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Introduction

The focus of today’s hearing is the status of the California’s High-Speed Rail Authority’s (HSRA) business plan, which AB 3034 (Galgiani), Chapter 267, Statutes of 2008, requires the HSRA to publish by September 1, 2008. This background report discusses the requirement for a business plan and provides a summary of the accountability provisions of AB 3034.
Business Plan and the High-Speed Rail Program

In June 2000, the HSRA issued its publication, Business Plan for High-Speed Rail, as required by its enabling statute, SB 1420 (Kopp), Chapter 796, Statutes of 1996.  This document, after seven years, remains the best available discussion of the Authority’s vision for high-speed rail development. The HSRA 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, plus the awarding of a franchise agreement with a private firm or a consortium of firms based on a design-build-operate-maintain project development model.

After the Business Plan was released, the Legislature responded by making the HSRA a permanent organization and enacting SB 1856 (Costa), Chapter 697, Statutes of 2002, which placed a $9.95 billion bond measure on the ballot. That proposal was delayed twice due to the state’s budgetary difficulties.
 AB 3034 updates and clarifies many of the provisions of SB 1856 and designates the bond measure as Proposition 1A on the November 2008 ballot.
Current Business Plan Requirement

The Senate Transportation and Housing Committee held two oversight hearings in Los Angeles on December 7, 2007 and in Oakland on January 11, 2008 to review the high-speed rail program. The Transportation and Housing Committee report on its oversight hearings made the following recommendation: 
The Authority must update its business plan in a format consistent with a standard financial prospectus. The Authority needs an updated business plan as soon as possible so that the public can be apprised of the benefits and risks associated with the proposed project prior to the November election. The business plan should not be an advocacy document. To this end, the business plan should be modeled on a financial prospectus of the type that is required to be prepared for investors in new stock or bonding offerings. A prospectus discusses the investment opportunity, its financial strategy, its benefits to the investors, as well as the types and level of risk the investors are assuming. In November, the California electorate is being asked to be an investor in a proposal that is unlike any previous bond measure placed before the voters. It is therefore essential that voters be provided with adequate financial information concerning the project.

Before being heard in the Senate Transportation and Housing Committee, AB 3034 was amended to enhance accountability in the overall financial management of the program. Among the amendments is a requirement that the HSRA submit a business plan to the Legislature by September 1, 2008. AB 3034 added Section 185033 to the Public Utilities Code to specify the issues to be examined in the business plan. Section 185033 reads as follows: 
185033. The authority shall prepare, publish, and submit to the Legislature, not later than September 1, 2008, a revised business plan that identifies all of the following: the type of service it anticipates it will develop, such as local, express, commuter, regional, or interregional; a description of the primary benefits the system will provide; a forecast of the anticipated patronage, operating costs, and capital costs for the system; an estimate and description of the total anticipated federal, state, local, and other funds the authority intends to access to fund the construction and operation of the system; and the proposed chronology for the construction of the eligible corridors of the statewide high-speed train system. The revised business plan shall also include a discussion of all reasonably foreseeable risks the project may encounter, including, but not limited to, risks associated with the project’s finances, patronage, construction, equipment, and technology, and other risks associated with the project’s development. The plan shall describe the authority’s strategies, processes, or other actions it intends to utilize to manage those risks.
Accountability Provisions of AB 3034

In addition to the business plan requirement, several other accountability provisions were amended into AB 3034 while it was under consideration in the Senate. Among these provisions, AB 3034: 
1. Requires the HSRA, 90 days prior to presenting a request to the Governor and Legislature for an appropriation of bond proceeds, to submit to Department of Finance (DOF) , the peer review group (see below), the Senate Transportation and Housing Committee, the Assembly Transportation Committee, and the legislative fiscal committees, a detailed funding plan for a corridor or a usable segment. 
2. Establishes an eight-member independent peer review committee appointed by various state officials to evaluate the Authority's funding plans and prepare an independent report assessing the feasibility and reasonableness of HSRA’s plans, appropriateness of assumptions, analyses, and estimates, and any other observations or evaluations deemed necessary. The peer review group shall report its findings and conclusions to the Legislature no later than 60 days after receiving the plans.  
3. Requires HSRA to include in a funding plan: 
· An identification of the corridor or usable segment in which the HSRA will spend the bond funds. 
· A description of the expected terms and conditions associated with any lease agreement or franchise agreement proposed to be entered into by HSRA for the construction or operation by a private entity of passenger train service in the corridor or usable segment.
· An estimate of the full cost of constructing the proposed service, an estimate of construction cost escalation, and the amount of contingency reserves the project will require.
· An identification of all funds to be invested in the corridor or usable segment from public and private sources and the anticipated schedule for the receipt of funds.
· An identification of forecasted ridership and operating revenue.
· An identification of all known or foreseeable risks during the construction and operations of the service and the strategies for managing the risks.
· A statement or certification from the HSRA that construction of the corridor or usable segment can be completed as proposed.
· A statement or certification from the HSRA that the corridor or usable segment will be suitable and ready for high-speed service. 
· A statement or certification from the HSRA that one or more passenger service providers can begin using the tracks and stations.
· A statement or certification from the HSRA that the planned high-speed rail service would not require a local, state, or federal operating subsidy.  

4. Requires the HSRA, prior to expending bond proceeds appropriated by the Legislature for the construction and acquisition of equipment and property, to submit concurrently to DOF and the chair of the Joint Legislative Budget Committee, a detailed funding plan for each corridor or usable segment.  The HSRA shall provide any other reports prepared by entities other than itself, including a detailed funding plan for the corridor containing the elements identified in item 3 above, a report on any material changes that have occurred since the initial report to the Legislature, DOF, and the peer review group, and a description of any contract entered into with any party for the construction and operation of the proposed service. 
5. Requires HSRA to provide for a report prepared by an independent financial services firm indicating that construction of the project can be completed and made operational; one or more service providers can use the facilities; the service provided by the HSRA will not require an operating subsidy; and an assessment of risk and proposed risk mitigation strategies.  
6. Requires DOF to review the detailed funding plan (# 4 above) within 60 days and if DOF finds that the plan is "likely to be successfully implemented," the HSRA may proceed with the project. The Joint Legislative Audit Committee shall communicate its findings to DOF during this 60-day period.  
7. Requires the HSRA after the approval of the funding plan to notify the Governor and the Legislature of any material changes in plans or project conditions that would jeopardize completion of the corridor as previously planned and to identify means of remedying the conditions to allow completion and operation of the corridor.  

The accountability amendments summarized above recognized that the high-speed rail project is unique in terms of technology, financing, and the strategy for providing high-speed train service, and that it will require continuous oversight by the Legislature and the administration during each stage of the project’s implementation. 
� SB 1169 (Murray), Chapter 71, Statutes of 2004 and AB 713 (Torrico), Chapter 44, Statutes of 2006 were the two measures that delayed the bond measure being on the ballot.. 





� Committee Report, Oversight Hearings of the California High-Speed Rail Authority,  prepared by the Senate Transportation and Housing Committee, June 2008, page 5.
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