factors caused the low cash balances in the highway account and TCRF. Loans from the
highway account and TCRF to the State’s General Fund drained cash reserves from these accounts at the same
time the department saw highway account revenues from commercial-vehicle weight fees decrease. Further,
uncertainties related to the governor’s midyear spending proposal and May 2003 budget revision caused the
California Transportation Commission (commission) to halt all allocations to the Traffic Congestion Relief
Program projects until the budget uncertainties are resolved. Moreover, the department’s March 2003 cash forecast
update is optimistic, and consequently the department could end fiscal year 2003—04 with a negative balance.
Finally, the department and the commission have alternatives to fund projects in the short term. However, most
of these alternatives also have the potential to decrease the future flexibility of scheduling projects for the State
Transportation Improvement Program and one potential option available to the commission may be perceived as
unfair, so the commission needs to carefully consider and set guidelines for their use.

Respectfully submitted.

ELAINE M. HOWLE
State Auditor

BUREAU OF STATE AUDITS
555 Capitol Mall, Suite 300, Sacramento, California 95814 Telephone: (916) 445-0255 Fax: (916) 327-0019 www.bsa.ca.gov/bsa
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SUMMARY

I
Audit Highlights . . .

Our review of the

California Department of
Transportation’s (department)
delivery of projects in the State
Transportation Improvement
Program (STIP) and Traffic
Congestion Relief Program
(TCRP) revealed that:

M A lack of cash in the
State Highway Account
will result in the
California Transportation
Commission (commission)
allocating almost
$3 billion less than it had
originally planned for
STIP projects scheduled in
fiscal years 2002-03 and
2003-04.

M Funding uncertainties
associated with the Traffic
Congestion Relief Fund
(TCRF) have resulted in
the commission halting
all TCRP allocations,
including those to
15 projects that currently
need $147 million to
continue work.

continued . . .

RESULTS IN BRIEF

he California Department of Transportation (department)

maintains and repairs more than 15,000 miles of

the State’s highway system by managing numerous
transportation projects ranging from repairing roads to
adding freeway lanes. With declining revenues and depleted
cash reserves, the department is unable to complete on time
many of the transportation projects scheduled through two
of the department’s main transportation programs, the State
Transportation Improvement Program (STIP) and the Traffic
Congestion Relief Program (TCRP)." Delayed transportation
projects will cause Californians to face increased traffic
congestion and the accompanying costs of wasted fuel, lost
productivity, and unhealthy air.

The California Transportation Commission (commission)
oversees and allocates funds for the department’s highway
projects. In December 2002, at the commission’s request,

the department prepared an 18-month cash forecast of the
department’s main transportation funds to provide the
commission with a complete picture of the department’s
financial condition. At that time, the department forecast that
the primary transportation funding source for the STIP, the
State Highway Account (highway account), would end fiscal
year 2002-03 with a negative balance. Further, the department’s
forecast of a positive cash balance in the main funding source
for the TCRP, the Traffic Congestion Relief Fund (TCRF),
depended on the department receiving almost $1.2 billion

in revenue transfers and loan repayments, both of which

the governor’s December 2002 midyear spending proposal
requested the Legislature to suspend and forgive. Prompted
by the department’s analysis, the commission temporarily
halted allocations to STIP and TCRP projects. Although the
department’s March 2003 cash forecast revision convinced the
commission to resume allocations for STIP projects (but not

! The STIP is a long-range program of transportation projects that primarily expand
traffic capacity; the TCRP is a onetime program to speed up completion of 141 traffic
congestion relief projects.
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M Delayed or cancelled

projects will affect

the State’s aging
transportation
infrastructure, resulting
in deteriorated highways,
more traffic congestion,
and higher costs for
California residents, in
terms of wasted fuel and
lost productivity.

Many of the alternatives
to provide needed funding
for projects on a short-
term basis have the
drawback of reducing the
department’s flexibility
to fund future projects,
and one potential

option available for

the commission may be
perceived as unfair.

for TCRP projects), we believe the revised cash forecasts are
overly optimistic and could result in the commission making
allocations for which the department will lack available funds.

Although the commission has resumed some allocations for
STIP projects, these allocations are dramatically lower than
those originally scheduled in the 2002 STIP plan. The depart-
ment’s lack of cash will prevent the commission from allocating
funds in fiscal year 2002-03 to 194 STIP projects that need

$103 million to move them to their next phase of work. For
fiscal years 2002-03 and 2003-04, the commission plans to
allocate almost $3 billion less to STIP projects than it originally
scheduled in the 2002 STIP plan, a five-year schedule of transporta-
tion projects and allocations that the commission updates every
two years. The commission will include planned STIP projects
that do not receive allocations in the new 2004 STIP plan to
the extent possible. However, carrying over a large number

of ongoing projects will limit the number of new projects

in the 2004 STIP plan and could prevent the commission from
scheduling some new projects at all. Further, the department’s
cash shortages also affect TCRP projects—15 TCRP projects
have submitted allocation requests totaling $147 million since
December 2002; however, the commission has suspended those
requests because of the lack of cash in the TCRF. Until the State
resolves budget uncertainties associated with the TCREF, the
commission has declared that it does not plan to resume alloca-
tions to TCRP projects. We interviewed agencies responsible for
implementing these TCRP projects and found that the agencies’
lack of spending authority had stalled 12 of the 15 projects. The
remaining three projects had sufficient funds from other sources
to continue work in the short term.

Delayed or cancelled projects will affect the State’s aging
transportation system, resulting in deteriorated highways,
increased traffic congestion, and reduced air quality. A 1999
commission report to the Senate noted funding requirements
over a 10-year period of over $100 billion, and a U.S.
Department of Transportation assessment for calendar year 2000
found that California’s road conditions had deteriorated since
1996. The combination of age and increased vehicle-miles
traveled results in a faster rate of pavement deterioration,
increased concentrations of accidents in new locations,

and increased hours of traffic congestion. Delays in making
improvements to congested highways mean that California
residents will pay higher direct costs for wasted fuel and lost
productivity. Also, consumers will pay increased indirect costs
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of the delays in the form of higher prices for goods and services,
as well as compounded repair costs for fixing later what the
department should fix now. Further, a congested highway
system, with the increased emissions caused by frequent stops
and starts, will negatively affect California’s air quality.

Several factors contributed to the department’s reduced ability to
deliver transportation projects®. First, loans that the Legislature
authorized from the highway account and the TCRF to the State’s
General Fund (General Fund) drained approximately $1.5 billion
in cash from these two funding sources, leaving the department
more vulnerable to the unanticipated decreases in revenues that
have occurred recently and resulting in fewer funds for planned
projects. Second, the department expects to receive approxi-
mately $138 million less in revenue in fiscal year 2002-03 than
it had projected from one revenue source, commercial-vehicle
weight fees, because a task force headed by another state agency
underestimated the amounts to charge under a new weight-fee
schedule. Moreover, although the department believes that the
commission’s decision to halt STIP allocations temporarily has
improved the highway account’s fund balance, the department’s
revised estimate of the highway account fund balance remains
somewhat optimistic. Our analysis indicates that the department
may be continuing to overstate expected revenues from federal
sources, the fuel excise tax, and weight fees.

If, as our analysis indicates, federal funds are reduced and the
revenues from fuel tax and weight fees remain at their fiscal
year 2002-03 levels rather than increasing as the department
predicts, the highway account could end fiscal year 2003-04
with a negative balance of approximately $154 million. In
addition, the governor’s May 2003 revision to the governor’s
budget threatens TCRF funds, calling for the Legislature to delay
$938 million of the transfer of state gasoline sales tax revenues
from the General Fund to the Transportation Investment Fund
(TIF). Because state law provides for only a set number of annual
transfers of specified amounts from the TIF to the TCRE delays
or reductions in amounts transferred to the TIF could result

in a permanent annual loss of revenues to the TCRF of up to
$678 million.

To address its reduced ability to fund planned projects, the com-
mission and the department have several options to provide
needed funding for projects in the short term. However, most of

2 As we discuss later in the text, “project delivery” refers to the completion of a particular
phase of a project.
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these options have the drawback of reducing the department’s
flexibility to fund future projects, and one potential option available
to the commission may be perceived as unfair. Grant Anticipa-
tion Revenue Vehicle (GARVEE) bonds are tax-exempt financing
instruments that can be used to advance projects and use future
federal-aid highway funds to retire debt; however, GARVEE bonds
limit the amount of federal funding available to implementing
agencies in the future. Another option, State Infrastructure Bank
(SIB) loans, offers short-term financing to public entities to com-
plete transportation projects; but again, recipients must set aside
future revenue streams to meet commitments to repay such debt.
Local agencies can also request that the commission approve
project replacements or direct reimbursements in the STIP. With

a replacement project, the commission allows a local agency to
replace a project, that is, to advance a project that it had sched-
uled for a later year in the STIP to an earlier year using its own
funds and replacing the project advanced with an unidentified
future replacement project (or placeholder) of equivalent value,
allowing the agency to identify the specific replacement project at
a later date.

Direct reimbursement allows the local agency to use its own funds
for the early delivery of a project that the commission scheduled
in the STIP for a future fiscal year and receive a guaranteed direct
cash reimbursement from the department in that future fiscal
year (up to a prescribed yearly limit). The commission has limited
the amount of direct reimbursements because they lock in priori-
ties for future project reimbursement, thus making funding for
other projects more inflexible for the region and the commission.
Finally, the Department of Finance is considering seeking legislation
allowing the commission to rescind TCRP allocations in times of
fiscal crisis. Although this would allow the commission to transfer
funds from stalled projects to agencies that are ready to begin or
continue their projects, the commission will need to set criteria
carefully to ensure that it does not unjustly deprive some agencies
or regions of funds they need, and give the perception of favoring
other agencies’ or regions’ needs.

RECOMMENDATIONS

The Legislature is currently deliberating on whether to adopt the
governor’s recommendations to suspend the transfer of gaso-
line sales tax revenues from the General Fund to the TIF and to
forgive the loan repayment to the TCRE. If the transfer to the TIF
is reduced or delayed without a commitment to repay the TCRF
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the reduced or delayed amount in future fiscal years, the depart-
ment will lose permanently up to one year’s worth of TCRP
funding from the TIF transfer, further eroding the TCRF balance.
Considering the State’s fiscal crisis, the Legislature may wish to
allow the TIF to transfer the entire $678 million to the TCRE,
and then authorize a loan of the money from the TCRF to the
General Fund so that those funds would be repaid to the TCRF
and therefore still be available in future years.

To meet its short-term needs for project funding, the department
should pursue cautiously other funding alternatives (GARVEE
bonds, SIB loans, and direct cash reimbursement and replace-
ment projects) to meet short-term project funding needs, but
continue to set limits on most of these funding alternatives to
avoid making future project scheduling inflexible.

Should the commission be granted the authority to rescind
unspent TCRP allocations, it should carefully consider state-
wide priorities and ensure that all counties are treated fairly
before taking such actions.

AGENCY COMMENTS

The Business, Transportation and Housing Agency concurs with
our findings and recommendations. It believes the report pro-
vides additional guidance to consider as the department explores
alternative funding mechanisms over the short term.

The commission chose not to provide a formal response to
the report. B
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INTRODUCTION

Glossary of Terms

Allocation: The commission’s direction to
the department to authorize expenditure
of funds for a specified phase of work on a
particular project.

