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TO: Legislation Committee DATE:  June 1, 2012 

FR: Executive Director W. I.   1131 

RE: FY 2012-13 State Budget Update  

Overview  
On May 14, Governor Brown released his May Revision to the FY 2012-13 state budget, 
adjusting the stubborn state deficit upward from $9.2 billion in January to $15.7 billion today.  
The increase is a result of a number of factors, including lower revenue forecasts ($4.3 billion), 
in combination with higher mandatory expenditures for K-14 education and Medi-Cal 
expenditures resulting from litigation ($1.7 billion). The budget makes up the difference through 
a combination of deeper cuts (to education, health and human services, and state employee 
compensation), loans and transfers, and new revenue from the imposition of temporary taxes if 
approved by voters on the November ballot. The new taxes are estimated to raise approximately 
$5.9 billion; if the measure fails, the budget proposes automatic cuts of $6.1 billion that would 
fall most directly on K-14 education.   
 
Budget Transfers Gas Tax Revenue to General Fund  
The most significant budget-balancing proposal affecting transportation in the May Revise is a 
proposed transfer of $312 million in gasoline tax funds from fuel purchased for off-highway 
vehicles to the General Fund (GF). The proposal takes advantage of a drafting error from the gas 
tax swap that resulted in the funds being transferred to special funds that receive the off-highway 
gas tax revenue from the base gas tax rather than to transportation programs. As a result, the 
three intended recipients of the gas tax swap — local streets and roads, the State Transportation 
Improvement Program (STIP), and the State Highway Operation and Protection Program 
(SHOPP) — have not received these funds to date, even though the clear intent of the legislation 
was that they would receive 100 percent of the new increment of the gas tax. 
 
The May Revise proposes to transfer $184 million that has accumulated in these accounts over 
the last two years and $128 million annually beginning in FY 2012-13. This amounts to a one 
time loss for the STIP and local streets and roads of $81 million each and a loss of $56 million 
per year going forward. Unfortunately, whereas gas tax revenue collected from vehicles that 
drive on local streets and highways is dedicated to transportation purposes by the State 
Constitution, gasoline purchased for use in off-road vehicles in not protected. Considering the 
size of the GF deficit, it seems very likely that the Legislature will endorse this proposal, at a 
minimum for FY 2011-12 and FY 2012-13. MTC will advocate that the Legislature adopt a 
sunset provision for this proposal and enact legislation correcting the drafting error.  
 




