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BRIEF HISTORY OF LOST TRANSPORTATION FUNDS 

Once again the State of California is facing tremendous fi scal diffi culties 
with a projected $8-$10 billion defi cit in FY 05-06.  The challenges 
associated with fi xing the defi cit are both near-term-- with actions needed 
in the current and upcoming budget years--and long-term, with ongoing 
structural causes that need permanent solutions. 

As lawmakers once again consider balancing the state budget with 
diversions of transportation revenues and cuts to transportation 
programs, the Save Proposition 42 Coalition, a public-private partnership 
of transportation stakeholders, has come together to inform decision 

makers of the critical contributions the transportation industry makes to the state’s competitive advantage.  
Funding critical transportation infrastructure projects stimulates the economy, creates jobs, moves goods, 
improves air quality and enhances our quality of life for all Californians.  The Save Proposition 42 Coalition—
comprised of representatives from business, labor and transportation agencies—is seeking permanent 
protection of Proposition 42 funds.

THE FACTS

BRIEF HISTORY OF LOST PROPOSITION 42 TRANSPORTATION FUNDS

In 2002, California voters approved Proposition 42 by almost a 70% margin, redirecting the state’s portion sales tax on gasoline 
from the General Fund to transportation programs.  Approximately $1.1 billion in Proposition 42 funds annually were supposed 
to start fl owing in FY 2003-04.  Out of the $2.4 billion expected from Proposition 42 for FY 2003-04 and FY 2004-05, only 
$295 million has fl owed to transportation projects.  The Governor has made it clear that due to the FY 2005-06 defi cit, chan-
neling Proposition 42 funds from transportation to the General Fund is once again a distinct possibility.  

       Year Amount Expected Amount Received Amount Loaned to General Fund 

2003-2004 $1.157 billion $295 million $862 million 

2004-2005 $1.207 billion $0 $1.207 billion 

PROPOSITION 42 SUSPENSIONS, TRANSFERS AND LOANS TO THE GENERAL FUND

Source:  Legislative Analyst’s Offi ce

With Proposition 
42 funds 
expected to 
account for about 
75% of funding 
for the State 
Transportation 
Improvement 
Program in future 
years, on-going 
raids will likely 
play an increasing 
role in slowing the 
state’s recovery. 
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In addition to the $2.4 billion, another $3.1 billion has been diverted from transportation to the General Fund in the same time 
period as shown in the table below:

DIRE STRAITS FOR CURRENT TRANSPORTATION FUNDING FLOW

The combination of eliminated Proposition 42 funds and slower than expected federal 
transportation funds coming to California has resulted in such a severe cash fl ow crunch 
that no new project allocations have been approved since December 2002.  Only priority 
emergency and rehabilitation programs have been funded.  With barely enough cash to 
sustain $500 million in projects through December 2004, the California Transportation 
Commission expects to continue its moratorium on new project allocations from the 
State Transportation Improvement Program and the Traffi c Congestion Relief Program.  
Additionally, the Commission will not be able to issue any new GARVEE bonds, which have 
proved to be an innovative way to advance funding.  

Transportation funding has been cut to the quick.  Now, even the quick may have to be cut.  Without an infusion, the Commission 
may be forced to stop state highway rehabilitation project allocations.  With more than 50% of California roads already in fair 
or poor condition, more deferrals of Proposition 42 funds for General Fund purposes continue to put Californians--especially 
emergency personnel--in harm’s way as they attempt to navigate through a congested and deteriorating road system.

PROMISED RELIEF IN PRECARIOUS POSITION 

Even though some funds earmarked for transportation could fl ow as a 
result of the Governor’s negotiated gaming compact, federal ethanol 
funds returning to California and the passage of a federal transportation 
reauthorization bill expected next year, all of these sources are now 
expected to provide less funding than anticipated during enactment of 
the FY 04-05 budget. Specifi cally, the $1.2 billion from tribal gaming bonds 
is now estimated to generate only $850 million.  The ethanol fi x, which 
will return $300 million to California annually through 2010 won’t begin to 
fl ow for two more years.  Finally, the much anticipated increase in federal 
transportation funding remains on hold pending approval of a new federal transportation 

program to replace the Transportation Equity Act for the 21st Century (TEA 21), which expired more than a year ago.    As a 
consequence, the transportation funding hole continues to deepen.   

Indian gaming 
compacts are 
now expected 
to generate only 
$850 million 
– a loss of 30% 
of expected 
transportation 
revenues.