Implementing agency: Agency responsible
for delivering transportation projects. Usually
either a regional transportation planning
agency (for regional projects) or the
department (for interregional projects).

Project delivery: The completion of a
particular phase of the project’s life cycle.
The department divides each project

life cycle into four components or phases*
with specific outcomes:

e Permits and environmental studies: The
project receives official federal, state,
and environmental approvals, as well as
approval from all the stakeholders and
the public.

o Plans, specifications, and estimates:
The implementing agency creates
plans, specifications, and estimates to
provide construction companies with
the information they need to develop an
accurate bid.

e Right-of-way: The implementing
agency obtains property rights for
the construction of the transportation
project.

o Construction: The project is physically
constructed.

Sources: Commission TCRP guidelines and
Department Project Management Handbook.

* According to the department, not all projects will
require all four phases.

BACKGROUND

he California Transportation Commission

(commission) oversees California’s state

highway system, consisting of more than
15,000 miles of roadways. The nine-member
commission,® an independent state entity that
the governor appoints, serves as a forum for
public review of the State’s transportation
goals and projects. Among other tasks, the
commission adopts the California Department
of Transportation’s (department) five-year
estimates of available funds for transportation
projects and allocates funds for projects in two
of the department’s main programs, the State
Transportation Improvement Program (STIP) and
the Traffic Congestion Relief Program (TCRP). The
department owns, operates, maintains, and repairs
the state highway system, implementing the state
transportation program through its Sacramento
headquarters and 12 districts, planning and designing
all state transportation improvement projects, and
selecting interregional projects for the STIP.

The STIP is a program of transportation capital
improvements that primarily expand traffic capacity.
The STIP plan represents the commission’s intent to
allocate and spend funds over a five-year period. The
department and regional transportation planning
agencies (regional agencies) use the STIP to plan and
deliver transportation projects cost-effectively. The
TCRP is a onetime program of projects designated

in the Tratfic Congestion Relief Act of 2000. The
Legislature intended the TCRP to speed funding and
completion of 141 congestion relief projects, selected
according to the following three primary criteria:

3 The State Senate and Assembly also appoint two nonvoting ex officio members (usually
the respective chairs of the transportation policy committee in each house).
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Types of STIP Projects

STIP projects typically encompass four main
types:

Soundwall construction: Construction
of noise barriers that block, prevent, or
diminish the transmission of noise.

High occupancy vehicle lanes:
Operational improvement projects that
add freeway lanes for use by buses,
commuter vans, and carpool vehicles in
urban areas.

New facilities: New highway or multi-
mode (that is, railway and highway)
facilities to improve safety and the
movement of people and goods on the
state transportation system.

Other projects: STIP projects, including
capacity-increasing improvements such as
state highways, local roads, public transit,
intercity rail, and pedestrian and bicycle
facilities, among others.

Source: STIP Project Definitions.

¢ Congestion relief: projects that relieve traffic
congestion, primarily in urban areas.

e Transportation connectivity: projects that enhance
connections between local streets and state high-
ways, between highways, and between modes of
mass transportation.

¢ Movement of goods: projects that improve the
movement of commercial goods along highways
and railways.

The funding provided through legislation for TCRP
projects represents only a portion (20.8 percent) of
the total funding requirements needed to complete
these projects. Therefore, many of the 141 proj-
ects rely on other funding sources—such as STIP,
federal, or local funds—for the majority of their
funding needs.

TRANSPORTATION SCHEDULING

Transportation scheduling (which statutes term
“programming”) is a public decision-making
process in which the commission sets priorities

and allocates funding for transportation projects for the State’s
long-range transportation plans. By scheduling projects, the
commmission can commit anticipated revenues to transportation
projects by fiscal year over a multiyear period, projecting the
scope and cost of each project and scheduling the funding for
each successive phase of a given project as it is needed. The
commission schedules most of the State’s new transportation
projects through the STIP process, which allows regional
agencies and the department to participate in the process of
prioritizing transportation projects.

As Figure 1 indicates, STIP capital improvement funding goes

to two broad programs: 75 percent of the funding goes to a
regional program and the remaining 25 percent goes to an inter-
regional program. State law further subdivides the funding for
both the regional program and a portion of the interregional
program by formula into county shares. Regional agencies then
recommend projects for inclusion in the regional program using
their county shares. The department recommends projects for
the interregional program, with input from regional agencies.
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FIGURE 1

Statutory Allocation of the State Transportation Improvement Program

Capital Improvement Funds

State Transportation
Improvement Program
Capital Improvement
Funds
Regional Interregional
Transportation Transportation
Improvement Improvement
Program Program
60%, 40% g 40%
Interregional road
County Group 2 County Group 1 system outside .
13 Southern 45 Northern urban areas FI;:leIe use |
California counties* California counties* and urban or rura
innercity rail

60% 40%
County Group 2 County Group 1
13 Southern 45 Northern
California counties* California counties*

Source: Streets and Highways Code.

* Amounts distributed by county share: 75 percent based on county population in relationship to the county group’s population;
25 percent based on state highway miles in relation to the county group’s state highway miles.

The STIP plan is a constantly evolving plan of the State’s trans-
portation needs. Each STIP plan covers a five-year period and is
updated every other year, with the commission adding two years
to the remaining three years of the prior STIP plan. For exam-
ple, in the 2002 STIP fund estimate, the department projected
revenues and expenditures for the period from July 1, 2002,
through June 30, 2007. In the 2004 STIP plan, the commission
will carry over projects from the last three years of the 2002 STIP
plan (July 1, 2004, to June 30, 2007) and add two more years
(July 1, 2007, to June 30, 2009). In creating its fund estimate,
the department makes assumptions that the commission then
approves to estimate projected increases or decreases in revenues
and expenditures, projecting not only expected revenues but
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also expenditures from prior-year commitments and non-STIP
capital improvement projects. As Figure 2 indicates, the two-
year funding update cycle for the STIP plan begins July 15 of
odd-numbered years, with the department submitting to the
commission its proposed fund estimate of all federal and state
funds the department reasonably believes will be available in the
subsequent STIP period. The prior STIP plan is in effect during
this update process, which runs from July 15 of the odd-numbered
years until July 1 of the even-numbered years, when the new
STIP period begins.

Each new STIP plan includes projects the department and
regional agencies have carried forward from the prior STIP

plan, as well as new projects that regional agencies and the
department have proposed. Included in the department’s fund
estimate is a breakdown of new STIP funding capabilities by
county share and fiscal year. Regional agencies use the fund estimate
to determine how many projects they can include in their regional
transportation improvement plans (regional plans), and the
department uses the fund estimate to develop its interregional
transportation improvement plan (interregional plan). Proposed
STIP projects from regional agencies and the department
specify the level of funding that each project requires by year
and by phase.

By April 1 of each even-numbered year, the commission is
responsible for approving and adopting the STIP plan, based on
the projects that either the department or the regional agencies
recommend and ensuring that the total amount scheduled for
each fiscal year of the STIP plan does not exceed the amount
specified in the department’s fund estimate. According to its
STIP guidelines, the commission must schedule all projects that
the regional agencies’ plan recommends unless one of the fol-
lowing conditions exists:

e The regional plan is inconsistent with the commission’s
guidelines.

¢ Insufficient funds exist to implement the regional plan.
¢ Conflicts exist with other regional plans or the interregional plan.

e The regional plan is not a cost-effective expenditure of state
funds.

10
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The same guidelines also require the commission to schedule all
projects included in the department’s interregional plan unless
the commission finds that the plan is inconsistent with the
guidelines or is not a cost-effective expenditure of state funds.

To verify that future cash flows will be sufficient, the commission
requests that the department prepare and update cash forecasts.
Periodically, the department’s budget unit prepares these short-

term forecasts (one to two years) of available cash to verify that

the amounts will match current allocations and to identify any

funding capacity available for new allocations.

The commission is responsible for approving allocations to
implementing agencies such as the regional agencies or the
department, which are responsible for delivering transportation
projects. The commission will allocate funds only if they are
available and necessary to complete a project phase it sched-
uled and approved in the STIP plan. Following its guidelines
authorized by state law, the commission generally may allocate
STIP funds for each project phase only until the end of the fiscal
year for which it is scheduled in the STIP plan. For example, in
the 2002 STIP plan, the commission scheduled $4 million for
fiscal year 2002-03 for the permits and environmental study
phase for a highway-widening project on U.S. 101 from Santa Rosa
to Windsor, and has thus far allocated $3 million. Generally, the
commission allocates funds only for a particular project phase
during the fiscal year in which the commission has scheduled
the project phase.

Once allocated, project funds are generally available for
spending during that fiscal year and the following two fiscal
years. Typically, the commission will not allocate funds to
projects that it has not included in the STIP plan. However,
regional agencies or the department can submit amendments
to the STIP plan to change or delete projects in certain
circumstances. For example, if it is not ready to begin work on
an approved project, the implementing agency can request the
commission to amend the STIP plan to change the fiscal year in
which the implementing agency will receive funds. Otherwise,
implementing agencies deliver projects, using the funding
authority that the commission has provided them. The term
“project delivery,” as we use it in this report, is the completion
of any given phase of the project’s life cycle.

12
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State law specified TCRP projects, so the commission does not
schedule and approve these projects as it does those contained
in the STIP plan; however, the law does allow the commission
to direct the department to authorize expenditures for TCRP
projects. To gain authorization for TCRP project spending, state
law requires all applicant agencies to submit project applications
to the commission, detailing the project scope, cost, and sched-
uled commitments by project phase—an action similar to the
approval process used for the STIP—before the commission can
begin making allocations. By the deadline for submission of the
applications (June 13, 2002), the commission had approved
an application for all or part of each of the 141 designated con-
gestion relief projects. For the projects approved in TCRP legislation
that also will rely on STIP funding, implementing agencies must
also recommend the projects and receive approval through the
STIP planning process we described earlier.

Under limited circumstances, the commission may approve
applications for substitute or alternative TCRP projects. This
may occur if the implementing agency and the commission
agree that the designated TCRP project is significantly delayed
by external factors that are not likely to be remedied within a
reasonable period. For example, if the TCRP project could not
obtain needed environmental permits for an extended period,
the commission could allow the implementing agency to replace
the TCRP project with a similar project. The commission may
also redirect previously allocated TCRP funds to a different
project if it finds that the implementing agency is not diligently
pursuing work on the scheduled project. For most projects, the
statutorily designated TCRP funding represents only a por-
tion of the total project costs; in many instances, the TCRP
funding helps fill in funding gaps to assist implementing
agencies in meeting matching fund requirements of federal or
local revenue sources.

TRANSPORTATION FUNDING

The State finances transportation programs through several
transportation funds and accounts. As Figure 3 on the following
page indicates, each fund and account interacts with the others
in multiple ways.

California State Auditor Report 2002-126 13
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The STIP is funded primarily from the State Highway Account
(highway account), whose principal sources of funds are excise
taxes on motor-vehicle fuels, commercial-vehicle weight fees,
and federal highway trust funds. This account commits major
resources for improving the interregional road system, providing
highway safety, and ensuring the efficient operation of the state
transportation system.

