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INTRODUCTION
Both the Governor and the Legislature have made infrastructure investment a top priority for the 2006 legislative year.  Although united in their focus on providing infrastructure funding, there are significant differences among the various proposals on the types of infrastructure that should be funded and the programmatic changes that should accompany the funding.  The Senate Transportation and Housing Committee has been charged by the Senate leadership to consider the various proposals that relate to transportation and housing and to recommend to the conference committee both funding priorities and programmatic changes that should be included in a final bond package.  

To fulfill this charge, the committee is holding a series of informational hearings to explore and discuss the competing proposals, using the Governor’s Strategic Growth Plan, as provided in SB 1165 (Dutton), as the starting point.  Today’s hearing is the fourth of five.  The administration will provide details on and the rationale for the Governor’s proposed allocation of funds within the general obligation bond provisions of SB 1165.  The purpose of the hearing is to ascertain what the committee’s priorities are for funding within an infrastructure bond.  The hearing will focus on five specific questions:

1. Should bond funds be expended solely on state facilities or also on regional transit and local streets and roads?

2. Is congestion reduction the only priority, or should the bond also fund safety enhancements (e.g. grade separation, bridge seismic retrofit, port security, transit security)?
3. Should the bond include funding to facilitate high-speed rail? 

4. Should affordable housing funding be included in the bonds?

5. Should the bond provide resources for infill development and create linkages between transportation and housing?
THE GOVERNOR’S STRATEGIC GROWTH PLAN

The Governor has proposed a Strategic Growth Plan that seeks to address California’s long-term infrastructure needs.  The ten-year plan envisions a $107 billion investment in transportation facilities.  According to the background materials the administration has distributed, the transportation funds are derived from $47 billion in existing funding sources, $48 billion from anticipated new non-state funding, and $12 billion from the Governor’s general obligation bond proposal.  
As part of this plan, the Governor seeks to place before voters the Congestion Reduction, Clean Air, and Trade Corridor Bond Acts of 2006 ($6 billion) and 2008 ($6 billion) as well as a ballot measure in 2012 to approve the issuance of $14 billion in revenue bonds backed by the excise tax on gasoline and motor vehicle weight fees.  The administration also proposes to make specified policy reforms to expand contracting authority for the department and local transportation agencies, and to authorize transportation entities, including the department, to build toll facilities and other revenue-generating projects with partners from the private sector.  These bond measures and statutory changes are contained in SB 1165 (Dutton).  

In addition, the Governor is proposing a constitutional amendment to permanently protect

Proposition 42 funds for transportation and eliminate the option for the governor and

legislature to suspend the allocation in the future.  While not sponsored by the administration directly, this change is contained in ACA 4 (Plescia).  
THE GENERAL OBLIGATION BOND PROVISIONS OF SB 1165 (DUTTON)
SB 1165 places two general obligation transportation bond measures before the voters, one in 2006 and one in 2008.  The bonds would fund a total of $12 billion in transportation infrastructure, allocated as follows:  
· $5.6 billion for highway improvements

· $1.5 billion for highway maintenance and rehabilitation

· $200 million for intelligent transportation systems to improve highway operations    

· $3 billion for goods movement infrastructure

· $1 billion for air quality mitigation at ports

· $500 million for intercity rail (Amtrak) improvements

· $200 million for park and ride, bike and pedestrian facilities  

THE GENERAL OBLIGATION BOND PROVISIONS OF SB 1024 (PERATA)
In addition to the Governor’s proposal, there is another specific general obligation proposal currently in print.   SB 1024 (Perata) would place a single general obligation bond before voters in 2006.  Overall, it would provide $13.125 billion for transportation, housing, and levee infrastructure.  With respect to the transportation and housing provisions (levee funding and issues are the subject of separate hearings the by the Senate Natural Resources and Water Committee), the bill would provide $11.925 billion, allocated as follows:
Improved Mobility and Clean Air 

· $2.3 billion to repay Proposition 42 loans
· $2 billion for goods movement infrastructure
· $1.5 billion to augment the State Transportation Improvement Program (STIP)
· $1 billion for the State and Local Partnership Program that provides matching funds to complement local sales taxes for transportation
· $1 billion to further a high-speed rail system in a manner that also benefits regional rail networks
· $400 million for port air quality improvements 

· $100 million for environmental enhancements and mitigation associated with transportation projects
Safe and Secure Facilities 

· $125 million for the Local Bridge Seismic Retrofit Program

· $325 million for railroad grade separation projects 

· $500 million for the Transit Security Program
· $100 million for the Port Security Grant Program

