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Introduction

The Senate Committee on Transportation and Housing is holding two hearings in order to conduct a comprehensive review of the performance of the California High Speed Rail Authority (Authority), which was established in 1997. The hearing will review the high speed rail program the Authority has been developing over the last decade, the funding strategy that the Authority proposes to use to build and operate the project, the partnerships that the Authority is entering into to develop segments of the project, and lastly, the overall construction and operating risk associated with the project. It should be noted that next November California taxpayers will be asked to endorse a proposition to authorize the sale of a $9.95 billion general obligation bond to fund the construction of the Authority’s high-speed rail program. 
At the recommendation of the chair, the committee decided to hold the oversight hearings when the April 12, 2007 version of AB 981 (Ma) was before the committee for consideration last July. AB 981 clarified the Authority’s ability to condemn property, deleted requirements that the Legislature adopt the Authority’s rail plan and its financial plan, permit the Authority to employ legal staff, and authorized the Authority’s governing board to have two vice chairs. The committee desired to review the performance of the Authority before considering changes in its legal authority. 
This background report for the Committee hearing traces the evolution of the state’s interest in rail and high-speed rail development, describes the activities of the Authority and raises issues regarding the potential issues that the Legislature may wish to consider regarding the development of high speed rail in California.

California’s Commitment to Conventional Intercity                 Passenger Rail Service

The state of California, since 1975, has had a progressively increasing commitment to intercity passenger rail service in three corridors: the Los Angeles-San Diego Corridor, the San Joaquin Valley to the San Francisco Bay Area Corridor and the Capitol Corridor (Sacramento to Oakland and San Jose).

As can be seen in Table 1, $2.8 billion has been invested to date in support of the state supported intercity passenger rail services. About 62 percent, or $1.7 billion, of the total funds expended have been state revenues. These improvements benefit the Los Angeles and San Diego corridor service and also benefit the two commuter operators in the corridor, Metrolink and the Coaster. Improvements north of Los Angeles for the Surfliner service to San Luis Obispo also benefit Metrolink service to Ventura County. Similarly, when Metrolink or the Coaster commuter services make improvements, the state supported services are likely to benefit as well. In many instances the improvements benefit the freight railroads as well. 
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Surfliner-San Diego/Los Angeles 516,158,608 $          104,948,182 $          153,262,225 $          16,078,300 $            7,144,111 $              12,448,367 $            810,039,793 $         

Surfliner-Los Angeles/San Luis Obispo 229,517,231             83,307,392 25,147,927 3,086,168 1,323,326 0 342,382,044            

San Joaquin-Bakersfield-Oakland 395,332,334             33,134,524 32,699,464 1,999,522 78,369,190 1,673,000 543,208,034            

Capitol Corridor-Sacramento-Oakland/San Jose 198,627,674             51,372,744 31,133,241 1,201,102 14,521,630 70,000 296,926,391            

Other Routes 30,289,281               7,848,037 21,380,249 3,035,000 6,092,700 45,000 68,690,267              

Maintenance Facilities 80,757,530               520,000 0 62,478,862 2,823 0 143,759,215            

Rolling Stock 306,329,983             0 486,000 296,530,360 0 6,295,291 609,641,634            

-                               

               Total

1,757,012,641 $       281,130,879 $          264,109,106 $          384,409,314 $          107,453,780 $          20,531,658 $            2,814,647,378 $      