The Traffic Congestion Relief Act of 2000 created the Transpor-
tation Investment Fund (TIF) to provide new transportation
funding from gasoline sales tax revenues (this is in addition to
the state fuel excise tax we mentioned earlier). Voters in the
2002 election passed Proposition 42, adding Article XIX B to the
California Constitution and permanently extending the trans-
fer of gasoline sales tax revenues to the TIF. Simultaneously
with the creation of the TIF in July 2000, the Legislature created
the Traffic Congestion Relief Fund (TCRF) and committed the
State’s General Fund (General Fund) resources for 141 designated
TCRP projects. Funding for the TCRP came from an initial trans-

fer of $1.5 billion from the General Fund and $500 million from
state gasoline sales tax revenues, with later yearly transfers coming
from the TIF. Collectively, the TCRP projects are to receive about
$4.9 billion through fiscal year 2007-08. Because the legisla-
tion creating the TCRP does not provide full funding for all of
the projects, many will receive funding from multiple sources,
including the STIP. After the yearly transfer to the TCRF is made,
state law requires the division of the TIF’s remaining revenue,
with 20 percent going to the Public Transportation Account to
augment STIP and state transit assistance programs, 40 percent
to the STIP, and 40 percent to cities and counties to support
street and highway maintenance.

SCOPE AND METHODOLOGY

The Joint Legislative Audit Committee asked us to review the
department’s delivery of projects in the STIP during the past
five years and the delivery of projects funded with the TCRE.
As part of the audit, we were to provide independently devel-
oped and verified information related to the department’s
administration of the STIP and TCRP and to determine what
effect, if any, loans from the transportation funds and accounts
to the General Fund had on the department’s ability to deliver
STIP and TCRP projects.

California State Auditor Report 2002-126 15



To understand the department’s and the commission’s roles in
delivering transportation projects, we reviewed and evaluated

the laws, rules, and regulations, as well as commission policies
and guidelines, associated with the scheduling, approval, and

delivery of transportation projects.

To measure the impact on projects of loans from the highway
account and TCRF to the General Fund, we obtained and
reviewed journal entries and budget language authorizing

the loans. Our legal counsel analyzed prior court cases,
determining that the legal authority existed for making the
loans and transfers. We obtained documentation from the State
Controller’s Office and the Department of Finance identifying
the repayment terms and interest requirements of the loans and
transfers, and we verified that the repayment terms agreed with
statutory requirements. We also analyzed the governor’s midyear
spending reduction proposal and his May revision to determine
their potential effect on the department’s loan repayment
schedule and revenue projections.

To analyze the department’s ability to deliver transportation
projects, we examined the number of construction contracts
the department completed for fiscal years 1999-2000, 2000-01,
and 2001-02. However, we were unable to reasonably compare
either TCRP or STIP planned and actual project deliveries for
fiscal years 2001-02 and 2002-03 with a baseline of projects
delivered in the previous three fiscal years. Because the TCRP
began in July 2000, only seven projects had been completed as
of May 2003. Further, in reviewing the department’s historical
analysis of time frames for delivery of STIP projects, we found
that average time frames varied greatly, depending on the type
of project and the location. Therefore, we confined our review
to examining financial impacts on the department’s short-term
ability to deliver projects in fiscal years 2002-03 and 2003-04.

To determine whether financial conditions affecting the depart-
ment’s primary transportation funding sources have reduced its
ability to deliver projects, we compared the scheduled number
and dollar amount of planned projects in the 2002 STIP plan and
the TCRP to the commission’s revised estimates of amounts it
can allocate for fiscal years 2002-03 and 2003-04. Further, we
analyzed the department’s cash forecasts of expected revenue
during fiscal years 2002-03 and 2003-04 to determine whether
the department’s estimates are reasonable. As part of that analy-
sis, we reviewed historical fuel prices compared to consumption
in California and evaluated the causes of a reduction in the

16
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department’s revenue from commercial-vehicle weight fees. To
evaluate whether there has been a discernible reduction in the
department’s ability to deliver planned projects, we conducted
interviews, gathered reports, and reviewed commission surveys
of regional agencies to identify the amounts of allocations that
these agencies expect to need over the next two fiscal years. We
also evaluated the funds available in the various transportation
accounts to assess the impact that loans have played and we
analyzed the effects of reduced cash on project delivery.

Using the commission’s list of projects that have requested
allocations since December 2002, we identified those projects in
both the STIP and TCRP that have been unable to move forward
because of the commission’s decision to halt or reduce alloca-
tions. Further, we called several local agencies to determine the
specific effects of the suspension of TCRF funds. &
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AUDIT RESULTS

CASH SHORTAGES ARE DELAYING MANY OF THE
DEPARTMENT’S PLANNED TRANSPORTATION PROJECTS

acking sufficient cash in its major transportation funds
Land accounts, the California Department of Transportation

(department) and regional transportation planning
agencies (regional agencies) are unable to deliver many of
their planned transportation projects scheduled in the State
Transportation Improvement Program (STIP) and the Traffic
Congestion Relief Program (TCRP) in fiscal years 2002-03
and 2003-04.* Cash shortages have forced the California
Transportation Commission (commission) to reduce allocations
to the STIP by almost $3 billion for fiscal years 2002-03 and
2003-04. Pending measures caused by the budget crisis could
result in a reduction of more than $970 million of state revenue
for the Traffic Congestion Relief Fund (TCRF) in fiscal year
2003-04. The suspension of allocations to the TCRP also places
$7.8 billion in other funds at risk, including some federal and
local matching funds. A total of 194 STIP projects are now short
of funding they need in order to advance toward completion. In
addition, the funding for at least 106 TCRP projects is in doubt,
and work has ceased on at least 12 projects because they lack the
spending authority to continue. These substantial reductions in
transportation projects will leave the State’s aging transportation
system congested and in poor condition. Costs to Californians
will include spending more time on the road and more money
for fuel, as well as higher indirect costs of goods and services.

Projected Cash Shortages Caused the Commission to Halt
Allocations Temporarily

Cash available in the State Highway Account (highway account)
and the TCRF is much less than the department anticipated in
its original forecasts. In December 2002, after revised forecasts
showed the highway account going into a deficit by June 2003,
the commission halted all STIP and TCRP allocations, and work
on many transportation projects stopped for lack of funds.

After another revision of cash forecasts in March 2003, the com-
mission began allocating funds again to the STIP only, but at

4 As we discuss in the Introduction, project delivery is the completion of a particular phase
of a project.
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In December 2002 the
commission halted all
STIP and TCRP allocations
dfter the department’s
cash projections indicated
that the highway account
would experience negative
cash balances at the end
of fiscal year 2002-03
and during fiscal year
2003-04, and that

a positive balance in

the TCRF depended on
uncertain revenue sources.

a greatly reduced funding level. Implementing agencies, such
as the department or regional agencies, have used the original
STIP fund estimate to plan and commit resources for transpor-
tation projects; however, the revised estimates will require
the implementing agencies to delay work on many of their
planned projects.

During the 1998 and 2000 STIP plans, many counties elected
not to use their full share balances in the STIP, reserving them
for future years. As a result, the commission did not schedule
large amounts of STIP capacity in these STIPs. Moreover,
transportation revenues outpaced project delivery, allowing the
balances in the highway account to rise while project delivery
was catching up. In those years, the commission allowed

the department to present approximations of revenue and
expenditures because the large cash reserves in the highway
account served as a buffer for any overstatements of revenue

or understatements of expenditures. However, according to the
Legislative Analyst’s Office, beginning in fiscal year 1999-2000,
the highway account balance began to decline, partly due to
higher spending levels. As the State’s fiscal crisis worsened in
fiscal years 2001-02 and 2002-03, the Legislature authorized a
series of loans from the highway account and the TCRF to the
State’s General Fund (General Fund) that further reduced the cash
balances in this account and fund. In August 2002, concerned
with the rapidly declining cash balance in the highway account,
the commission requested the department to provide more
detailed and current information than in the past on the
projected revenue and expenditures for the highway account
and TCRFE. The commission also requested more information
about the payback schedules and interest rates of loans made
from the highway account and TCRF to the General Fund.

The commission ceased all allocations for STIP and TCRP
projects in December 2002 after the department’s new
projections, as Figure 4 shows, indicated the following: (1) the
highway account would experience negative cash balances by
the end of fiscal year 2002-03 and during fiscal year 2003-04
and (2) a positive balance in the TCRF at the end of fiscal year
2003-04 was contingent on a $678 million transfer from the
TIF and a $500 million General Fund loan repayment. Making
the contingencies that the department cited much less certain,
the governor’s December 2002 midyear spending reduction plan
proposed suspending the transfer and forgiving the loan repayment.

20

California State Auditor Report 2002-126



"UeO| pUN4 [RIBUSN $,3)L]S B JO JudWAedas uolIW 0OSE © PUB HO—E00Z 18K [BdSly Ul pun{ JusWisaAU| uoneyodsuel) Sy}
W0} Uol||iw §/9¢ dAI9I31 pjnom juswpedap ay3 Jeyy pawnsse aduejed 441 YL "Z00Z ‘S| JoquwaroN Ybnolyy Jualind sem ejep ainjipuadxa pue anuaAal s, uswpedsp ayl 210N

‘a1epdn 1se22104 ysed YluoN-g |—iloday adueul{ A|YIUON ‘2002 ‘L L J:oqwidag (Auswiiedap) s,uoneiiodsueld] jo Juswiiedaq eluiojied syl :224n0§

002 €002 2002
S @v D& @ SO S .;,%m & & RS @k D& L JE s .;,%w & ©
(006)
— (009)
— (00¢)
0
~0N
5 w
Z
— oo€ =9
S5
w N
~ 0
—1 009
006
00Z°L
(44D1) pund jo1y uonsabuod diyesl [l
Kemyb
N0y AemybiH a1e1s [l — oosLs

ISB3404 Yysed z00z Jaquiadaq s,uoneliodsued) jo juswiiedaq eiusoyijed ayl

¥ 3ANODI4

21

California State Auditor Report 2002-126



The commission’s decision to halt allocations has resulted in
work stopping on projects that lack the funds to continue. For
example, the department planned a joint interregional-regional
effort to widen Route 99 and Route 4 near Stockton. As the
implementing agency, the department informed the commis-
sion that it would be ready to list the project for construction
bids in June 2003. However, because of the cash shortages,
the commission cannot allocate the almost $22 million the
department needs to construct this project.

The department’s December 2002 cash forecast showing negative
cash balances in the highway account assumed the commis-
sion would allocate all amounts it approved in the STIP plan.

In March 2003 the department again revised its cash forecast to
reflect the commission’s decision to halt allocations. Based on
this revision of cash estimates, the commission resumed STIP
allocations in April 2003, although at a much lower level than
it had originally approved. However, as we explain later in this
report, our analysis shows this revised cash estimate may still
be overly optimistic and could cause the commission to make
allocations for which the department will lack available funds
when implementing agencies later present it with reimburse-
ment requests. Further, lower available cash balances in the
highway account give less of a margin for error in forecasting cash
balances, so the department needs to be more cautious in its
projections during the current economic crisis than in the past.

Sequence of Priorities That State Law
Requires for Allocating Funds to
State Transportation Projects

1. Operation, maintenance, and rehabilitation
of the state highway system.

2. Safety improvements where physical
changes, other than adding additional
lanes, would reduce fatalities and the
number and severity of injuries.