Affordable Housing and Transit Oriented Development

· $1.4 billion to continue major affordable housing programs funded under Proposition 46
· $775 million for infill development incentives and planning assistance to local governments
· $400 million for infrastructure to support transit-oriented development
MAJOR POLICY QUESTIONS
1.  Should bond funds be expended solely on state highway and rail facilities or also on regional transit and local streets and roads?  The states transportation system includes freeways, intercity freight and passenger railroads, ports, airports, commuter rail and bus systems, local streets and roads, and bicycle and pedestrian facilities.  Highways and intercity rail lines fall under the administrative responsibility of the state.  Commuter rail and bus systems are administered by local or regional transit providers.  Local streets and roads are built and maintained by cities and counties.  
Under the Governor’s Strategic Growth Plan, new transportation money made available from general obligation bonds are allocated almost exclusively for state transportation facilities such as highways and Amtrak intercity rail.  While the plan’s proposal to constitutionally protect Proposition 42 would also guarantee on-going funding for mass transit and local streets and roads, these revenues do not constitute new money.  
State facilities do not exist in isolation from the rest of the transportation system, and congestion is not limited to state facilities.  Commuters often use multiple modes to get to and from work and conduct their daily lives.  As California grows, all of these modes are under stress.  Moreover, congestion is not alleviated solely by the expansion of state facilities.  One key to reducing congestion is to improve the efficiency and convenience of multiple transportation options.
The committee may wish to consider whether new bonds funds should be directed solely to state highway and intercity rail facilities or should be allocated across the entire transportation system.  
2.  Is congestion reduction the only priority?  In its presentations before this committee, the administration has been extremely clear that its focus is on freeway congestion reduction.  This is arguably the highest priority for any proposed allocation of bond funds.  Is it the Legislature’s only priority, however?

In addition to reducing congestion, the transportation system has other needs.  There are approximately 500 bridges throughout California that remain vulnerable to earthquakes, posing a significant danger to motorists.  Our ports have security gaps, and our transit systems themselves can be made safer against the possibility of terrorist activity.  In addition, railroad crossings present both a public safety hazard as well as a local congestion problem.  And there are many other needs.  
The committee may wish to consider whether bonds funds should directed exclusively at congestion reduction programs or other transportation objectives as well.
3.  Partnerships for Funding Transportation Improvements.  Historically, major transportation improvements in California are not funded with just one source of funds.  Typically, large projects are funded with a combination of funds from the state, local governments, and the federal government.  One way to maintain this partnership and enhance the prospects for projects to achieve full funding is to focus new state funds on existing programs with identified match sources available.  For example, federal Highway and Bridge Rehabilitation and Replacement (HBRR) funds are available to complete the seismic retrofit of 500 local bridges and overpasses throughout California.  However, the program requires a local match of 11.5% to access the federal funds.  SB 1024 proposes to provide the local match to leverage the federal funds on a six-to-one basis and expedite the delivery of these important safety projects.  Similarly, SB 1024 proposes funds for the State Local Partnership Program to match state funds with identified local revenues to fully fund and complete large infrastructure improvements on state assets.  Focusing bond funds on this kind of “match” programs could expedite the delivery of large projects and result in billions of dollars of additional revenue for transportation in California.   
The committee may wish to consider whether bond funds should be directed at programs with identified match sources available to maximize the efficiency of a bond bill.
4.  Should the bond include funding to facilitate high-speed rail?   It is estimated that air travel between the Bay Area and Southern California will increase 90% between 2002 and 2012 and that the use of intercity highway segments between San Diego, the Bay and Sacramento will grow more than 60% over this time.  Given the difficulty in expanding service at existing airports and the current congestion on the state’s highways, the Legislature created the High Speed Rail Authority to direct the development and implementation of a 700-mile high speed train system extending from San Diego to the Bay Area and Sacramento, serving the major metropolitan centers of the State.  Recently, the authority completed the program-level environmental impact report (EIR) for the entire network.  The next steps for the authority are to complete a more specific EIR for the Bay Area to Central Valley Corridor and begin the project-level environmental studies and right-of-way preservation.
In 2002, the Legislature enacted SB 1856 (Costa), the Safe, Reliable High-Speed Passenger Train Bond Act for the 21st Century, to provide $9.95 billion for the construction of most of the high-speed rail segment from San Francisco to Los Angeles, and $950 million for improvements to other specified rail systems in the state.  This bond is currently on the November 7, 2006 ballot.  In all likelihood, the enactment of a major infrastructure bond by the Legislature this year will result in the high-speed rail bond being delayed again or repealed altogether.  If full funding for the Bay-Area to Los Angeles segment is not on this year’s ballot, the question remains whether some lesser step should be taken to continue progress on the high-speed rail network.  

