



















































































The 2010-11 BudgeT

work is being accomplished by each contractor
in the current year and what work remains to be
done in subsequent years.

Analyst’s Recommendation. Multiyear mega
projects such as the high-speed rail project are
susceptible to significant unexpected challenges
in their planning, development, and construc-
tion as well as financing. For example, a 2004
report by the BSA regarding the replacement of
the Oakland-San Francisco Bay Bridge, another
mega project, found that a considerable financial
crisis arose in part due to the project manage-
ment’s failure to disclose huge cost overruns as
soon as it was aware of them. Because the state
has committed a significant amount of funding
for the high-speed rail project, it is important that
the Legislature be provided from the outset with
regular updates on the project’s progress to avoid
unexpected challenges in the project’s develop-
ment.

Therefore, we recommend the Legislature
adopt legislation to require the authority to
submit an annual report that tracks the project’s
progress and identifies (1) the expected tasks and
deliverables for the coming year, and
(2) any potential challenges and issues the project
encounters. This information would enable the
Legislature to better assess the authority’s budget
request for the subsequent year. The report could
be structured similar to those required for the
oversight of the Bay Bridge replacement project.
Information should include, but not be limited to:

> A baseline budget, by contract, for capi-
tal and support costs.

> Expenditures to date, by contract, for
capital and support costs.

> A comparison of the current or projected
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schedule and the baseline schedule that
was assumed.

> A summary of milestones achieved dur-
ing the previous year.

> Any issues identified, and actions taken
to address those issues, in the previous
year.

This report should be submitted by Sep-
tember 1 of each year. This date would give the
authority time to compile details of the past fiscal
year, clearly identify current-year deliverables,
and provide an outline of the expected work
plan for the coming budget year.

2010-11 Bubcetr ProPoOsALS

The Governor’s budget requests $958 mil-
lion to fund the authority’s activities in 2010-11,
including $375 million in expected federal
economic stimulus funds and $583 million in
Proposition 1A bond funds. The total request
will be used for three purposes. First, $750 mil-
lion is requested for right-of-way assessment and
acquisition. Second, $203 million would go for
consulting contracts to perform system devel-
opment work. Finally, the remaining $5 million
would cover the authority’s administrative costs.
We comment on each of these budget proposals
below.

Right-of-Way Acquisition

Total Capital Outlay Request Not Needed
in Budget Year. The authority is requesting
$750 million for right-of-way acquisition in the
budget year. At the time the Governor’s bud-
get was being prepared, the authority did not
know how much ARRA funding the state would
be awarded or when the federal dollars would

TR-29



TR-30

The 2010-11 BudgeT

become available. Therefore, the $750 million
request, comprised of $375 million from the
state and an equal amount of federal funds, was
a placeholder amount based on the authority’s
best estimate at the time. However, HSRA has
indicated in recent discussions that it would not
need the total amount requested in 2010-11. The
authority now believes it will need no more than
$250 million to begin negotiations with large
landholders.

Analyst’s Recommendation. Based on the
authority’s updated estimate of the funding
needed for land acquisition, we recommend that
the capital outlay funding level be reduced by
$500 million to provide $250 million in 2010-11.
Furthermore, we recommend the adoption of
budget bill language, similar to the language in
the 2009-10 budget, to authorize the HSRA to

replace state bond funding with federal funding
as it becomes available.

Contract Proposals

Little Justification Provided for Contract
Amounts. In 2010-11, the authority is requesting
$203 million for various contracts. Figure 12 lists
the contracts the HSRA proposes to be funded
in 2010-11, as well as the amounts expended on
these contracts in the prior and current years.
While the general types of proposed contract
work appear reasonable, the authority’s budget
requests provide no justification for the specific
amounts requested for each contract. Also, as
discussed earlier in this analysis, because the
monthly status reports do not indicate whether
the work planned for 2009-10 is actually being
accomplished, the Legislature cannot determine