3. Transportation capital improvements that
expand capacity, reduce congestion, or
do both.

4. Environmental enhancement and

mitigation programs.

Source: Section 167 of the Streets and
Highways Code.

The Department’s Lack of Cash in the Highway
Account Is Delaying STIP Projects

The department’s lack of cash is delaying planned
STIP projects. For example, in March 2003 the
department, in consultation with implementing
agencies, prepared a list of STIP projects,
including 318 that need almost $704 million in
allocations by June 30, 2003, in order to award
contracts for construction or move to other
phases of project completion. As we discussed
previously, the commission halted all allocations
in December 2002. In February 2003, using state
law guidelines, commission staff developed criteria
to prioritize the allocation of scarce dollars to

the projects already scheduled in the STIP plan.
Using these allocation criteria (see textbox)

and the department’s revised cash forecast, the
commission adopted an 18-month incremental

22
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The many projects in the
2002 STIP that do not
receive allocations will be
pushed forward to the
next STIP plan, possibly
limiting the number of new
projects the commission
can include in the 2004
STIP, or requiring the
commission to delete
previously scheduled
project commitments.

allocation plan covering the remainder of fiscal year 2002-03
and all of fiscal year 2003-04. The commission’s plan calls for

it to allocate $1.8 billion in total from the highway account

by June 30, 2004—approximately $600 million to STIP
projects by June 30, 2003, and $1.2 billion to the State Highway
Operation and Protection Program projects by June 30, 2004.
The plan divides the $1.8 billion into three six-month stages,
with the plan to be reviewed in light of updated cash forecasts at
each stage. At its April 2003 meeting, the commission allocated
over $165 million to STIP projects, with plans to allocate over
$435 million to projects through the end of fiscal year 2002-03.
However, this leaves 194 projects short by $103 million needed
to move them forward (see Appendix A, Table A.1, beginning on
page 46, for a list of these projects). Moreover, the commission’s
revised allocation plan is dramatically lower than the amount
originally scheduled in the 2002 STIP plan. The commission
originally scheduled a total of $3.8 billion in planned allocations
for the 2002 STIP projects during fiscal years 2002-03 and
2003-04. However, as Figure 5 indicates, the commission'’s
revised current and planned allocations for fiscal years 2002-03
and 2003-04 now represent almost a $3 billion (78 percent)
reduction from the original 2002 STIP plan allocations.

With this huge reduction in the allocations that the 2002 STIP
plan initially envisioned, implementing agencies cannot
deliver transportation projects as planned. For example,

in February 2003 the Santa Barbara County Association of
Governments reported that current state and local projects
valued at more than $131 million needed allocations of almost
$40 million before June 2004 to remain on schedule; additional
allocations of more than $28 million would be needed after
July 2004 to keep future projects on schedule and to prevent
projects from being delayed or canceled. In fact, because the
commission cannot allocate 78 percent of the funds it planned to
allocate in fiscal years 2002-03 and 2003-04, many projects will
be delayed.

The commission will have to push these ongoing projects to
which it cannot make current allocations into the new 2004
STIP plan, until the funding capacity for the 2004 STIP is
exhausted. Carrying over this large number of projects will limit
the number of new projects that the commission can include

in the 2004 STIP. Further, if the projects carried forward from
the prior STIP plan exceed the total 2004 STIP capacity for new
projects and no new revenue is provided, the commission may
have to cancel scheduled project commitments. In April 2003,
the commission voted to postpone the adoption date for the
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FIGURE 5

Fiscal Year

The Commission’s Current Revised Allocation Plan for STIP Projects for
Fiscal Years 2002-03 and 2003-04 Is Almost $3 Billion Lower Than the
Amounts Originally Scheduled in the 2002 STIP Plan

I Allocations originally scheduled in 2002 STIP plan

Revised current and planned allocations

$1,654
2002-03
$832.3
$2,140
2003-04
$0
$3,794
Total of both
fiscal years
$832.3 |
I $2.96 billion difference I
| | | | | | | |
$0 500 1,000 1,500 2,000 2,500 3,000 3,500 4,000

Allocations
(in Millions)

Sources: California Transportation Commission minutes, 2002 STIP fund estimate, and revised current STIP allocations.

2004 STIP fund estimate until October 30, 2003. Once the
commission approves the department’s fund estimate for the
2004 STIP plan, regional agencies and the department will have
four months to submit their regional transportation improve-
ment plans (regional plans) and interregional transportation
improvement plans (interregional plans), respectively. Because
the commission must ensure that the dollar value of the plans
it adopts into the STIP plan does not exceed the department’s
estimate of the funds available during each fiscal year of the
STIP plan, implementing agencies will have to evaluate their
transportation priorities in order to determine how best to take
advantage of the limited funding available in the next STIP.

24
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The May 2003 revision
to the governor’s
budget requested the
Legislature to suspend
$938 million of the more
than $1 billion originally
slated for transfer to
the TIF in fiscal year
2003-04 and proposed
that the General Fund
be obligated to repay
the TIF for the amount
suspended. Such an
action would result in
up to $678 million less
for TCRP projects and
up to $169 million less
for STIP projects than
the department had
originally projected for
that year.

Lack of Cash in the TCRF Will Delay TCRP Projects

Besides the delay in STIP projects, minimal cash reserves in

the TCRF will affect the department’s ability to deliver at least
106 TCRP projects that require a minimum of $3.4 billion more
in allocations. Since December 2002, when the commission
discontinued allocations for TCRP projects, 15 TCRP projects
have submitted requests for allocations totaling $147 million
(see Appendix B, Table B.1, beginning on page 60, for a list of
these projects). Further, we surveyed the implementing agencies for
these projects and found that, due to lack of spending author-
ity, work had ceased on 12 projects, including San Diego
County’s proposal to acquire low-emission buses and vans for its
transit service.®* Without these buses and vans, the county risks fail-
ing to meet federal air quality standards; however, commission staff
have stated that the commission will make no further allocations
for TCRP projects until the State resolves budget uncertainties asso-
ciated with the TCRE. Further, implementing agencies will have to
find other funding sources or risk losing approximately $7.8 billion
in other funds needed to complete their projects, including some
federal and local matching funds.

TCRP budget uncertainties began with the governor’s

December 2002 midyear spending reduction proposal, which
calls for withholding two payments due to TCRF in fiscal year
2003-04: (1) the Legislature would forgive the $500 million loan
repayment due on the $1.3 billion in loans from the TCRF to the
General Fund and (2) the Legislature would suspend the more
than $1 billion transfer of state gasoline sales tax revenues from
the General Fund to the Transportation Investment Fund (TIF),
which is transferred in turn to the TCRF and highway account,
among other transportation fund sources (see Figure 3 on

page 14). To suspend the transfer of gasoline sales tax revenues
to the TIF, the governor must issue a proclamation stating that
the TIF transfer will have a significant negative fiscal impact

on activities funded by the General Fund. In addition, the
Legislature must pass by a two-thirds vote legislation to suspend
the transfer of TIF funds for a particular fiscal year. The
governor issued the required proclamation in December 2002.

In May 2003, a revision to the governor’s budget requested the
Legislature to suspend $938 million of the more than $1 billion
TIF transfer originally called for, and proposes that the General
Fund be obligated to repay the TIF for the amount suspended. As
of June 15, 2003, the Legislature had not acted on either of the

* The remaining three projects had adequate funds from other sources to enable them to
continue work in the short term.

California State Auditor Report 2002-126 25



_________________________
As of March 2003 the
department estimated
that if it were to pay
all expected project
expenditures for TCRP
projects, it would end
fiscal year 2003-04 with
a negative balance of
$210 million.

governor’s proposals. Both the department and the commission
believe that the Legislature likely will suspend or reduce the TIF
transfer for at least fiscal year 2003-04. Such an action would
result in up to $678 million less for TCRP projects and up to
$169 million less for STIP projects than the department had
originally projected for that year. The suspension of TIF funds
also may affect future TCRP projects because the amounts not
transferred will be permanently lost, not replaced at a later
time. State law appears to provide for only one transfer per year,
with no provision requiring the State to make up a suspended
transfer for one year in the next year. Therefore, every year that
the State suspends or reduces the TIF transfer could result in
the permanent loss of up to $678 million for the funding of
TCRP projects, unless the Legislature takes action to obligate the
General Fund to repay the suspended amounts.

Since the TCRP’s inception in July 2000, the commission has
allocated almost $1.5 billion to the program’s projects. As
originally planned, 106 projects will require future allocations
of $3.4 billion to complete the TCRF’s portion of funding for
the projects. The commission’s ability to make these allocations
remains uncertain, given the forecast of available cash in the
TCRF through the end of June 2004 and the budget decisions
that could affect the fund’s revenue sources. According to

the commission’s January 2003 survey of implementing
agencies for the 141 TCRP projects, as of December 31, 2002,
respondents expected that more than $789 million (80 percent)

of the $981 million the commission had in outstanding TCRP
allocations would be claimed for reimbursement by the end of fiscal
year 2003-04. As of March 2003 the department estimated that if
it were to pay all expected project expenditures for TCRP projects,
it would end fiscal year 2003-04 with a TCRF negative balance of
$210 million. This projection assumes that the TCRF will receive
neither the scheduled loan repayment from the General Fund nor
the scheduled transfer from the TIF in fiscal year 2003-04.

The chief of the department’s budget unit stated that when
the TCRF’s cash runs out, the department will not be able to
reimburse implementing agencies unless the Legislature acts
to provide additional funds or to terminate projects. Given
the State’s current economic crisis, it seems doubtful that the
Legislature will be able to provide any significant funding from
the General Fund in fiscal year 2003-04. Further, any solution
involving loans from the highway account to the TCRF would
strain the highway account’s already minimal reserves, further
restricting the commission’s ability to fund STIP projects.

26
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_________________________
Data from a commission
survey of implementing
agencies revealed that
at least $7.8 billion in
other funds, including
some federal and local
matching funds, are in
jeopardy if TCRF funds
are unavailable.

Decreased state funding for TCRP projects will force implement-
ing agencies to turn to other sources for funding or risk losing
matching funds. Data from the commission’s survey of imple-
menting agencies revealed that at least $7.8 billion in other
funds needed to complete their projects, including some federal
and local matching funds, are in jeopardy if TCRF funds are not
available. In these cases, implementing agencies will need either
to secure alternative funding sources for TCRP projects to receive
matching funds or cancel or delay projects until funds are
available. To move forward, projects that lose TCRP funding will
have to compete for already scarce STIP funding or pursue
alternative funding, such as Grant Anticipation Revenue Vehicle
(GARVEE) bonds or State Infrastructure Bank (SIB) loans. How-
ever, some projects may have difficulty in securing other funds;
according to commission staff, nine out of 141 TCRP projects are
ineligible for STIP funds.

Recognizing the lack of TCRF funds, implementing agencies are
already reprioritizing their transportation projects. For example,
the Los Angeles County Metropolitan Transportation Author-
ity (MTA) reported that if it could not replace the TCRF funds,

it risked losing $490 million in federal funds for one of its TCRP
projects. In April 2003 the MTA requested an amendment to the
STIP plan to shift the funding from 14 state and local road and
highway projects to three new transit projects in the STIP plan
that rely on TCRP funding, including the project that risked
losing the $490 million in federal funds, to meet matching
requirements and secure these federal funds. However, some
TCRP projects may not be the local agencies’ first priority, so the
agencies may delay or cancel those projects until funds become
available rather than give up needed STIP projects.