Percent of Total Program

62.42% 9.99% 9.38% 13.66% 3.82% 0.73% 100%

Source: Caltrans

Total Capital Funding for Each Corridor by Source--1977-2005

Table 1
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Chart 1 depicts the growth in ridership of state supported railed passenger service. Between 1996 and 2006 total annual ridership has grown from 2,633,510 to 4,773,813 passengers, an 84.6 percent increase. Surfliner service increased from 1,574,816 to 2,667,960, a 69 percent increase. San Joaquin service from Bakersfield to Oakland grew from 578,059 to 799,742, 38 percent increase. The greatest percentage increase in ridership has been in the Capitol Corridor from Sacramento to Oakland with some trains serving San Jose. This service was new in 1996 when it had only 480,555 passengers. By 2006 ridership had grown by 1,306,102, a 171.8 percent increase.
In addition, to intercity rail, California has a vibrant community rail industry. The operators include Caltrain operating between San Jose and San Francisco, ACE operating between Stockton and San Jose, the Coaster operating between Oceanside and San Diego. Metrolink the Southern California operator provides service that radiates out of Los Angeles to Ventura on the north, the Inland Empire to the east and Oceanside to the south. In addition, Metrolink operates the only suburb to suburb service between San Bernardino/Riverside to Irvine in Orange County. In 2007, 24.3 million passengers used commuter rail in California Chart 2 summarizes commuter rail ridership trends over the past decade.
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Evolution of High Speed Rail Planning

The state Department of Transportation (Caltrans) began exploring the feasibility of high speed rail service in a study of alternative alignments for crossing the Tehachapi Mountains between the San Joaquin Valley and the Los Angeles Basin. The study was mandated by Proposition 116, the bond program approved by voters in 1990. 
In 1993, the Legislature enacted Senate Concurrent Resolution (SCR) 56, Resolution Chapter 56 of 1993, which requested the Caltrans to prepare a 20-year high-speed intercity ground transportation plan under the direction of an Intercity High Speed Rail Commission.  The resolution called for construction “to commence on a Los Angeles to San Francisco Bay Area High-Speed Ground Transportation Corridor by the year 2000”, with the system linking Sacramento, Orange County, San Diego and San Bernardino/Riverside by 2020. 
The Authority is responsible for planning and constructing an intercity high-speed rail system. Chapter 796, Statutes of 1996 (SB 1420, Kopp)—the California High-Speed Rail Act of 1996—established the Authority as an independent authority consisting of nine board members, of whom five are appointed by the Governor, two by the Senate Rules Committee and two by the Speaker of the Assembly. The Authority’s executive director is appointed by its governing board and serves at its pleasure. The executive director

 appoints the staff. The original enabling legislation had the Authority sunsetting on December 31, 2003. Chapter 696, Statutes of 2002 (SB 796, Costa), repealed the expiration date, making Authority permanent. 
The Authority’s enabling legislation establishes the following mandate for the agency:

The authority shall direct the development and implementation of intercity high-speed rail service that is fully integrated with the state's existing intercity rail and bus network, consisting of interlinked conventional and high-speed rail lines and associated feeder buses.  The intercity network in turn shall be fully coordinated and connected with commuter rail lines and urban rail transit lines developed by local agencies, as well as other transit services, through the use of common station facilities whenever possible.

The enabling legislation sets the Authority’s responsibility for planning, construction and operation of high-speed trains that operate at a top speed of greater than 125 miles per hour. The reason for the 125 miles per hour threshold is that existing passenger rail equipment can operate at this speed if the appropriate signaling technology is installed and the right-of-way meets a variety of design and safety standards.
Funding for the High Speed Rail Authority
The Authority expects that the project will likely be funded from a variety of sources including state, federal, and private resources. The authority has hired outside consultants to assist in the development of a comprehensive financing plan, which is currently in preliminary form.

The Authority has received about $58 million in spending authority during the past ten years, including approximately $32.1 million from the Public Transportation Account (PTA), $5.75 million from the State Highway Account (SHA), $5 million from the Traffic Congestion Relief Fund (TCRF), and $15.5 million from redirected Proposition 116 funds.

