ON HIGH-SPEED RAIL’'S NEED FOR OPERATING SUBSIDIES
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From the authors of The Financial Risks Of California’s Proposed High-Speed Rail Project
and six Briefing Papers. Available at http://www.cc-hsr.org/

Finding: Section 2704. 08(J) of AB3034 says California’s high-speed rail system
cannot have an operating subsidy.

Background: All high-speed rail systems in the world require subsidies. At least six
independent studies, experts and union officials agree:

A 2004 study documented Acela’s losses at $51Million; but ‘covered’ by an overall annual
subsidy of nearly $1Billion for Amtrak.!

In April 2008, Amtrak’s Inspector General said; "European Passenger Train Operations operate
at a financial loss and consequently require significant Public Subsidies. "

In May of 2009 Ifiaki Barron de Angoiti, Director of High-Speed Rail at the International Union
of Railways (IUR), said, "Only two routes in the world — between Tokyo and Osaka, and
between Paris and Lyon — have broken even.”

In December 2009 the US Congressional Research Service (CRS) said of high-speed rail:
"Typically, governments have paid the construction costs, and in many cases have subsidized
the operating costs as well.”

In July 2010 a World Bank report cautioned that governments planning high-speed rail
systems: ". . should also contemplate the near-certainty of copious and continuing budget
support for the debt.”

In May 2011 the AFL-CIO’s Transportation Trades Department, said; "There is no high-speed
passenger rail system in the world that operates without significant government assistance,” .
. Private sector companies simply cannot make a profit without federal support.” ®

Conclusions: These statements are powerful indicators of high-speed rail’s need for subsidies
while discrediting proponents’ claims to voters in 2008 that "THE USERS OF THE SYSTEM PAY FOR
THE SYSTEM”.” Such subsidies would violate AB3034, even if called a revenue guarantee.®

The proposed project cannot financially function without a forbidden operating subsidy. Even at a
$43Billion to build, servicing construction debt creates negative cash flows; while a $66Billion
construction bill would require $5-$7Billion of annual debt servicing.’ No plausible scenario for the
train’s operating margins suggest there will be the cash flow to service debt that substantial.
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® Statement of Edward Wytkind, president of the AFL-CIO’s Transportation Trades Department concerning the proposal to privatize ACELA
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