DELAYED OR CANCELED PROJECTS WILL AFFECT THE
STATE’'S AGING TRANSPORTATION SYSTEM

Delays or cancellations of STIP and TCRP projects caused

by fund shortages will affect California’s already aging
transportation system, causing roads to deteriorate further and
increasing traffic congestion. Canceled or delayed transportation
projects cost California commuters lost productivity and
wasted fuel from excess traffic congestion. Also, this neglect

of our roadways has other possible negative outcomes, such

as unhealthy air and higher freight costs from added traffic
congestion being passed on to California residents. Finally,
failure to complete transportation projects could see the State
paying costs associated with canceling construction projects.
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In its 2000 assessment
report, the U.S. Department
of Transportation
concluded that California’s
road conditions had
deteriorated, rating only
17 percent of California’s
roads as “good” or “very
good” in 2000, compared
with 28 percent in 1996.

Since 1998, state law requires the department to prepare and
transmit to the governor and Legislature a 10-year state plan
for the rehabilitation and reconstruction of all highways and
bridges that the State owns, with the department updating this
plan every two years beginning in 2000. In its 2002 update to
the plan, the department described a state transportation infra-
structure that was aging and in need of significant work.
Specifically, the commission, in a 1999 report to the Senate,
identified funding needs over a 10-year period of over $100 billion.
The U.S. Department of Transportation’s Bureau of Transpor-
tation Statistics concluded in its 2000 assessment report that
California’s road conditions had deteriorated between 1996
and 2000: It rated 28 percent of California’s roads as “good”
or “very good” in 1996, compared with only 17 percent in
2000. Furthermore, travel in California is increasing faster than
road capacity. The U.S. Census Bureau projects that from 2000
to 20235, California’s population will increase by as much as
52 percent, and the department expects that annual vehicle-miles
traveled on the state highway system will increase correspond-
ingly. In its 2002 plan update, the department stated that
Californian’s annual travel has increased from 139 billion
vehicle-miles in 1990 to 162 billion vehicle-miles in 2000; it
expects this figure to reach 251 billion vehicle-miles by the year
2020, a 55 percent increase over 2000. The department’s plan
update also concluded that the combination of roadway age
and increased demand (measured by vehicle-miles traveled)
results in a faster rate of pavement deterioration, increased
concentrations of accidents in new locations, and increased
hours of traffic congestion.

California’s roads have also suffered because fewer
transportation projects have been completed in recent years.
Specifically, 717 construction contracts for transportation
projects were completed in fiscal year 1999-2000, compared to
660 in fiscal year 2000-01 and only 611 in fiscal year 2001-02.
In part, department staff believe the reduction in completed
construction projects is a function of more funds being available
for the earlier years’ STIP plans. However, the reduced number
of transportation projects being built, in addition to the limited
number (if any) of new projects the commission will be able

to authorize in the 2004 STIP plan, could result in much worse
traffic congestion on the State’s highways and roads, especially
given the current condition of California’s aging transportation
system. Further, regional agencies and the department may have
fewer projects ready for construction in future years because of
the limited funds available for new projects.
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The U.S. Department of
Transportation estimates
that transportation
accounts for as much as
77 percent of the various
air-polluting emissions in
the country; the California
Air Resources Board reports
that over 90 percent of the
State’s population breathes
unhealthy air during some
part of the year.

Unfortunately, delayed transportation projects will compound
the ultimate cost of improving congested highways. According
to the department’s 2002 plan update, compensating for these
delays will cost more in the future in many ways. Three of

the most significant costs to California’s residents include the
following: (1) direct costs of wasted fuel and lost productivity;
(2) indirect costs of these inefficiencies passed through to
consumers, who will pay higher prices for goods and services;
and (3) compounded repair costs, including material and labor,
for fixing later what the department should fix now. According

to the U.S. Department of Transportation’s Federal Highway
Administration, highway delays cost Americans more than

$50 billion a year due to lost productivity and wasted fuel.
Moreover, high levels of traffic congestion can constrain the
State’s economy by making it more difficult and expensive to
move goods from ports and railheads, as well as manufacturing,
distribution and service centers.

Further, a congested highway system results in frequent stops

and starts, which increase emissions and damage California’s
environment. According to the U.S. Department of Trans-
portation, transportation accounts for 25 percent to as much

as 77 percent of the various air-polluting emissions in the
country. The California Air Resources Board reports that 44 out
of 58 counties in California are currently not meeting state air
quality standards for ozone levels, and over 90 percent of the
State’s population breathes unhealthy air during some part of
the year. In addition, the 2002 Urban Mobility Report issued by
the Texas Transportation Institute (the official research agency
for the Texas Department of Transportation) found that in 2000
California was home to four of the nation’s 10 most congested
metropolitan areas.¢

With increasing road congestion, regional agencies could lose
federal air quality funds by failing to meet air quality guidelines
that require traffic mitigation efforts. For example, under
provisions in the Federal Clean Air Act, the federal government
directs funds to transportation projects and programs that
contribute to attaining or maintaining National Ambient Air
Quality Standards in areas where amounts of ozone, carbon
monoxide, or particulate matter either violate those standards
or need to be maintained to avoid violating standards. Failure to
comply with performance standards could result in the loss of
federal matching funds to implementing agencies.

¢ In California, the four metropolitan areas are: Los Angeles, San Francisco-Oakland,
San Jose, and San Diego.
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Although state law
currently requires that
the General Fund repay
the $1.5 billion in loans
from the TCRF and

the highway account
by the end of fiscal
years 2005-06 and
2006-07, respectively,
the department may
not receive repayment
as scheduled because of
the State’s continuing
fiscal crisis.

Canceling or delaying projects has another negative outcome:
Implementing agencies may face additional costs for canceling
contracts. Standard language in its contracts requires the
department to pay for certain costs associated with terminat-
ing construction contracts. In addition to paying for any work
necessary to secure the construction project for termination,
the department must pay reasonable handling costs for material
disposal, return, or sale; a reasonable administrative allowance;
and a reasonable allowance for profit, up to 4 percent of the
contractor’s cost for all work performed under the contract to
the point of its termination. In some instances, these closeout
costs could be substantial.

SEVERAL FACTORS CAUSED THE CASH SHORTAGE THAT
HAS DELAYED TRANSPORTATION PROJECT DELIVERY

Despite the cost of delaying transportation projects, the depart-
ment’s present shortage of revenue requires it to cut back on
both STIP and TCRP projects. Several factors have caused the
department’s inability to deliver these planned projects as sched-
uled. Although the department did not expect them to affect

its ability to deliver projects, substantial loans from the high-
way account and TCRF to the General Fund have burdened the
department’s cash balances more than the department originally
thought. Also, the State’s fiscal crisis may cause proposed budget
measures to decrease the department’s future revenue further.
The department also received less revenue than anticipated for
one revenue source, commercial-vehicle weight fees, because a
task force headed by the Department of Motor Vehicles (DMV)
underestimated the amounts to charge under a revised weight-fee
schedule for commercial vehicles.

Loans and Proposed Budget Changes Affect the
Department’s Ability to Deliver Transportation Projects

Currently, the highway account and TCRF no longer have sufficient
funds to allow the commission to allocate funding as it had
originally planned to all projects approved in the 2002 STIP and
to fund TCRP projects. As Figure 6 indicates, the State authorized
about $1.5 billion in loans from the highway account and the
TCREF to the General Fund in fiscal years 2001-02 and 2002-03.
Although state law currently requires that the General Fund
repay the TCRF loans by the end of fiscal year 2005-06 and the
highway account loans by the end of fiscal year 2006-07, the
department may not receive repayment as scheduled because
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The department expects
to receive 3138 million
less than anticipated
in commercial-vehicle
weight fees for fiscal
year 2002-03.

of the State’s continuing fiscal crisis. Specifically, the governor’s
midyear spending reduction proposal calls for the Legislature to
forgive $500 million of the TCRF loan to the General Fund and
suspend the fiscal year 2003-04 transfer of more than $1 billion
in gasoline sales tax revenues to the TIF. That transfer would
affect both the TCRP and STIP projects. However, the May 2003
revision to the governor’s budget requests the Legislature to
suspend $938 million of the more than $1 billion of the TIF
transfer originally called for, and proposes that the General
Fund be obligated to repay the TIF for the amount suspended.
Although the Legislature has not yet acted on either proposal,
were it to do so, the TCRF’s near-term ability to repay the
highway account’s loans would be in doubt. Consequently,
the commission would have far less funding available during
fiscal year 2003-04 to allocate to STIP projects than it antici-
pated, causing delays in the delivery of planned projects by
implementing agencies.

When the State authorized the loans, the department believed

it had sufficient cash in the highway account and TCRF to meet
its outstanding commitments. However, the loans coincided
with several anticipated revenue sources failing to materialize

at the levels projected. Moreover, the proposal to suspend the
$938 million transfer to the TIF would also preclude the TIF
from making its full annual transfer to the TCRF of $678 million
in gasoline sales tax revenues, further reducing the TCRF’s fiscal
year 2003-04 revenues. Specifically, as we discussed previously,
because state law appears to require only one transfer of gasoline
sales tax revenues to the TIF per year, with no contingency for
making up a suspended transfer in later years, every year that
the Legislature suspends the transfer of gasoline sales tax rev-
enues would result in a permanent loss of up to $678 million to
TCRP projects, unless the Legislature takes action to obligate the
General Fund to repay the suspended amount.

Incorrect Calculation of Commercial-Vehicle Weight Fees
Reduced the Department’s Revenue

The department expects to receive $138 million less than antici-
pated in commercial-vehicle weight fees for fiscal year 2002-03
because a task force headed by the DMV underestimated the
amounts that the State should charge under a new weight-fee
schedule. The new fee schedule was necessary for California to
avoid sanctions and lost fees and to remain in the International
Registration Plan (IRP).
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In April 2003 DMV
estimated that only
423,000 commercial
vehicles would register—a
36 percent reduction from
the 656,000 used to set
the fee schedule.

California participates in the IRP in accordance with the federal
Intermodal Surface Transportation Efficiency Act of 1991.
Participation in the IRP allows California commercial-vehicle
operators to operate across jurisdictions, with a simple one-step
registration. It also allows California to receive revenues from
other jurisdictions (including 48 states and the District of
Columbia, as well as 10 Canadian provinces) that collect fees

for commercial vehicles based in any of those jurisdictions that
also operate in California. The IRP requires a uniform method
of registration for commercial vehicles operating in interstate
commerce. California joined the IRP in 1985, through an excep-
tion that allowed it as well as some other jurisdictions to collect
registration fees on trailers. Eventually, California was the only
remaining jurisdiction still using a trailer exception. Further,
California did not use the IRP’s most common methodology

for registering commercial vehicles, which encouraged jurisdic-
tions to collect weight fees on gross vehicle weight (the weight
of the commercial vehicle and the heaviest load it will carry) or
combined gross vehicle weight (the weight of the commercial
vehicle and the trailer and the heaviest load it will carry). To
retain its IRP membership and avoid sanctions and the possible loss
of as much as $110 million a year in fees from other jurisdictions,
a task force headed by the DMV conducted a seven-year study for
the State, which resulted in elimination of trailer registrations and
the creation of a new fee structure, effective December 31, 2001,
based on the gross and combined gross operating weight of
commercial vehicles. This new methodology combined reg-
istration and weight fees, formerly collected on trailers, in the
commercial-vehicle weight fees.