	Table 2
High-Speed Rail Authority Appropriations and Expendituresa
1998-99 through 2007-08
(in thousands)

	
	

	Year
	Appropriations
	Expenditures

	1998-99
	
$3,001
	$3,000

	1999-00
	3,032
	3,030

	2000-01
	6,027
	6,027

	2001-02
	1,060
	1,057

	2002-03
	6,520
	6,472

	2003-04
	2,592
	2,560

	2004-05
	1,151
	1,122

	2005-06
	3,923
	2,993

	2006-07
	14,331
	14,076

	    2007-08
	16,722
	17,194

	
	
	

	Total
	$58,359
	$57,531

	
	
	

	a) Appropriation and expenditure amounts include only state funds (the authority also received $2,276 in federal funds over the period.
Source: Legislative Analyst Office


2000 Business Plan
In June 2000, the Authority issued its Business Plan for High-Speed Rail. This document, after seven years, remains the best available discussion of the Authority’s vision for high-speed rail development. The Authority reached the following conclusion in the Business Plan:
We find that a high-speed train system is a smart investment in the state’s future mobility. It will yield solid financial returns to the state and provide potentially dramatic transportation benefits to all Californians. It is a system that can be operated without public subsidy. The public’s investment should be limited to that which is necessary to ensure the construction of the basic system.

The Business Plan recommended an “as-needed” funding strategy to be based on state and federal funds, and the awarding of a franchise agreement based on a design-build-operated-maintain (DBOM) project development model.
After the Business Plan was released, the Legislature responded with the enactment of Chapter 696 as discussed above, enactment of bond legislation reviewed below and the Authority initiated the preparation of the of the program environmental impact report (EIR).
Among the major activities the Authority has undertaken since the enactment of the 2000 Business Plan are the following:
· Completed a program EIR, which allowed it to define the travel corridors over which the service would operate. 
· Identified five corridor segments which will be the focus of the project EIRs that are necessary before construction can commence. 
· Entered into a joint venture with the Orange County Transportation Authority (OCTA) to prepare a project level EIR for the corridor segment between Anaheim and Union Station in downtown Los Angeles.
· Commissioned a new ridership forecast.

· Commissioned a new funding strategy for constructing and operating high-speed rail.

· Initiated pursuit of federal funding for high-speed rail development in the 2008 re-authorization of the federal surface transportation funding act: Safe, Accountable, Flexible, Efficient Transportation Equity Act: A Legacy for Users (SAFETEA-LU)
· Worked with the Federal Railroad Administration to allow light weight foreign high-speed rail equipment to operate in California.
Cost of the Proposed High-Speed Rail System

In 1999, the Authority estimated the entire high-speed rail system (from San Francisco to San Diego and the Bay Area/Central Valley to Sacramento) would cost $25 billion to complete. As of October 2007, the Authority reports the expected cost to build the entire system to be between $33 billion and $37 billion, with the cost for the first segment from San Francisco to Anaheim to cost approximately $30 billion. This financial revision represents an increase of between 32 and 48 percent for the total project.  
Adjusting the Authority’s estimates for inflation, the project would cost between $37 billion and $39 billion in 2008, slightly higher than its October 2007 estimates. Clearly, delay is having a substantial impact on project cost.
Funding the Proposed High-Speed Rail Project
The first effort to implement a funding program for the high-speed rail plan occurred in 2002 with the passage of Chapter 697, statutes of 2002 (SB 1856, Costa). This measure authorized the sale of $9.95 billion in general obligation bonds, including $9 billion of which would be for planning and construction of a high-speed rail segment between San Francisco and Los Angeles. The additional $950 million was allocated for rail projects that provide for connectivity with the high-speed rail system and other modes of transportation. Although the bond measure was initially scheduled to be placed on the November 2004 ballot, it has yet to be placed before the state’s voters. It was postponed twice due to state budget constraints. First, Chapter 71, Statutes of 2004 (SB 1169, Murray), postponed the measure to the November 2006 ballot. The Chapter 44, Statutes of 2006 (AB 713, Torrico) further pushed back the bond measure to the November 2008 ballot.

Value of the Bond Measure

During the four years that the statewide bond measure has been delayed, inflation has reduced the purchasing power of the $9.95 billion that was originally authorized. For example:

· In 2002, $9 billion would have funded approximately 36 percent of the estimated cost of the entire system.

