ON PHASE ONE’S COSTS, MARGINS AND ACCUMULATED DEBT OVER SIXTEEN YEARS
Brief Note # 16 — August 5" 2011

From the authors of The Financial Risks Of California’s Proposed High-Speed Rail Project, six subsequent
Briefing Papers, and The Financial Analysis of Proposed CHSR Project. Available at www.cc-hsr.org

Finding: Repayment of the proposed Phase One construction costs exceeds the most likely
operating margins, creating a serious burden for the State and taxpayers.

Background: A financial comparison of the 2009 Business Plan and the early 2011 estimates for Phase
One shows two important changes over the past two years: 1) construction costs increased over 50%:
and 2) the decreasing availability of ‘free’ Federal money. These changes create annual debt repayment
requirements that nearly always exceed the estimated Operating Margins (revenue less operating
expenses) between 2020 and 2035. The State would be forced to pay or guarantee (subsidize) the
debt servicing for construction costs under any plausible operating scenario.
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(C) The No Operating Margin Case - Assuming $66Billion cost to build, if the train’s revenues
only equal operating costs, the annual shortfall of cash is $4.6Billion only to service the construction debt;
accumulating to a negative $74Billion by 2035.

Conclusions: Now that $43Billion for Phase One construction is highly improbable, and the prospects for
additional Federal grants have greatly diminished, the reality is a $66Billion construction bill that will have
a cumulative negative cash flow of somewhere between ($35) Billion to ($74) Billion by 2035.
This must be paid out of General Funds via additional taxes, or a reduction in other spending areas, such
as education, public safety, and highway transportation. Since predicting long term future Operating
Results is problematic, the decision to proceed to build Phase One would exhibit a willingness to
accept very negative financial results.

' An all debt, versus debt and equity formula is used as debt is cheaper to the State than equity. Debt is assumed to be serviced at 6% over 30 years.
> HSRA Report To The Legislature; December 2009; page 83, “Table K, Net Surplus”, averaged over 2020 to 2035
® AB3034 states that the annual operating margins are to be used for expansion of the system to Oakland, Sacramento, Riverside and San Diego.