The Legislature intended that the new weight-fee methodology
would be revenue neutral and that the State would continue

to collect the same level of revenue after the change in
methodology as before. However, DMV staff stated that the
task force had no way of knowing the number of commercial
vehicles that would register under the new methodology.
Unfortunately in setting the new fee schedule, the DMV'’s task
force overestimated the number of commercial vehicles that
would register, and weight-fee revenues dropped significantly
as a result. Specifically, the task force estimated that 656,000
intrastate commercial vehicles would be subject to the new
methodology. The task force used this figure to project the
amount of revenue that the DMV would collect and revised the
weight-fee schedule accordingly. However, in April 2003 the
DMV estimated that only 423,000 commercial vehicles would
register—a 36 percent reduction from the estimate used to set
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_________________________
If its current revenue
assumptions fail to
fully materialize, the
department could end
fiscal year 2003—-04 with
a negative cash balance
in the highway account.

the fee schedule. Because the number of vehicles registering
turned out to be much lower than the task force originally
anticipated, the amount of actual and expected fee revenue that
the DMV received as of April 2003 for fiscal year 2002-03 is
about $138 million less than first projected.

The DMV believes that most of the difference in the two estimates
of the number of commercial vehicles results from two factors.
According to the DMV and the commercial-trucking indus-

try, the number of registered commercial vehicles fell short by
107,000 vehicles mainly because the owners of some of the
vehicles moved them to other states, and owners of others
registered fewer vehicles because of the downturn in the economy.
Another reason the DMV gave for the overestimate was that

it included in its estimate 116,000 vehicles under 10,000
pounds, such as delivery vans, that are not subject to the new
weight-fee methodology.

THE DEPARTMENT IS OVERLY OPTIMISTIC ABOUT ITS
FUTURE REVENUE

Our analysis indicates that the department’s March 2003
revision to its cash forecast remains overly optimistic. For
example, the department assumes that two of its main revenue
sources for the highway account, revenues from the state fuel
excise tax and commercial-vehicle weight fees, will increase in
the next fiscal year. However, our analysis indicates that these
revenues are equally likely to stay consistent with fiscal year
2002-03 levels or decrease, possibilities that the department
needs to consider fully. If its current revenue assumptions fail to
fully materialize, the department could end fiscal year 2003-04
with a negative cash balance in the highway account.

We analyzed the department’s March 2003 cash forecast of the
expected ending cash balance for the highway account in fiscal
years 2002-03 and 2003-04, and we believe the department’s
revenue assumptions to be overly optimistic for these fiscal
years. As the Table shows, we believe the department’s estimate
of fiscal year 2002-03 revenues is incorrect because the department
overstated federal revenues by $37 million according to the
2003 distribution of federal spending authority for transportation
in California, an annual schedule informing each state of how
much federal transportation funding the federal government
authorizes states to spend. Further, if state fuel excise tax and
weight-fee revenues for fiscal year 2003-04 do not increase

34

California State Auditor Report 2002-126



TABLE

Comparison of the California Department of Transportation’s and the Auditor’s
Revenue Projections for the State Highway Account Cash Balance

(Dollars in Millions)

Beginning balances

Revenues
Federal revenues
State fuel excise tax
Commercial-vehicle weight fees
Other revenue

Total revenues
Less:

Total expenditures

Loans to the Traffic Congestion Relief Fund (TCRF)
and the State’s General Fund (General Fund)

Ending cash balances

Beginning balances

Revenues
Federal revenues
State fuel excise tax
Commercial-vehicle weight fees
Other revenue

Total revenues
Less:

Total expenditures

Loans to TCRF and General Fund

Ending cash balances

Less:

Expected expenditures for State Transportation
Improvement Program projects allocated by
June 30, 2003

Expected expenditures for State Highway Operation

and Protection Program projects allocated by
June 30, 2004

Remaining cash

Per Department

$1,173

2,594
2,062
669
113
5,438

(5,924)

(647)
$ 40

Per Department

$ 40

2,580
2,078
783
109
5,550

(5,042)

0
548

(102)

(432)
$ 14

Sources: California Department of Transportation’s March 2003 forecast for the State Highway Account and auditor analysis.

Fiscal Year 2002-03

Per Auditor Analysis

$1,173

2,557
2,062
669
113
5,401

(5,924)

(647)
$ 3

Fiscal Year 2003-04

Per Auditor Analysis

$ 3
2,580
2,062

669

109
5,420

(5,042)

381

(102)

(432)
$ (153)

Difference

$ (37)

(37)

$ 37)

Difference

$ 37)

(16)
(114)

(130)

(167)

$(167)

California State Auditor Report 2002-126

35



|
The department’s belief
that state fuel excise tax
revenue will increase by
$16 million in fiscal year
2003-04 lacks a rational
basis and seems to conflict
with its own research.

but stay consistent with fiscal year 2002-03 levels, a likely
conclusion given our analysis, the department will receive
another $130 million less in revenues than it currently expects.
The department estimated that it would end fiscal year 2003-04
with a cash balance of $548 million in the highway account

so long as the commission did not make any allocations after
December 2002. If the commission allocates the full amount of
$1.8 billion in fiscal years 2002-03 and 2003-04 (as we discuss
on page 23), based on the department’s expenditure formulas,
implementing agencies will spend and request reimbursements
for approximately $534 million of the allocations for STIP

and other transportation programs in fiscal year 2003-04

($102 million for STIP expenditures and $432 million for the
State Highway Operation and Protection Program expenditures),
leaving the highway account with an ending balance of

$14 million. However, if some of the department’s revenue
assumptions fail to fully materialize, we estimate it could end
fiscal year 2003-04 with a negative balance in the highway
account of up to $153 million, leaving insufficient funds to meet
current commitments.

The Department Cannot Support Its Estimate of Increases in
State Fuel Excise Tax Revenues

The department receives approximately 38 percent of its

total revenues from the state fuel excise tax, a tax of 18 cents
per gallon of fuel. In calculating its projections of state

fuel excise tax revenues, the department used projections
from the Department of Finance (Finance), adding two
assumptions: (1) state fuel excise tax revenues will increase by
approximately 0.5 percent for fiscal year 2003-04 and future
years and (2) the conflict in Iraq would not negatively affect
the fuel supply or cause higher fuel prices that would lower
gasoline consumption. However, the department could not
provide us with any analysis or other evidence to support its
assumptions. In fact, the only analysis the department could
provide declared that the state fuel excise tax revenues would
decrease if fuel prices continued to increase, predicting up to

a 4 percent decline in fuel consumption if the average price
per gallon of gasoline rose to $2.50. However, according to its
March 2003 cash forecast, the department is assuming no drop
in fuel consumption as a reaction to the rise in gasoline prices
in its revenue projections because the research in this area is
inconclusive. Nevertheless, the department’s belief that state fuel
excise tax revenues will increase by $16 million or 0.8 percent
in fiscal year 2003-04 lacks a rational basis and seems to conflict
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with the department’s own research, analysis showing that the
convergence of tension over war with Iraq, the Venezuelan oil
workers’ strike, and low inventories have driven prices for crude
oil and gasoline higher.

Our analysis of reports from the federal Energy Information
Administration (EIA) shows an inverse trend between rising
gasoline prices and fuel consumption in California: As prices
increase beyond a certain point, consumers purchase less fuel.
As Figure 7 on the following page indicates, in four of the

five instances when gasoline prices in California have increased
significantly (17.9 percent on average) since 1970, gasoline con-
sumption decreased. According to the EIA, gasoline prices can
fluctuate because of seasonality; competition between local retail
stations; or disruptions in the crude oil supply stemming from
world events or domestic problems, such as refinery or pipeline
outages. Gasoline prices in California increased substantially in
the first few months of 2003, and in the department’s April 2003
presentation to the commission, the department reported
receiving $17 million less in state fuel excise tax revenues during
January and February 2003 than it had projected. However, as

of March 2003, the department had not altered its assumptions
regarding fuel prices and consumption, continuing to predict an
increase in state fuel excise tax revenues for fiscal year 2003-04.
For our analysis, we assumed that the department would see no
increase in fuel excise tax revenues from fiscal years 2002-03 to
2003-04. Although gasoline prices have decreased from their
peak in mid-March 2003, if they increase during the summer

of 2003 or do not decrease quickly enough, the department’s
assumption of an increase in state fuel excise tax revenues for
fiscal year 2003-04 could fail to materialize.

Revenues From Commercial-Vehicle Weight Fees May Not
Increase as Promptly as the Department Expects

The department also assumes it will receive increased revenues
from commercial-vehicle weight fees in fiscal year 2003-04.
However, as of April 2003, actual and expected revenues

for fiscal year 2002-03 from these fees are down almost

$138 million from the weight-fee revenues projected in the
2002 STIP plan. As we explained earlier, the DMV'’s task force
overestimated the number of vehicles that would be subject to
the new methodology, and use of that estimate in computing
the revised weight-fee schedule caused the shortfall in revenues.
The DMV identified the revenue shortfall in April 2003, and
Finance has drafted legislation to increase the fee schedule
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The department assumes
it will receive increased
revenue from commercial-
vehicle weight fees of
$114 million in fiscal
year 2003-04, which
may not be reasonable
given the time required to
pass legislation to raise
the fees and the trucking
association’s opposition
to the fee revision.

charged. However, the department is assuming that the
Legislature will act to restore the weight-fee revenues through
legislation that would take effect during fiscal year 2003-04,
which may not be reasonable given the time required for
legislation to pass and the trucking association’s opposition to
the fee revision.

The department believes it will receive an increase in weight-fee
revenue over the previous fiscal year of $114 million (for a total
of $783 million) in fiscal year 2003—-04. However, the department’s
belief is based on the assumption that the Legislature will act by
December 2003 to pass a trailer bill proposed by Finance that
would increase the current fee schedule by approximately

60 percent. According to representatives of the California
Trucking Association (trucking association), the commercial
trucking industry may oppose the revision in the commercial-
vehicle weight fees, even though the intent of the legislation

is to restore the total revenues to their former levels. The truck-
ing association feels that the DMV has not gathered sufficient
information on the number of commercial vehicles to accurately
revise the weight-fee schedule.

Representatives of the trucking industry stated at an April 2003
meeting that the Legislature should wait to revise the com-
mercial-vehicle weight-fee schedule until the DMV has collected
a full year’s worth of revenue and has data on the actual
number of intrastate commercial vehicles, information the
DMV does not expect to have until October or November 2003,
and that it proposes to present to the Legislature in a report by
January 1, 2004. Therefore, if the Legislature agrees to wait, the
bill would not be introduced until January 2004 at the earli-
est. Additionally, IRP regulations require California to notify
member jurisdictions 120 days prior to the effective date of the
fee change. Because half of the IRP jurisdictions have staggered
registration throughout the year, the timing of the notifica-
tion could cause further delay in collecting revenues from
some jurisdictions before the end of fiscal year 2003-04.
Therefore, the department would not begin to see an increase in
weight-fee revenues until, at the earliest, January 2004 from
California IRP and intrastate vehicles, and June 2004 from IRP
member jurisdictions.
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The department plans
to use the State’s first
GARVEE bond issue
to finance about
$171 million of the cost
of San Diego’s route I-15
managed lanes project.