· Funding 36 percent of the estimated cost of the system in 2008 dollars would require about $13.3 billion. 
· Similar escalation in project cost could also be applied to the $950 million portion of bond proceeds designated for connectivity with other transportation modes. Funding this program to keep pace with inflation would call for about $1.1 billion, assuming the bond remains on the 2008 ballot.

The Authority’s board recognized that the original financial plan is insufficient to fund the project and has directed the staff and its consultants to prepare a new financial plan for the project.
Revised Financial Plan
The revised financial plan will continue to rely on funding shared equally by state government, the federal government and the private sector. The difference in the new finance plan is the emphasis being placed on the role of the private sector. The revised plan is not assuming the private sector will be automatically interested in the project. Rather, the consultants are seeking out private sector partners. This is being done in three ways:
1. Private sector firms such as construction entities, equipment suppliers and lessors, financial firms, railroad operating entities and other participants in the international passenger rail development community are being surveyed regarding their interest in the high-speed rail project.
2. A formal request for expressions of interest will be issued to selected firms to determine their level of interest n the proposed project. It is hoped that project development consortiums will respond.
3. Depending on the response of the high-speed rail development community, and the status of the bond financing ballot measure, the Authority may issue a request for qualifications for firms develop one or more segments.
This entire process is unlikely to be completed before the end of 2008.
A conceptual financing scheme was prepared by the Authority’s consultants last spring. It is summarized in Table 3.
	Table 3 

Funding Outline for High-Speed Rail Development


	Funding Sources
	Amount

	
	

	Public-Private Partnerships
	
$5 to $.5

	
	

	State Support
	
$9 to $12.5

	
	

	Federal Support
	
$10 to $12.5

	
	

	Local Partnerships
	
$2 to $4

	
	

	Other Sources
	
$1 to 3.5

	
	

	Total Funding
	
$27.5 to $39.5

	Source: Infrastructure Management Group/Lehman Brothers Team May 2007 report
	


In discussing the timing of private funds becoming available to the project, the consultants suggest that private participation will depend upon the private sector’s assessment of the project’s risks. The higher the risk the fewer firms will be interested, although some firms may be interested in the project at a later date when the risks are better understood, or they will avoid the project entirely. This consultant’s report was the first discussion of investment risk that might be associated with the project that has been presented to the Authority.
Risks that the High-Speed Rail Project Could Encounter

California’s high-speed rail project is a mega project that could be compared to Boston’s Big Dig, the Eurotunnel linking Great Britain with France, and the Denver Airport. Each of these projects deployed technologies that are known and understood, but each came in significantly over budget. The Big Dig, (the Central Artery/Tunnel Project) was estimated to cost $4 billion, but is closer to $16 billion now that the highway tunnel complex is in operation. Even after it became operational, ceiling pannels collapsed and earth got into the ventilation system. The Eurrotunnel, was constructed at a cost $12 billion, was 80 percent over the original estimate. The tunnel was opened several years late in 1994 and has been refinanced five times, with the most recent refinancing in 2006. The original rail and commercial freight demand forecasts have never materialized, necessitating the most recent refinancing. It too was beset with significant post construction woes, including a fire. It is hoped that utilization of the tunnel will increase with access to central London being improved and by the upgrading of the railroad from near the portal to London. This will allow for high-speed service the entire distance between London and Paris and Brussells. The Denver Airport opened in 1995 at a cost of $5 billion which was nearly 200 percent over budget. During its first year of operations passenger traffic was only half of what was forecasted at the outset of the project. 
These examples are raised to point out that mega projects, however beneficial they may be, carry substantial risk. In addition, economic analyses are often overly optimistic, engineering and construction errors are made; and demand forecasts are often wrong. Studies by investment banks conclude that the traffic and revenue forecasts for toll roads in the US have been often inadequate. For example, the traffic projects for the San Joaquin Hills toll road in Orange County during its first two to five years were 50 percent below forecasted demand. Today, traffic is above projection, but the facility has not been able to extract itself from the financial consequences of its initial revenue shortfally. It had to draw upon the revenues of an adajecent toll road to remain financially viable. This points to the fact that there is risk in forecasting demand for even a relatively straight forward travel market such as toll roads. The high-speed rail market is much more complex with the degree of risk commenserate with the complexity.
The high-speed rail project will have risks that are shared with other mega projects and some that may be uniquely its own. Some possible risks are discussed below.
Right-of-Way Risk