 FY 00-01 FY 01-02 FY 02-03 FY 03-04 FY 04-05 SUM

ANNUALIZED UNFUNDED NEED $11.3 $11.5 $11.7 $12.0 $12.5 $59

TOTAL TRANSPORTATION FUNDS AS AVAILABLE  $3.8 $3.8 $4.5 $4.6 $4.6 $21.3
(PRIOR TO TRANSFERS, LOANS OR DIVERSIONS)*

TOTAL TRANSPORTATION FUNDS AS ACTUALLY AUTHORIZED** $3.5 $4.1 $3.3 $2.8 $2.1 $15.8

TOTAL TRANSPORTATION FUNDS LOST $0.3 -$0.3 $1.2 $1.8 $2.5 $5.5

AVAILABLE TRANSPORTATION FUNDS V. ACTUALLY AUTHORIZED TRANSPORTATION FUNDS

*INCLUDES $1.1 BIL IN PROPOSITION 42 FUNDS ANNUALLY STARTING IN FY 03-04 ** FY 03-04 AND FY 04-05 ESTIMATED  (SOURCE:  CTC TRANSPORTATION REPORT DATED JULY 26, 2004)
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THE CONSEQUENCES

Failure to increase investment in transportation will further delay the state’s economic recovery, reduce 
employment growth, and limit access to employment, education, recreation, and social services.  Consider
 the following:  

The so-called Golden State’s chronic underinvestment in infrastructure is documented in the table below.  
California currently ranks 47th of 50 states in both per-capita and income-based spending on highways.  In fact, 
our poor investment in highways today indicates we are essentially no better off than we were in 1998.  Worse 
yet, of all major categories of infrastructure in California, transportation ranks lowest on average.  This neglect 
only detracts from our competitiveness, which is particularly troubling at a time when the Governor is traveling 
abroad to attract foreign investment to our state. 

EMPLOYMENT GROWTH AND WORLD TRADE IMPERILED

According to the California Business Roundtable, every $1 billion of investment in 
transportation in California creates approximately 20,000 jobs.  Many of these jobs are 
high-paying, especially in the growing logistics industry which offers better salaries than the 
shrinking manufacturing industry.  Diversion of $2.1 billion in Proposition 42 funds caused 
the state to forego approximately 42,000 jobs that would have contributed tax revenue to 
the State’s General Fund.  Given the total $5.5 billion in diverted transportation funds to 
date, the state has lost the opportunity to create approximately 110,000 new jobs.

Investing in transportation helps move goods more 
effi ciently. California is the world’s sixth largest economy which is largely due to our 
international trade activity.  In fact, the value of international goods coming through our air 
and water ports is estimated to be $350 billion this year – an increase of 17% over last year.  
To maintain this competitive position, we must invest in infrastructure to avoid losing jobs 
and increasing congestion.  The following alarming statistic underscores this point: starting in 
2006, 28,000 good paying trade jobs will be at risk annually as a result of gridlock caused by 
Los Angeles area trade activity, centered at ports and on rail corridors.

42,000 jobs 
could have been 
created if 
Proposition 42 
funds had not 
been raided over 
the past two 
years.

  2004 1998 2004 1998
Highways 47th 48th 47th 48th
Higher Education 49th 37th 49th 41st
Public Schools 10th 31st 17th 38th
Solid Waste Management 25th 14th 29th 19th
Corrections 21st 8th 24th 8th
Sewage 25th 3rd 27th 3rd
Overall Infrastructure Investment 40th 26th 44th 40th

The Saer Group           Source:  US Census for population data; US Bureau of Economic Analysis for investment data

California’s Public Investment Priorities in a National Context

          Per Capita Basis               Personal Income Basis 
California’s 50 State Ranking
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BUDGET CUTS WORSEN AIR QUALITY AND RISK HUMAN HEALTH 

Transportation funding and air quality conformity go hand-in-hand, especially 
in large metropolitan areas including the Bay Area, Sacramento and Southern 
California.  While air pollution has noticeably improved in the last 20 years, these 
regions are still classifi ed as a “non-attainment” areas, meaning that levels of 
certain air pollutants still exceed federal standards. The Journal of the American 
Medical Association recently published a landmark new study linking exposure to 
ozone (a precursor to smog) to a signifi cant increase in premature death in cities 
across the nation.  The study found that increasing levels of this air pollutant could 
be linked to thousands of premature deaths annually.

Reducing or eliminating Proposition 42 funding jeopardizes metropolitan regions’ ability to institute federally mandated 
Transportation Control Measures within required timeframes. As a result, traffi c could slow to a halt, vehicle emissions will increase, and our 
major metropolitan areas may experience a conformity lapse within the next two years. The penalty for such a lapse could limit these regions’ 
ability to implement transportation projects programmed in the currently approved Regional Transportation Improvement Program (RTIP), 
valued at approximately $30.5 billion in combined federal, state and local funding.

BUDGET CUTS THREATEN FUTURE FEDERAL FUNDS

Next year is a critical year for the surface transportation community because this 
likely is the year that Congress will fi nally reauthorize TEA-21. The next reautho-
rization bill will determine the programs, policies, and funding for the nation’s 
transportation systems for the next six years. With the new act comes new match-
ing requirements for state and local regions.  TEA-21 legislation, which Congress is 
expected to adopt by mid-2005 includes higher local matching shares than previ-
ously approved federal transportation programs - up to 50 percent for 
some programs.

