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Requirement. Chapler 267, Statutes of 2008 (AB 3034, Gal-
giani), required the High-Speed Rail Authority to submit a busi-
ness plan for the high-speed train system to the Legislature by
September 1, 2008. The plan was released on November 7, 2008.

Plan Lacked Specifics. Information provided in the plan was
very general and did not provide specifics that are included in
typical business plans. The figure below summarizes our review
of the 2008 plan. (See 2009-10 Budget Analysis Series: Trans-
po rtatio n, page T R- 47.)

2008 Business Plan Fails to Provide Many Details

Statutory Requirements Sample of Missing Details

Description of the anticipated system r Whal are the expecled service levels, by segment?

r What is the assumed train capacily?

Forecast oi palronage, operating, and capital costs o How are the ridership eslimates projected?

o What is the operating break-even point?

e How will costs be distribuled by roule segment?

Estimate of necessaryfederal, slate, and local funds . How would funds be secured?

o What level ol con{idence is there for receiving each lype of funding?

Proposed construclion timeline for each segmenl . Whal is the proposed schedule, by segment, lor compleling design/
environmental clearance?

. For beginning/completing construction?

Discussron of risks and miligation slralegtes . How would each type of risk impact the prolect?

. What specific mitigation strategies are planned to be deployed?
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2009-10 Budget Requiremenf. The current year budget direct-
ed the authority to submit a revised business plan to the Joint
Legislative Budget Committee by December 15, 2009.

Required Elements. The revised plan must include, at a mini-
mum:

I A plan for a community outreach component to cities, towns,
and neighborhoods affected by the project,

I Further system details, such as route selection and alterna-
tive alignment considerations.

r A thorough discussion describing the steps being pursued to
secure financing.

I A working timeline with specific, achievable project mile-
stones.

I The strategies the authority would pursue to mitigate different
risks and threats.

I Additional information related to funding, project development
schedule, proposed levels of service, ridership, capacity, op-
erational plans, cost, private investment strategies, staffing,
and a history of expenditures and accomplishments to date.
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V Revised Plan More lnformative in Some Areas.The revised
plan includes at least some description of all the elements re-
quired by the 2009-10 budget. The plan also provides more
information than the previous version in certain areas.

r Community Outreach. Though the authority only recently
obtained their public relations consultant, the plan contains a
summary description of a community outreach plan.

r System Details. The plan includes:

General route selection and various alternative align-
ments.

Updated cost estimates using year-of-expenditure dollars.

Forecasted ridership, revenues, and proposed levels of
service.

Projected operating and equipment replacement costs,

r Funding. Descriptions of various types of financing available
and possible funding sources for the project are included.

r Authority Operations. The plan provides a short discussion
of necessary future staffing for the authority as well as his-
toric levels of fundino.

LEGISLATIVE ANALYST'S OFFICE



January 1'1,2010

LAOA some significant Detaits stiu Missing
65 YEARS OF'SERVICE

V lnadequate and lncomplete Discussion of Risk.The plan's
discussion of risk management is significantly inadequate, lack-
ing any description of mitigation processes or detailed consider-
ation of many key types of risk.

V Uninformative Timetine.Few deliverables or milestones are
identified in the plan against which progress can be measured.
Also, inconsistencies in the proposed order of events create
some uncertainty.
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Risk Discussion Incomplete and Inadequate

No Risk Management Strategy. The plan contains no discus-
sion of the authority's plans or processes to (1) identify poten-
tial threats or (2) manage, respond, and mitigate those threats.
The plan only states that the authority "believes it is aware of all
existing threats and is taking the appropriate steps to prevent or
mitigate those threats."

Unknown Confidence in Projections. The plan does not pro-
vide any numerical ranges nor confidence intervals for projec-
tions contained in the plan (such as cost, revenues, or ridership).
Without this information, the risk of not realizing the forecasted
ridership, revenues, or costs is unknown.

V lnadequate Discussion of Key Types of Risks. The plan con-
tains no detailed discussions or consideration of even the most
significant risks to the project, such as ridership and funding.
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Discussion of Risk-Two Examples

V Ridership Risk.The plan addresses the risk of incorrectly
forecasted ridership with one sentence, stating the risk "would
be mitigated by policies that continue to draw people to reside in
california and encourage high-speed rair as an alternative mode
of transportation."