Right-of-way risk is not primarily related to the acquisition of right-of-way for track and facilities. Rather, it’s the matter of gaining access to existing right-of-way used by commercial or commuter trains. A good example of this problem is the 14 mile segment of right-of-way located between the cities of Commerce and Fullerton. This right-of-way is owned by the Burlington North Santa Fe Railroad (BNSF). This line links the Ports of Long Beach and Los Angeles to the BNSF’s national railroad network. Today, approximately 75 freight trains and 52 Amtrak and Metrolink trains traverse this segment per day. With the growth in container traffic at the ports and Orange County’s desire to operate additional Metrolink service, a substantial increase in freight service is expected over the next several years. When a project, currently programmed, to construct a third track in between the cities is completed, the right-of-way will have no space for additional capacity.  Threading high-speed service into this corridor will have risks and require substantial resources. Other right of way constraints exist in the San Fernando Valley. This is especially evident in the segment from Burbank to Los Angeles, where the existing two track right of way is adjacent to the Los Angeles River, major streets and geographic impediments. Moreover, this corridor is increasingly used to move freight traffic by the Union Pacific Railroad. 
Technology and Regulatory Risks
One of the risks associated with the high-speed rail project is technology. In Europe and Asia, the operating features of high-speed train technology are known and understood. What is unknown is how this technology fits into an American railroad operating environment. Under existing Federal Railroad Administration regulations off shore high-speed rail technology is incompatible with American regulations. This is because the equipment is lighter and is designed to operate under different a safety regime. Under the European safety regime equipment is design to avoid accidents. The US standard requires equipment to survive accidents. This incompatibility in standards introduces substantial risk, especially in a segment like Fullerton to Commerce where American standard freight and passenger trains are continuously operating. A change in standards would require the freight and commuter railroads operating in the same corridors as the high-speed trains to change the train control technology as well. Ultimately, the change in standards may become a major endeavor across the railroad industry in the state.
Third Party Financing Risk

Although the early draft of the financial plan anticipates $2 to $ billion from local governments and others to contribute to the development of the high-speed system, there is no guarantee that contributions will materialize. This is a risk that will require further analysis by the Authority, as it potentially affects the strength of the entire financial plan.
Patronage and Revenue Risk

The Authority recognizes the risk associated with an inadequate patronage and revenue forecast, as it has commissioned a new forecast. Nevertheless, the veracity of forecasts are looked at skeptically in the investment community, and may require independent verification. The forecast will influence the decision as to construct and operate the high-speed system in useable increments. 
Construction Risk

To date, the Authority has not developed a construction phasing strategy, nor has it discussed in detail the construction risks. This will likely occur as it pursues the preparation of the project EIRs. 
The high-speed rail project is not a typical public works project with a finance strategy built on pay-as-you-go funding, revenue bonds or general obligation bonds. The private funding strategy for this project will likely be based upon a non-recourse or limited recourse financial structure where project debt and equity used to finance the project are paid back from the cashflow generated by the project. Clearly, the assessment of risks will underlie the decisions of private firms to participate in the financing, construction and operations of the high-speed rail service. After the risks are assessed, the final decision to participate will likely be determined by the extent the state is willing to share in the financial burden associated with the risks. While some risks can be transferred to the private sector by project development strategies such as DBOM, it is likely that the state will be unable to shed responsibility for all the risks. This means that state government may have to address the issues of risk in the same manner as the private sector.
� California Public Utilities Code §185030.


� This information was developed with the assistance of the Legislative Analyst Office.
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