THE DEPARTMENT HAS ALTERNATIVES FOR SHORT-
TERM PROJECT FUNDING

The department can use a variety of alternative techniques

to help fund transportation projects over the short term.
GARVEE bonds, SIB loans, and the type of reimbursement and
replacement projects authorized by Section 14529.7 of the
Government Code are viable funding alternatives that can
provide transportation agencies financing to accelerate project
delivery. Also, the commission could pursue legislation allowing
it to rescind existing allocations on projects that are not using
the money and then reallocate those funds to other projects.
However, because most of these alternatives could result in
decreased funding flexibility and rescinding allocations could
cause the perception of unfair treatment, the department and
the commission need to carefully consider and limit these
alternatives’ use.

GARVEE bonds can be used to fund projects in both the TCRP
and the STIP programs. GARVEE bonds are tax-exempt debt
financing that use future federal-aid highway funds to retire the
debt. However, GARVEE bonds do not increase the total amount
of federal revenues the State receives. Thus, to the extent that
the department uses GARVEE bonds to finance projects, the State
will have fewer federal funds available for projects in the future
because part of the future federal revenue stream will be com-
mitted to repaying the bonds. In fact, state law prohibits the
State Treasurer’s Office from authorizing the issuance of GARVEE
bonds if the annual debt service on all outstanding GARVEE bonds
would exceed 30 percent of the total federal funds deposited in
the highway account in any period of 12 consecutive months
within the previous two years. The department reported that

it has not used GARVEE bonds to fund projects in the past, but it
plans to use the State’s first bond issue to finance San Diego’s
route I-15 managed lanes project, which will use GARVEE bonds
to finance about $171 million of the project’s cost. Department
staff believes that more implementing agencies will attempt

to use these bonds in the near future because of the State’s
fiscal crisis and the limited availability of transportation funds.
The department needs to move cautiously in using these bonds,
however, because overuse will limit the amount of federal fund-
ing available for projects in future years.

Another way to address the funding shortage is for regional
agencies to use SIB loans, which provide short-term financing
from a mixture of federal and state sources to local public
entities and public/private partnerships, such as regional
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The commission limits
direct reimbursements
because scheduling
and approving a
direct reimbursement
for a project locks in
reimbursement priority
for that project, making
all other allocations more
inflexible for the region
and the commission.

agencies, to accelerate the delivery of transportation projects.
California is one of 10 states to participate in an SIB pilot
program, and the commission established guidelines in
January 2003 for the use of $3 million in SIB funding. Although
the commission gave applicants 60 days from January 23, 2003,
to submit initial applications for SIB loans, department staff
managing the loan program said that they had received no
applications as of April 2, 2003. Based on their conversations
with staff in regional agencies, commission staff said they
thought regional agencies were reluctant to take advantage

of these loans because the total amount available to regions
under the SIB loan program was limited and the interest rates
were high. The department can still accept applications on a
first-come-first-served basis whenever loan funds are available.
However, use of the SIB loans also requires the regional agencies
to commit future revenue streams to the repayment of these
loans and hence could reduce the flexibility of scheduling new
projects in future years.

The replacement and reimbursement projects authorized by
Section 14529.7 of the Government Code are other alternatives

the department can use to address its short-term funding needs.
The law allows for two types of arrangements: replacement
projects and direct reimbursement projects. With replacement
projects, the commission allows a local agency to advance a project
scheduled for a later year in the STIP to an earlier year, using

its own funds and replacing the project with an unidentified
future replacement project (or placeholder) of equivalent value
to replace the project advanced, with the specific replacement
project to be identified at a later date. Direct reimbursement
projects allow the local agency to use its own funds for the early
delivery of a project scheduled in the STIP plan for a future
fiscal year and receive a guaranteed direct cash reimbursement
in that future fiscal year (up to a prescribed yearly limit) from
the department. The commission encourages local agencies to
use local funds to advance the delivery of projects approved in
the STIP plan when state funds are not sufficient to make direct
project allocations. However, the commission gives preference to
replacement projects and limits direct reimbursements because
the scheduling and approval of a direct reimbursement for a
project locks in reimbursement priority for that project, making
all other allocations more inflexible for the region and com-
mission. Any projects with a direct reimbursement guarantee
for a particular year will receive first priority for transportation
funds, so before any other projects can receive such funds, the
department must first reimburse all implementing agencies
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that used their own money for direct reimbursement projects.
Thus, the commission must exercise caution in approving direct
reimbursements, because these projects then have first priority
in funding allocations in future years.

Recognizing the limitations surrounding direct reimbursements,
in April 2003 the commission amended the reimbursement
policy guidelines to add a yearly cap on the total amount of
direct reimbursements. It set the statewide cap at $200 million
annually, with a single agency or county cap of $50 million
annually. This cap applies to the total amount the department
will repay an implementing agency in a given year. For example,
the commission approved the first combination replacement-
direct reimbursement request in April 2003 for a major project for
the MTA. This project will use almost $142 million in project
replacements and $175 million in future-year direct reimburse-
ments to fund its bus and transit projects; however, it will not
violate the commission’s cap because the department will repay
the MTA less than $50 million per year from fiscal years 2005-06
through 2008-09. Replacement and reimbursement arrangements
provide a way for local agencies to advance their projects.
However, the commission’s decision to add a cap to direct
reimbursement projects seems reasonable because such projects
limit future scheduling flexibility.

Finally, Finance is proposing legislation to allow the commission to
rescind unspent allocations of previously allocated TCRP funds
during times of fiscal crisis. Because of requirements in state

law and the commission’s TCRP guidelines, neither the depart-
ment nor the commission can rescind allocations of previously
allocated funds until or unless the implementing agencies fail
to meet required timelines. If the commission had the ability to
rescind allocations for TCRP projects, it could rescind allocations
for projects that have been delayed for reasons such as lacking
required permits or right-of-way clearances, thus allowing the
commission to reallocate the funds to those agencies that are
ready to move forward on their projects. However, the commis-
sion needs to consider carefully the potential disadvantages of
rescinding allocations because by rescinding an allocation for a
particular project, the commission is giving priority to one project
or region over the project or region from which it is taking the
allocation. Thus, the commission will need to consider carefully
statewide priorities and the potential unfairness and harm to
counties if it obtains the authority to rescind allocations.
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RECOMMENDATIONS

The Legislature is currently deliberating on whether to adopt the
governor’s recommendations to suspend the transfer of gasoline
sales tax revenues from the General Fund to the TIF and to for-
give the loan repayment to the TCRE. If the transfer to the TIF is
reduced or delayed without a commitment to repay the reduced
or delayed amount in future fiscal years, the department will
lose permanently up to one year’s worth of TCRP funding from
the TIF transfer, further eroding the TCRF balance. Considering
the State’s fiscal crisis, the Legislature may wish to allow the TIF
to transfer the entire $678 million to the TCRF, and then autho-
rize a loan of the money from the TCRF to the General Fund so
that those funds would be repaid to the TCRF and therefore still
be available in future years.

To meet its short-term cash needs, the department should do
the following:

¢ Continue its efforts to become more precise in revising its
revenue and expenditure estimates and ensure that these revi-
sions are properly supported and presented in cash forecast
updates it submits to the commission.

¢ Continue to pursue cautiously other funding alternatives
(GARVEE bonds, SIB loans, and direct cash reimbursement and
replacement projects) to meet short-term project funding needs,
but continue to set limits on most of these funding alternatives to
avoid making future project scheduling inflexible.

Should the commission be granted the authority to rescind
unspent TCRP allocations, it should carefully consider statewide
priorities and ensure that all counties are treated fairly before
taking such actions.
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We conducted this review under the authority vested in the California State Auditor by
Section 8543 et seq. of the California Government Code and according to generally accepted
government auditing standards. We limited our review to those areas specified in the audit
scope section of this report.

Respectfully submitted,

ELAINE M. HOWLE
State Auditor

Date: July 3, 2003

Staff: Doug Cordiner, Audit Principal
Celina Knippling
Renee Davenport
LeAnn Fong-Batkin
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APPENDIX A

State Transportation Improvement
Program Projects Needing
Allocations to Proceed

(commission) staff, in consultation with the California

Department of Transportation (department) and regional
agencies, prepared a list of State Transportation Improvement
Program (STIP) projects that required allocations by June 2003
in order to award contracts for construction or move forward
with other phases of project delivery. Although the commission
planned to allocate funds to some of the projects based on the
criteria that commission staff developed in accordance with state
law, the projects shown in Table A.1 on the following pages will
not receive allocations in fiscal year 2002-03.

In March 2003, California Transportation Commission
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APPENDIX B

Traffic Congestion Relief Program
Projects Needing Allocations
to Proceed

(TCRP) projects have submitted requests for allocations

in order to continue work. As shown in Table B.1 on the
following pages, these projects need a total of $147 million in
order to move to the next phase of their life cycle.

g s of April 2003, 15 Traffic Congestion Relief Program

California State Auditor Report 2002-126

59



0042 0042 615y 00€°2z 000°0¢€ *Aiunod 0b631q ues ul 3d1A19s Ysuesy obalq ues 1oy obaig ues S/
S3SN( UOISSIWS-MO| §8 INoge aiinboy—sasng ysuel) obaiq ues

v€8'9 1Tv'88 LSS’e €45°19 000051 "AunoD sajpbuy so7 ul dull Aunod s3jpbuy so7 03 s3Rbuy S0 s3jRbuy S0 S
UMOIUMOP ‘S3Ul| peodjiey dijIded Uoliun pue 94 ejues-uldayuoN
uolbuiing uo suoijeledas apelb pjing—ise3 JopLIoD) epawely

4V a4 143% €78 99+ 000°LL 'S3UNOD IS0 BIJUOD puR  BISOD) BJJUOD Vi d
epawely ul 323fo1d JusWLdURYUS Jisuel) pue A1ojes—peoy 0dsep /epawe|y

ST6'CS ST6'T $ 89/ § $20°7T$ 000°SC $ 'S3RUNOD euR|) elURS pue epawWely |euoibay — 6
ul suoness a|jiaAkiswg pue asenbg uopuoT sjdef je pue ‘asof ues ealy Aeg
pue puepeQ Usamiaq aul| j1es A321a3u; daoidwi—iopuio) joyded

(spuesnoy] ui siejjoq)
pa3>0.4d 031 suonedo||y buipaap spafoid dyd1

1’9 319VL

California State Auditor Report 2002-126

60



002 088'L ozl ozl 0002 *Saul| [1ed dYIdeq LOIUN JaA0 3BPLQ UeLISIPSd—AND uoiun epawely Ll

0002 000ZL SrLL 000°€ 000°SL *S9IJUNOD UIASS JO dUO |led AY2u33ul uinbeof ueg |euolbay — 66
Buoje sjeubis pue yoesy aroidwi—iopio) uinbeo( ueg uinbeo( ueg

13 166'S €TP's €00y 00001 *A)unoD) ousal4 ul ousal4 ‘A)SIDAIUN SIS BILIOY[ED JedU SNUIAY ousal4 16
MO]SIeg pue ‘SNUSAY MOJ[IA\ ‘DNUIAY INUISBYD ‘SNUIAY MeyS Uo
syuawarosdwil [euonesadQ— ousal4 ‘A)IsIaAlUN d3e1S eluloyieD

California State Auditor Report 2002-126

0082 § 000°0€ $ 788°1T$ 000°0% $ 0000 $ “Aunod obaiq ues €8
obaig ues ul g/ 9noy 01 €9 N0y woyy (| abeis) obaiq ues jo
yuou Aemaaly G | -] uo aue| pabeuew yd93-ybiy ppy—-q | 931noy

61



Blank page inserted for reproduction purposes only.

