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CALIFORNIA HIGH-SPEED RAIL Chief Deputy Inspector General

July 31, 2026

The Governor of California

President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California

Dear Governor and Legislative Leaders:

This report summarizes a review conducted, in accordance with Public Utilities Code §§ 187030(b)(1) and
187038 (a), by the Office of the Inspector General, High-Speed Rail (OIG-HSR) of the California High-
Speed Rail Authority’s (Authority) final 2026 Business Plan. In April 2026, we reviewed a draft of the
business plan and concluded that it was missing many statutorily required elements, which made the draft
objectively incomplete. We communicated our concerns to the Authority’s Board of Directors and
encouraged the Board to direct Authority staff to include the required information in the final business plan.

We found that the Authority improved the completeness of the final business plan, the one notable
exception being that it still did not provide funding plan information required by a recently enacted state law.
Despite the overall improvement in the completeness of the business plan, our detailed review of the final
plan’s content raised significant concerns regarding the plan’s transparency including as follows:

e The business plan does not adequately communicate the scope changes and cost increases
between past and current Merced-to-Bakersfield (M-B) cost estimates, obscuring the fact that—
absent scope reductions—costs have substantially increased on the M-B segment. In so doing, the
plan does not comply with legal requirements that cost estimates be comparable across reports.

e The cost estimate for the Authority’s reduced scope M-B segment excludes financing costs
(estimated to be between $3.6 and $6.6 billion), a default-level contingency budget ($1.2 billion
marginal difference), project construction costs its assumes other entities will pay ($816 million),
and the projected additional cost of building infrastructure in accordance with an existing local
agreement that it assumes it will be able to modify ($1.7 billion marginal difference).

¢ Ina plan section devoted to managing risks, as opposed to the plan section describing project
costs, the Authority added a cost estimate for what it purports to be a full-scope M-B segment that
complies with state law. However, the Authority failed to explain that the much higher estimated
cost of the full-scope segment included increased cost assumptions not necessary to make the
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estimate compliant with state law and may give a false impression of the magnitude of the
additional costs to do so.

e Although the business plan disclosed that, between August 2025 and March 2026, the Authority
experienced a nine-month slip in the M-B schedule, it offers no explanation of the “optimization and
pending policy changes” it indicated were the cause for this schedule slippage.

e The business plan does not disclose that the schedule window for the M-B segment is no longer
2032-2033, but rather its risk-based statistical analysis determined that the appropriate schedule
window now extends to September 2034.

e The business plan does not sufficiently emphasize that the Authority will exhaust its current funding
resources as soon as December 2027 if it does not secure financing.

Compounding these transparency concerns, the Authority’s recent annual reporting has been incomplete
and late. As a result, neither decisionmakers nor members of the public have had the full benefit of
opportunities that the law provides to oversee and comment on the project. For example, although the
Authority added information to the final business plan to address concerns we raised about its
completeness, stakeholders had only a few days to review and comment on this information prior to the
plan’s adoption by the Board.

Our office has made numerous recommendations to the Authority in the past intended to improve the
transparency of its annual reports, yet the Authority has not fully implemented most of these
recommendations. Instead, the Authority has obscured basic facts about the project, hindering lawmakers’
ability to provide effective oversight of the project and, in so doing, creating obstacles to achieving changes
it seeks that require stakeholder agreement and legislative action. Because the Authority has thus far not
demonstrated a willingness to establish and reinforce a process that ensures accuracy and transparency in
project reporting, we have directed our report recommendations to the Board. Specifically, we are
recommending that the Board adopt and reinforce a policy governing the Authority’s annual reports that
includes establishing adequate timelines for preparing and reviewing complete annual reports that
stakeholders can review prior to issuance.

Respectfully submitted,

Benjamin M. Belnap, CIA
Inspector General, High-Speed Rail
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Despite Requirements in State Law, the Authority Published Cost Estimates That Are Not
Comparable to Prior Year Cost Estimates

The Authority published cost estimates in its 2026 Business Plan for the M-B segment that users of the
plan, including stakeholders charged with project oversight, cannot directly compare to previously published
estimates. State law, as enacted by Senate Bill 198 (SB 198), requires that the Authority report specific
costs in @ manner that allows comparison across its business plans and project update reports. In practice,
comparability enables stakeholders to identify when costs increase, determine the reasons for those
increases, and facilitate discussions regarding next steps. To this same end, state law also sets forth
requirements for reporting costs based on a defined project scope: a 171-mile electrified dual-track
segment with a new station in downtown Merced.