Funding Bisks. The plan identifies the following types of finan-
cial risks, and how these risks would be addressed:

I Credit Approval Risk. To avoid the risk of failing to win
credit approval from investors, the authority's strategy is ,,to

clearly communicate the project and obtain up-to-date feed-
back."

r overall Market Risk. To mitigate the risk that financial mar-
kets shut down and stop lending, the authority "has to contin-
ually monitor the market and develop strong back-up strate-
gies such as project segmentation."

r Government Funding Risk. The authority plans to avoid the
risk that governments are not able to follow through on their
commitments "by carefully assessing how each government
funding source affects the build-out of each segment.',
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V uninformative Timetine.The program management and proj-
ect delivery timelines contained in the plan are very general and
provide little opportunity for increased accountability. There are
few deliverables or mirestones included against which progress
can be measured.

V lnconsistent order of Events. Because the timelines in the
plan are so general, it is unclear in what order various events
will occur. For example, regulatory approvals are expected by
2018 but procurement is scheduled to be complete by 2014. This
could mean the train technology and rolling stock wilibe pro-
cured before regulatory agencies approve their use.
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V Operating Subsidy Necessary for private Funding.fhe
Proposition 1A bond measure explicitly prohibits any public op-
erating subsidy, However, the plan expects the following items to
be funded by the private sector.

r Revenue Guarantee. The plan assumes some form of
revenue guarantee from the public sector to attract private in-
vestment. This generally means some public entity promises
to pay the contractor the difference between projected and
realized revenues if necessary. The plan does not explain
how the guarantee could be structured so as not to violate
the law.

r Operations lnsurance. The plan anticipates the cost of
insurance for operating the system would not be borne by the
private operator. lf the public sector pays for insurance, that
would constitute an operating subsidy in violation of proposi-
tion 1A.

Federal Funding Expectations Highty lJncertain The plan
assumes between $17 billion and $19 billion from federal funds
by 2016, or nearly $3 billion per year for the next six years. In
comparison, over the past five years california has received
roughly $3 billion per year of formula funding for the state's entire
highway system, which is primarily funded through federal gas
tax collected in the state
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SuEqrnarv of AB 3034: Lesal Requirements Reeulatins the
Caliibrnia Hieh Speed Rail Authoritv

Note: The following is a summary of only sorne of the major legal requirements that the

Authority niust satisfl before buildirig tlie high speed train. All ciies are to AB 3034 unless

otherwise specified.

Financial Requirements :

1. "Authority Murt Create a Viable Business Plan": The Authority is required to present the

lcgislature with a detailed busincss plan addressing, among other things, thc patronage.

operating costs, and capital costs of the system, and what sources of federal, state, local,

and other funds the Authority will use to complete the project. $ 1. The Authority, as

discussed below, has not demonstrated it has adequate funds to complete even a small
fraction of the project, and it should be compelled to demonstrate this before more state

funds are wasted.

2. "Authoritv Must Obtain at least 50olo of the Funds from the Federal and Private Sectors":
The legislature specifically contemplated that funding to build the train come from
federal and private sources in addition to state bond funds. $ 8(e); 27A4.07 . Specifically,
state bond funds cannot be used for more than 5Ao/o of the total cost of construction of
each corridor or segment, rvhich means these other funds must come from federal or
private sources. $ 2704.08(a). Even the ballot title and voting summary for Proposition
1A states that"90o/o of these bond funds shall be spent for specific construction projects,

with federal and state matching funds required." $ I l(0(l).
3. "Train Must Operate at a Profit Once Completed": The Authority is required to

demonstrate that the high speed rail would cperate at a prcfit when completcd, because it
is not allowed to require state subsidy for operation. $ 2704.04(d):2704.08(cX2)(J);
2704.08(d)(2XD). Given that no high speed rail line in the entire world operates at a
profrt and many require massive state subsidies, it is extremely unlikely that the
Authority's proposed rail corridor will operate without any state subsidy.

Qy@l
1. "lndependent Peer Review Committee": The Authority is required to establish an

indcpcndcnt rc'"'ic'* conrmittcc including both intcrnal financial cxpci:ts and an oiitsidc
independent financial consulting firm, to evaluate the Authority's plans for financing the
project and prepare its own "independent" judgment of the feasibility of the plan. $
2(b)(2-3). The outside financial expert is to be appointed by the Director of Finance. not
the Authority. $ 2(bX3).