Local and regional transportation entities cannot carry the full weight of matching 
federal transportation funds. Voters in many communities have already increased funding for local surface transportation 
projects to supplement state and federal funding. California must position itself to commit its full state match, carry its 
fi nancial share by dedicating to transportation all existing revenue sources (both gas taxes and sales taxes on gasoline) in 
order to best leverage more federal funds for surface transportation projects.

RECOMMENDATIONS
California’s budget crisis will not be resolved without some sacrifi ce in programs across the state and/or an increase in revenue. However, 
transportation has already made deep sacrifi ces for the past two years when Proposition 42 suspensions, transfers and loans to the General 
Fund programs have provided a safety valve for other state priorities.  Further cuts in transportation programs will harm California economy’s 
growth and resultant growth in general fund revenues.  As the Governor develops his FY 05-06 Budget scheduled for release in early January, 
we urge the Administration and Legislature to resist further suspensions or loans of Proposition 42 funds or any other transportation money 
to the General Fund for a third consecutive year.  Immediate transportation infrastructure investments are necessary to ensure we not only 
reclaim our moniker as the Golden State, but that we elevate that nickname to “the Golden Dream by the Sea” as proffered by Governor 
Schwarzenegger.

The Journal of the 
American Medical 
Association 
recently published 
a landmark new 
study linking 
exposure to ozone 
(a precursor 
to smog) to a 
signifi cant increase 
in premature death 
in cities across the 
nation.

More than 50% of 
California roads 
are in fair or 
poor condition.  
Investing in 
repaving is 
critical since 
reconstructing 
roads costs 
approximately 5 
times more than 
resurfacing a road. 
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APPENDIX OF PROJECTS AT RISK FOR DELAY AND ADDITIONAL COST OR ELIMINATION
Special Note:  Transportation projects by their very nature tend to take longer than the one year fi scal year (FY 05-06) discussed in this document.  
Nonetheless, the Governor’s proposed cuts to transportation put at risk  major short and long-term projects included in the  current State Transporta-
tion Implementation Program (STIP) and Traffi c Congestion Relief Program (TCRP).    Proposition 42 funds are used support these programs.  Attached is a 
partial list of STIP projects at risk. The current STIP is scheduled to expire in FY 06-07.  The TCRP is currently scheduled to expire in FY 07-08.  

PRIORITY PROJECTS AT RISK FOR LOSING STATE TRANSPORTATION IMPROVEMENT PROGRAM FUNDING (PARTIAL LIST) IN MILLIONS
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PRIORITY PROJECTS AT RISK FOR LOSING STATE TRANSPORTATION IMPROVEMENT PROGRAM FUNDING (PARTIAL LIST) IN MILLIONS (CON’T.)
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APPENDIX OF DEFERRED ROAD PAVEMENT AND MAINTENANCE PROGRAMS 
DUE TO FUNDING SHORTFALLS Special Note:  The following table contains information collected in November 2004, which provides a 
snapshot of the condition and existing shortfall of the county (unincorporated area only) road system.  

It should be noted that this spreadsheet refl ects pavement rehabilitation and maintenance needs only.  This does not include safety, operations, drain-
age, NPDES, sidewalks or non-pavement needs.  This does not include any traffi c enhancement or capacity needs with the exception of Los Angeles County 
needs, which includes their traffi c congestion needs.

The results show that with 38 counties reporting on repaving cycles (that should occur every 18 to 20 years) only 2 are within that range.  

SUMMARY SNAPSHOT OF COUNTY REPAVING AND MAINTENANCE NEEDS - AT LEAST 4.4 BILLION IN DEFERRED NEED!



FOR FURTHER INFORMATION 
PLEASE CONTACT:
DeAnn Baker
Lobbyist for Housing, Land Use and Transportation 
California State Association of Counties
1100 K Street, Suite 101
Sacramento, CA  95814
(916) 327-7500 Fax: (916) 441-5507
dbaker@counties.org

Mike Lawson
Executive Director
Transportation California
1610 Blossom Hill Road, Suite 7A
San Jose, CA 95124 
(408) 265-6500 Fax: (408)490-2796
mklgroup@comcast.net

Kris Leathers Murray   
Director of Intergovernmental and Legislative Affairs
San Bernardino Associated Governments  
1170 West Third Street, 2nd Floor
San Bernardino, CA 92401
(909) 884-8276 Fax: (909) 885-4407
klmurray@sanbag.ca.gov

Celia McAdam
RTPA Chair
Placer County Transportation Planning Agency
249 Nevada Street
Auburn, CA 95603
(530) 823-4030 Fax: (530) 823-4036 
cmcadam@pctpa.org

Mark Watts
Smith, Watts & Company
980 Ninth Street, Suite 1560
Sacramento, CA  95814
(916)446-5508 Fax: (916) 446-1499
mwatts@smithwattsco.com
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