The scopes underlying each of the Authority’s recent cost estimates all differ significantly from each other
and thus prevent a direct comparison. Table 1 outlines the key scope differences between the three
estimates. The 2025 Supplemental Project Update Report (SPUR) included an estimate (SPUR estimate)
that diverged from SB 198 by assuming predominantly single track. The second cost estimate was recently
published in the draft business plan; however, our review found that cost estimate included additional
changes in scope as compared to the SPUR estimate, and that those changes resulted in a reduced
project scope that further conflicted with state law (reduced-scope estimate).! In response to our concern
about the draft plan’s noncompliance, the Authority provided the third cost estimate in the final business
plan, which it asserts meets the requirements of state law (SB 198 estimate).

Table 1. The Authority Has Produced Three Differing Cost Estimates for the M-B Segment

August 2025 SPUR June 2026 Business June 2026 Business
Estimate Plan Reduced-Scope Plan
Estimate SB 198 Estimate
Track Length 171 miles 162 miles 171 miles
Track Configuration Single-track Single-track Dual-track

Station Locations

Downtown stations in
Merced and Bakersfield

Station south of Merced
and a temporary station
north of Bakersfield

Downtown stations in
Merced and Bakersfield

Total Cost Estimate

$36,750

$35,662

$47,654

Source: Analysis of cost estimate supporting documentation.

Notwithstanding the ultimate inclusion of an estimate that now appears to include minimum statutory
requirements, the business plan does not delineate in an easily comparable way between the three

estimates. We have previously recommended that the Authority include in its annual reports a description
of significant design changes that affect cost estimates. While some information about the scope changes

1 The Authority inadvertently omitted approximately $870 million from its M-B segment cost estimate in its 2026 Draft Business
Plan and subsequently corrected this error in its final business plan.
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is included in the plan and its associated technical documentation, which can be separately accessed on
the Authority’s website, many of the key details are missing from the business plan itself. We discuss these
key details below. In addition, the Authority did not publish the SB 198 estimate alongside the reduced
scope option in the appendix focused on project cost estimates. Instead, the estimate is in a separate
appendix focused on project-wide risks and with minimal accompanying description, further hampering
readers’ ability to compare the two estimates. Generally speaking, because the business plan lacks a clear
explanation of how the scopes of the two business plan cost estimates differ from that of the SPUR
estimate, comparison of the estimates might lead to inaccurate conclusions about how and why costs have
changed and what actions, if any, need to be taken in response.

The Authority’s Business Plan Reduces Overall Costs for the M-B Segment by About $1 Billion
From the 2025 SPUR by Significantly Changing the Project Scope

The business plan’s discussion of changes in costs for the M-B segment obscures the specific causes of
and risks related to estimated changes to project costs since 2025. Specifically, the Authority highlighted in
its business plan a $1 billion net reduction in its cost estimate for the M-B segment; however, only a
detailed review of the underlying assumptions and support would reveal that changes to the segment’s
scope—as opposed to efficiency gains—drove the reduction. Further, in areas where the Authority did not
reduce scope, costs have significantly increased since the August 2025 SPUR estimate. Overall, it appears
that the Authority has responded to limited project funding and rising costs by reducing the segment’s
scope. Specifically, the Authority has shortened the M-B segment from its statutorily defined 171-mile
length by assuming a temporary Bakersfield station location north of the city and planning to relocate the
Merced station away from the downtown location specified by statute. The segment is also not entirely dual
track, though the Authority believes single track will be sufficient for initial operations and will allow it to
initiate service sooner.

These fundamental changes to the segment’s scope resulted in an approximately $1 billion net reduction in
estimated costs for the segment, which Table 2 presents. Specifically, the table shows that total stripped
costs decreased from $29.8 billion in the 2025 SPUR to $28.9 billion in the 2026 Business Plan. The table
also details the changes in escalation and contingency between the two estimates. Table 2 also shows that
although contingency decreased in total dollars, it continues to represent roughly the same percentage of
costs as it did in the estimate for the 2025 SPUR. Consequently, as we discuss in more detail later in this
report, the concerns we raised in our review of the 2025 SPUR regarding potentially insufficient
contingency remain. In fact, cost increases for elements of the M-B segment have given additional weight
to those concerns less than one year after we published them.
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Table 2. Cost Estimates for the M-B Segment Have Decreased From 2025 to 2026 (In Millions)

2025 SPUR 2026 Business Plan Increase/ % Increase/
(Reduced Scope) Decrease Decrease

Stripped Cost $29,802 $28,855 -$947 -3%
Escalation $1,268 $1,240 -$28 -0%
% Added for Escalation’ 4% 4%

Contingency $5,681 $5,567 -$114 -1%
% Added for Contingency? 18% 19%

Total® $36,750 $35,662 -$1,088 -3%

Source: The Authority’s cost estimate data for its 2025 Supplemental Project Update Report and 2026 Business
Plan.