SB 1024 (Perata) proposes $1 billion to further a high-speed rail system in a manner that also benefits regional rail networks.  Improvements would be made that provide immediate capacity and efficiency benefits to regional rail networks while laying the groundwork for a future high-speed rail system.  The funds would be used for project-specific level environmental studies, planning, engineering, right-of-way acquisition, and construction of grade separations, bridges, and tracks.  $200 million would be directed to each of five corridors: 1) Los Angeles-Irvine; 2) Los Angeles-Riverside-San Diego; 3) Los Angeles-Palmdale-Bakersfield; 4) Bakersfield-Merced; 5) Merced-Bay Area.  SB 1024 also repeals the high-speed rail bond currently scheduled for the November 2006 ballot.  
SB 1165 (Dutton), on the other hand, provides $500 million for intercity rail improvements, but these funds would improve current state-run Amtrak lines and not necessarily provide any benefits for a future high-speed rail network.  Neither proposal includes a dedicated program for commuter rail improvements
Assuming that the high-speed rail bond will be delayed or repealed, the committee may wish to consider whether funding for high-speed rail should be included in the bond or whether a more comprehensive program that addresses intercity, commuter, and high-speed rail should be adopted.  
5.  Should affordable housing funding be included in the bonds?  California has some of the least affordable housing in the country.  California has the top eleven least affordable housing markets in the nation and 21 of the top 25.  Only 14% of California households can afford the median price home of $548,430, and the state’s homeownership rate is ten percent below the national average.  In addition, more than half of California renters pay more than the recommended 30% of income for rent.  
In 2002, the Legislature enacted and the voters approved the Housing and Emergency Shelter Trust Fund Act, providing $2.1 billion in general obligation bonds for a variety of affordable housing programs that help families achieve homeownership and create affordable housing, farmworker housing, and emergency shelter spaces.  Through June 30, 2005, Proposition 46 has resulted in:
· 14,170 new rental and ownership homes built

· 13,648 first-time homebuyers assisted
· 9,609 emergency shelter and farmworker beds built or rehabilitated
· 4,528 homes rehabilitated or made accessible for low-income households
· 1,864 units of affordable housing preserved from converting to market-rate

· 32,457 new homes approved by local governments with state financial incentives
Each dollar of Proposition 46 funds spent by the state has leveraged more than $4.23 in private investment and federal and local monies.
The Department of Housing and Community Development expects to make the last awards of Prop 46 funds by the end of the 2006 calendar year.  Absent unlikely general fund appropriations, these housing programs will shut down.  

The committee may wish to consider whether funding to continue major Proposition 46 affordable housing programs should be included in the bond?
6.  Should the bond provide resources for infill development and create linkages between transportation and land use?   The findings of SB 1165 state, “Congestion is increasing statewide due to current land use patterns and planned levels of investment.”  In addition, most of the large metropolitan transportation planning agencies in California have decided that they cannot meet transportation demand and air quality standards with new transportation facilities alone.  Achieving these goals requires altering current land use patterns in a way that results in higher housing densities and new homes in closer proximity to job centers.  All of the major regions have recently undertaken initiatives to designate areas for higher-density infill housing.  These regional plans are often referred to as “blueprints.”  
SB 1024 would fund a number of programs aimed at facilitating infill development and rewarding communities for producing housing generally and infill housing in particular.  Specifically, the bill proposes:

· $25 million to regional planning agencies to complete “blueprint” regional land use plans.

· $75 million for local governments to update their zoning and planning documents in conformance with a regional plan.

· $50 million to clean up orphan brownfield sites designated for infill development. 
· $400 million to provide infrastructure necessary for the development of higher density uses within close proximity to a transit station, or to facilitate connections between such a development and the station.

· $425 million in infill incentive grants for communities that have conformed their local planning to the regional growth plan.

While the housing development community is increasingly attracted to produce higher-density urban infill units in those areas designated in regional plans, most local general plans and zoning ordinances are out-of-date and provide few such opportunities.  If a developer has to request a zoning change and/or general plan amendment, the level of uncertainty for the project increases dramatically.  

The thinking behind the SB 1024 proposals is expand the blueprint process and then facilitate the updating of local land use plans in conformance with the regional plans.  As the communities update general plans and zoning ordinances, they are required to adopt an environmental impact report under CEQA.  With zoning in place and program level environmental review complete, developers can often obtain project approvals ministerially, thereby greatly increasing certainty and reducing the time and expense of the entitlement process.  
The committee may wish to consider whether promoting infill development is an important element in managing transportation demand.  
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