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The purpose of this informational hearing on high-speed rail is to review several issues related to the activities of the California High-Speed Rail Authority (HSRA). To this end, the State Auditor will discuss the HSRA’s six month response to the audit performed by the Bureau of State Audits requested by the chair and vice-chair of the Senate Transportation and Housing Committee. Representatives of the Institute of Transportation Studies (ITS) at the University of California, Berkeley will report on the evaluation of the HSRA’s ridership forecast that was performed at the request of this committee and funded by the HSRA. The Legislative Analyst will present observations on the status of high-speed rail activities. The chief executive officer of the HSRA will present the Authority’s response to the ITS evaluation. 
Recent Budget Actions
Governor Schwarzenegger vetoed provisions of the Budget Bill that required the HSRA to submit several reports to the Joint Legislative Budget Committee. The reports include a legal analysis of a revenue guarantee for financing operations, a financial plan with alternative funding scenarios, a summary of the contract expenditures for community outreach, a report on the performance of the program management contractor, and other related reports. The Budget Bill also provided that $55.3 million of the HSRA’s $221 million budget was made contingent on submitting these reports. 
In addition, SB 854, a transportation budget trailer bill, which was not enacted, authorized the Governor to appoint six management level exempt positions to the HSRA’s staff upon the recommendation of the executive director. This measure also required the HSRA to report biannually to the Legislature, beginning March 1, 2011, on the status of development and implementation of intercity high-speed rail service. Lastly, the bill included various conditions applicable to the Independent Peer Review Group. 
Federal Grant Awards
The HSRA has received approximately $2.581 billion in from the federal government. The amounts awarded include $1.85 billion from the American Recovery and Reinvestment Act (ARRA) for planning and construction of high-speed rail services. A later grant provides $715 million for constructing a corridor segment in the San Joaquin Valley and $16 million for reconfiguring tracks in San Francisco. The Transbay Terminal in San Francisco received $400 billon to assist in the construction of platforms for high-speed rail in the basement of the Transbay Terminal, which is currently under construction.
The Department of Transportation’s (Caltrans) Division of Rail has received from ARRA and related federal funding sources approximately $168.7 million for improvements that support California’s conventional rail program. The improvements include $100 million for forty new bi-level passenger cars and several new locomotives. The new equipment is for replacing rolling stock that has exceeded its useful life and to accommodate the increasing ridership. In addition, $38.4 was awarded for installing positive train control in the Surfliner Corridor between San Diego and Moorpark. Caltrans was also awarded $30 million for planning and environmental studies in the Surfliner Corridor for projects that will enhance reliability, safety, and speed and $300,000 for planning and environmental studies for planned improvements to passenger service in the San Joaquin Valley. 
Institute of Transportation Studies’ Evaluation of the HSRA’s Ridership Forecast

The HSRA’s ridership forecast is central to determining the financial feasibility and the frequency of service. An important feature of Proposition1A, The Safe Reliable High-Speed Passenger Train bond Act for the 21st Century, is the prohibition of using local, state, or federal funds for operating subsidies. In addition, Proposition 1A requires that prior to committing bond funds for the construction of facilities in a corridor or usable segment, the purchase of right-of-way, or the acquisition of equipment, the HSRA must submit a report to the Legislature, the Department of Finance, and the Peer Review Group addressing several issues. The report must also provide a projection of ridership and operating revenues.
 Because of the importance of this voter mandate and the centrality of the ridership forecast to the success of the project, the Senate Transportation and Housing Committee asked ITS to evaluate the ridership forecasting model used by the HSRA. The HSRA agreed to pay for the evaluation. 
The ITS evaluation concludes that the ridership forecast is “unreliable for policy analysis.” 
 In addition, the report finds several deficiencies in the ridership forecasting methodology. For example, 90 percent of the long distance (over 100 miles) business trips in California are by car. Among the techniques used to develop input to the ridership model is surveying intercity travelers. When surveying for the mode preferences of travelers in the state, 78 percent of the survey respondents traveled by air. This does not represent the actual distribution of intercity trips by mode. The ITS report concludes that the incorrect sampling results in the ridership model using a distorted view of the ridership preferences of California travelers. 

Another inadequacy of the model, according to ITS, was an assumption in the model that the time between high-speed trains would be equivalent to the time between urban transit buses or rail transit services and not equivalent to the time between intercity air or train services. For example, the scheduled time between urban bus or rail transit service may be fifteen minutes. On the other hand, the time between intercity airline services may be sixty or ninety minutes. The assumed frequency of service will determine ridership. If an urban transit frequency is used in the model, it is likely ridership will be overstated. This, of course, has significant impacts on the high-speed rail service’s operating economics. 
The ITS analysis concludes that the above methodological failings as well as others results in a forecast that is very prone to error. According to ITS, the errors may be “large enough to include the possibility that the California HSR may achieve healthy profits and the possibility that it may incur significant revenue shortfalls.” 
The ITS analysis suggests that the ridership consultants could have at least provided a statistical confidence interval for the forecast. This was done in a high-speed rail ridership and revenue forecast prepared for the Province of Alberta. The consultants that prepared the Alberta report included the following statement:  “The demand and revenue results presented in this report were produced for input to policy decision-making processes. The overall model error in the demand and revenue results is ± 20 percent at three standard deviations.”
 The reader of the Alberta study is forewarned that the accuracy of the forecast is limited. The ridership model documents prepared for the HSRA do not include such a statement. It is impossible to know the degree of confidence that the Legislature should have in the HSRA’s ridership forecast. 
� See Streets and Highways Code section 2704.08 (c ). 


� Review of the “Bay Area/California High-Speed Rail Ridership and Revenue Forecasting Study”, Institute of Transportation Studies, University of California, Berkeley, June 2010. The quotes are extracted from the Executive Summary. 


� Market Assessment of High-speed Rail Service in the Calgary—Edmonton Corridor, 
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