whether the resources
proposed for 2010-11 are

Figure 12
HSRA Contract and Administration Expenditures appropriate and justified.
(In Millions) _ The authority’s fund-
il . !ng requests for cor}sult-
2008-09 2009-10  Projected Total Ing contracts contain
Contract Work little information on the
Project-Level Consultants (10) $31.6 $103.0 $157.4 $295.6 work to be accomplished
Program Management 3.9 26.6 37.0 67.6
Ridership/Revenue Forecasts — 2.0 1.0 3.0 over the budget year, or
Financial Plan — 2.0 1.0 3.0 about how that work fits
Program Management = 0.4 2.0 2.4 into the total develop-
Oversight
Public Outreach — — 1.8 1.8 ment of the system. As
Resource Agency Agreements — — 1.8 1.8 a result, it is unknown
Right-of-Way Development — 0.8 0.2 0.9
Visual Simulation = 0.3 0.4 0.6 how the amount for _eaCh
Other Unspecified 9.2 2.3 — 11.4 contract was determined.
Subtotals ($44.7) ($137.2) ($202.6) ($388.1) This is the same concern
Authority Administration $1.8 $1.9 $5.2 $8.9 raised in our analysis of
Totals $46.4 $139.2 $207.8 $397.0

HSRA = High-Speed Rail Authority.

Numbers may not total due to rounding.

the authority’s similar
2009-10 budget requests.
The authority appears no
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more equipped to justify the requested contract
amounts than it was one year ago.

In addition, our review of the budget re-
quests for each of the ten contracts for project-
level planning and environmental review indi-
cates that they are significantly different from the
contract amounts projected for 2010-11 in the
Program Summary Report. Eight of these contract
requests varied by 25 percent or more from the
funding levels projected less than a year ago. The
revised contract amounts could be due to any
number of reasons, such as current-year work
being delayed or future efforts being brought for-
ward to expedite certain segments of the project.
However, the authority has not been able to pro-
vide any explanation for the significant changes
in contract amounts, nor how these amounts
were determined.

Analyst’s Recommendation. In regard to the
proposals for contract funding, there is no basis
for the Legislature to determine the appropriate
level of contract funding that should be provided
to the authority for 2010-11. Accordingly, we
withhold recommendation on the $203 million
request pending receipt of supplemental informa-
tion on the amount of work to be accomplished
in the budget year, by contract, and information
on how each contract fits into the overall devel-
opment of the system.

Staffing Proposals

Staffing Request Should Tie to a Staffing
Strategy. The authority is also requesting an
increase of $3.5 million and 27 additional staff.
This would bring the total authority staffing to
38.5 positions in 2010-11.

It is clear that as the project progresses the
authority will need to add positions to admin-
ister, monitor, and oversee the growing amount
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of work conducted by contractors. However, at
the time this analysis was prepared, the authority
was unable to explain how the requested posi-
tions would provide the necessary skill sets to
support the overall development of the project
and why this amount of state staff is needed at
this point in the process. Specifically, the au-
thority has not determined the mix of state and
contracted staff it plans on using to develop the
rail project over time. An independent consultant
hired by the authority concluded (in November
2009) that the current state staff is insufficient for
a project of this size, and recommended a state
managerial structure based on the best practices
of similar programs around the world. However,
the budget request does not provide information
on how the proposed positions fit into the con-
sultant’s recommendations. Early identification
of the role of state staff in the project, as well as
a future staffing structure, would have significant
advantages. For example, it would enable the
organization to grow at the necessary speed to
ensure staffing levels coincide with the workload
required to deliver the project.

Additional Exempt Positions Should Be
Statutorily Defined. The requested staff posi-
tions include a chief financial officer, chief
program manager, and three regional managers.
The authority believes that it would not be able
to attract qualified individuals under the state’s
current civil service restrictions. Therefore, under
the budget proposal, these positions would be
established administratively as positions ap-
pointed by the Governor and exempt from civil
service requirements. Statute currently grants
the HSRA the authority to appoint an executive
director who is exempt from civil service.

We see merit in the HSRA's proposal to
establish additional exempt positions. The HSRA
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would likely need numerous exempt positions
over the next few years in order to bring on vari-
ous staff that have the requisite skills to manage
and oversee the development of the rail project
by specialized contractors. These high-level staff
must have the skills to negotiate with the private
sector to finance, construct, and operate the
system. Defining these positions through statute,
similar to statutes describing exempt positions for
other agencies in state government, would give
the Legislature sufficient control over the specific
positions that would be established, the salary
levels, and the assignment of responsibilities of
each position. This would enable the Legislature

to retain some additional oversight of the project,
while making it easier for the authority to hire the
staff necessary to administer the program.

Analyst’s Recommendation. We withhold
recommendation on the staffing request until the
authority is able to support the request for ad-
ditional staffing with a strategy that outlines how
to meet the short- and long-term staffing needs
of the organization. The staffing strategy should
include justification for the requested exempt
positions. For the reasons discussed above, we
further recommend that any exempt positions be
defined statutorily.
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