62 California State Auditor Report 2002-126



Agency’s comments provided as text only.

Business, Transportation and Housing Agency
980 9th Street, Suite 2450
Sacramento, California 95814-2719

June 23, 2003

Elaine M. Howle*

State Auditor

Bureau of State Audits

555 Capitol Mall, Suite 300
Sacramento, CA 95814

Dear Ms. Howle:

Attached is the Department of Transportation’s (Department) response to your draft report,
Department of Transportation: Low Cash Balances Threaten the Department’s Ability to
Promptly Deliver Planned Transportation Projects (#2002-126). | appreciate your understanding
of the issues the Department currently faces in its efforts to deliver transportation projects, and
that you acknowledged the alternative funding solutions the Department is pursuing. Additionally,
| share the concerns that you have raised regarding the adverse effects associated with delays in
project delivery.

The Department and the Business, Transportation and Housing Agency (Agency) are committed
to doing what is necessary to continue to improve mobility across California. Although your draft
report raises the specter of the permanent loss of transportation revenues, it is important to note
that, related to the statutorily required transfer of gasoline sales tax revenues from the General
Fund to the Transportation Investment Fund (TIF), Governor Gray Davis’ current budget proposal
seeks to:

1. Suspend only a portion of the transfer in fiscal year 2003-04 while transferring $207
million from the General Fund to the TIF, and then from the TIF to the Transportation
Congestion Relief Fund (TCRF).

2. Require the suspended portion to be repaid by the General Fund to the TIF
in the future.

Therefore, if the Legislature is “currently deliberating on whether... to forgive the loan repayment to
the TCRF,” as your draft report suggests, that deliberation is not based on the Governor’s current
budget proposal. Similarly, while it is technically accurate that, to avoid any permanent loss of

the revenues for transportation funding purposes, the Legislature would need to “(take) action to
obligate the General Fund to repay the suspended amounts,” one such action would be to simply
accept the Governor’s current proposal.

* California State Auditor’s comments begin on page 69.
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Elaine M. Howle
June 23, 2003
Page 2

Finally, as its response indicates, the Department is putting substantial effort into ensuring the
accuracy of cash forecasts and the alignment of priority transportation projects with available

funds. In addition, the Department is preparing to use a variety of financing options, including those
suggested in your draft report.

Thank you for the opportunity to provide you with this response addressing your findings and
recommendations. If you need additional information, please do not hesitate to contact me or
Michael Tritz, Chief of the Agency’s Office of Internal Audits, at (916) 324-7517.

Sincerely,

(Signed by: Michael R. Tritz for)

MARIA CONTRERAS-SWEET
Secretary

Attachment
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Department of Transportation
Office of the Director

1120 N Street

P. O. Box 942873
Sacramento, CA 94273-0001

June 20, 2003

Maria Contreras-Sweet, Secretary

Business, Transportation and Housing Agency
980 - 9th Street, Suite 2450

Sacramento, CA 95814

Dear Secretary Contreras-Sweet:

| am pleased to provide the California Department of Transportation’s (Department) response on
implementing the audit recommendation noted in the Bureau of State Audits’ (BSA) Report No.
2002-126 entitled, “Department of Transportation: Low Cash Balances Threaten the Department’s
Ability to Promptly Deliver Planned Transportation Projects.” The report identified the following
issues:

Cash Shortages Are Delaying Many of the Department’s Planned Transportation Projects
Delayed or Cancelled Projects Will Affect the State’s Aging Transportation System

Several Factors Caused the Cash Shortage That Has Delayed Transportation Project Delivery
The Department is Overly Optimistic About Its Future Revenue

The Department Has Alternatives for Short-Term Project Funding

BSA recommended the following:

To meet its short-term cash needs, the Department should do the following:

Continue its efforts to become more precise in revising its revenue and expenditure estimates
and ensure that these revisions are properly supported and presented in cash forecast
updates submitted to the California Transportation Commission (CTC).

Continue to cautiously pursue other funding alternatives (Grant Anticipation Revenue Vehicle
(GARVEE) bonds, State Infrastructure Bank (SIB) loans, direct-cash reimbursement and
replacement projects, and rescinding allocations) to meet short-term project funding needs,
but continue to set limits on these alternatives to avoid making future project scheduling
inflexible or unfair.
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Maria Contreras-Sweet
June 20, 2003
Page 2

Department Response:

The Department has taken actions to reduce commitments against the State Highway Account
(SHA) because of the forecasted low account balances due to decreasing federal revenues and
State revenues (weight fees), increasing project expenditures and loans made to the General
Fund and the TCRF. Two significant steps have been taken in the past six months to ensure the
availability of cash in the SHA to cover obligations. As pointed out in the draft audit report, the
Department presented a cash forecast to the CTC in December 2002 to apprise that body of the
status of the SHA and the level of funds available to vote allocations to projects. As a result of this
presentation, the CTC suspended making allocations from the SHA.

As a first step, in March 2003, the Department presented to the CTC an updated forecast of the
SHA balance for the end of Fiscal Year 2003-04 reflecting a positive balance of $546 million. This
forecast was the result of significant analysis and evaluation of expenditure commitments and cash
flow trends of approved projects. The forecast also incorporated input from workshops with the
CTC and other State, regional and local transportation partners. The purpose of these workshops
was to provide the transportation partners the opportunity to provide input on the cash forecast
assumptions and allocation criteria. At the same time, the CTC solicited input on project priorities
from the regional and local transportation agencies.

At the end of this process, the CTC adopted a Project Allocation Plan, which is designed to bring
the level of project delivery in line with the level of available resources. This allocation plan calls for
allocating $1.8 billion of the $4.2 billion in planned projects between March 2003 and July 2004. As
part of this allocation plan, the Department will provide the CTC with a quarterly update of the cash
forecast for the SHA with recommendations on the amount of available cash that can be utilized for
project allocations. The next scheduled update is for the CTC meeting on June 26, 2003.

As a second step, the Department has established a Cash Management Team, composed of
staff from the Department’s Divisions of Accounting and Budgets, which has been charged with
closely monitoring and forecasting the daily cash balances and expenditure activity to ensure the
Department is in a position to meet its current obligations while maintaining project delivery.

The Department’s Office of Innovative Finance has worked to identify creative financing options

to continue the delivery of high priority transportation projects. In fact, the Department, upon
enactment of the Fiscal Year 2003-04 budget, is set to implement the Transportation Finance

Bank Revolving Program that will offer to public/private partnerships flexible, short-term loans with
below-market interest rates for the purpose of improving mobility across California. In addition to
the ground breaking loan program, the Department and the CTC are preparing to authorize several
GARVEE-financed projects and, during the April 2003 CTC meeting, approved a major transit-
oriented project for AB 3090 financing (direct cash reimbursement). The Department will continue
to seek every financing option available, all the while maintaining a fiscally prudent position in order
to maintain the long-term viability of transportation funding.
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Maria Contreras-Sweet
June 20, 2003
Page 3

In closing, the draft audit report mentions that revenue forecasts for the SHA could be improved. It
should be noted that for the two major State revenue sources, fuel excise taxes and commercial
motor vehicle weight fees, the Department of Finance (DOF) is the State agency charged with the
issuance of the official State forecasts for these revenues. The official forecasts for these revenues
are issued twice yearly. A forecast is issued with the Governor’s Budget in January and then is
updated in the May Revise of the Governor's Budget. The Department must rely on these forecasts
for inclusion in its cash forecasts. Further, these estimates come from DOF’s Demographic
Research and Census Data Center. The Department does not have the same level of resources to
devote to forecasting State revenues as DOF nor does it duplicate the work of DOF.

If you have any questions, or require further information, please contact Gerald Long, External
Audit Liaison, at (916) 323-7122.

Sincerely,

(Signed by: Jeff Morales)

JEFF MORALES
Director
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COMMENTS

California State Auditor’s Comments
on the Response From the Business,
Transportation and Housing Agency

on the Business, Transportation and Housing Agency’s

(agency) and the attached California Department of
Transportation’s (department) response to our audit report. The
numbers below correspond to the numbers we have placed in
the margin of the agency’s and department’s response.

To provide clarity and perspective, we are commenting

. While simply accepting the governor’s proposal may be
sufficient to avoid the permanent loss of revenues for
transportation funding, it will not guarantee that funding for
the Tratfic Congestion Relief Fund (TCRF) projects is restored.
As we discuss on pages 25 and 26, the governor’s May revision
to the governor’s budget does call for the Legislature to
suspend $938 million of the more than $1 billion transfer to
the Transportation Investment Fund (TIF) originally called for,
and requests that the Legislature obligate the State’s General
Fund (General Fund) to repay the TIF in the future. However,
the governor’s May revision does not request the Legislature to
require the TIF to repay the TCRE. Because state law specifies the
years and the amounts of the annual transfers to be made from
the TIF to the TCRF, any amount that is suspended or delayed
in the current year is not guaranteed to be repaid to the TCRF in
future years, unless the Legislature takes action to obligate the
General Fund or the TIF to repay the TCRE.

. As discussed on page 34, we believe this March 2003 cash
forecast is overly optimistic. Specifically, the department over-
estimated federal revenues and cannot support its assumptions
of increases in state fuel excise tax or commercial-vehicle weight
fee revenues. Consequently, the department may end fiscal year
2003-04 with a negative cash balance.

. The department’s response is misleading. Although the department
started with the state fuel excise tax revenue projections from
the Department of Finance (Finance), it added two assumptions,
which we describe on page 36. Namely, it assumed that state
fuel excise tax revenues will increase 0.5 percent in fiscal year
2003-04 and future years and that the conflict in Iraq would
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not negatively affect the fuel supply or cause higher fuel prices
that would lower consumption. However, the department
could not provide any analysis or other evidence to support
its assumptions. Further, as we state on page 39, the depart-
ment is projecting that it will receive an increase of $114 million
in commercial-vehicle weight fees in fiscal year 2003-04.
The department’s projection is based on the assumption that
the Legislature will act by December 2003 to pass a trailer
bill proposed by Finance to increase the current fee schedule
by approximately 60 percent, an assumption we believe is not
reasonable given the time required to pass legislation and the
California Trucking Association’s opposition to the fee increase.
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CC:

Members of the Legislature

Office of the Lieutenant Governor

Milton Marks Commission on California State
Government Organization and Economy

Department of Finance

Attorney General

State Controller

State Treasurer

Legislative Analyst

Senate Office of Research

California Research Bureau

Capitol Press
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