' This percentage is derived by dividing the amount of escalation by the amount of stripped cost.

2This percentage is derived by dividing the amount of contingency by the amount of stripped cost combined with
escalation.

3 Total may differ due to rounding.

Changes to station locations decreased costs most significantly. The reduced scope cost estimate
assumes that the Merced and Bakersfield stations, the two terminus points for the M-B segment, will be
relocated from those cities’ downtowns. The relocations shortened the M-B segment by nine miles from 171
miles—the length specified by statute—to 162 miles. The shortened mileage reduced costs by eliminating
significant civil structures planned to reach the downtown locations. The Authority stated in the business
plan’s technical reports that its rationale for these scope reductions is part of a cost-saving strategy for the
early operating segment.

To facilitate stakeholders’ comparison of the 2025 SPUR and the reduced-scope estimates, we performed
a comparative analysis summarized in Table 3. The table quantifies the differences in stripped costs
between the two estimates and describes the reasons for those differences across each geographic
element of the M-B segment. In doing so, the table sums up the individual changes that resulted in the
overall reduction of $947 million to the M-B cost estimate, but importantly also illustrates where cost
estimates have increased since Fall 2025. The table reflects that the Merced extension costs went down by
$757 million, primarily because the Merced station was relocated from downtown to a location farther
south. This relocation resulted in an estimated $551 million reduction in civil construction costs, driven by
the shortened guideway required for the new location, and about $201 million in track and train control cost
savings from the reduced track length associated with the shorter guideway. Additionally, the decision to
build the station at-grade instead of along a tall viaduct significantly reduced costs by about $66 million.
Nevertheless, relocating the Merced station is inconsistent with SB 198’s definition of the M-B segment,
which specifies a new station in downtown Merced. The business plan acknowledges that the change in
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location would require amendments to the statute. As of July 2026, the Authority is negotiating with Merced
and has not yet put forward a proposal to the Legislature.

Table 3. Stripped Costs Varied Between 2025 SPUR and 2026 Business Plan Reduced-Scope Estimates

(In Millions)

Geographic
Section

Increase/Decrease Key Details

-$551 Civil Construction — Station relocation from downtown to

south of downtown eliminates all scope, and associated costs,

north of the new station.

Merced Extension $757 e -$201 Track and Systems — Decrease reflects station relocation.

e -366 Station — Cost decrease driven by change from an aerial
station to an at-grade station.

e 361 Solar — Power supply scope and estimate updated with the
latest quantity and pricing data.

e -$1,353 Civil Construction — Station relocation from downtown

Bakersfield Bakersfield to North Bakersfield defers all scope south of the new

-$1,278 station.

e $75 Track and Systems — Design advanced, causing quantity
refinements and identification of additional scope elements.

e $404 Track and Systems — Design advanced, causing quantity
refinements and identification of additional scope elements.

e $166 Civil Construction — Reflects change orders, often related to

119-Mile Central $885 third party issues, such as utility relocations.

Valley e $157 Solar and Utilities — Power supply scope and estimate
updated with the latest quantity and pricing data.

e  $94 Stations — Design advanced.

o 964 Light Maintenance Facility — Design advanced.

e $145 Program Wide Support — Updated to reflect contract
extension through the M-B Segment 2032 completion date.

Program Wide $203 e $58 Trainsets — Updated to account for increased escalation

because procurement, originally scheduled to conclude in 2024,

has been delayed.

Extension

Total -$947

Source: The Authority’s cost estimate data and technical report for the 2026 Business Plan.

Table 3 also reflects a major scope adjustment for the Bakersfield extension, where overall estimated costs
have decreased by about $1.3 billion. However, rather than a permanent change to the station location as
was the case in Merced, this change is essentially a “deferral” of cost via ending the M-B segment at a
temporary station in north Bakersfield, with the ultimate intention of completing the full segment with a
downtown station at some future point. The Authority is deferring all construction of the segment south of
that temporary station, including the downtown station, until a future phase. Stopping at the temporary
station reduced the Bakersfield extension by approximately six miles, which in turn deferred approximately
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$1.3 billion in civil construction costs, including right-of-way savings attributable to the shorter alignment.
Ultimately, the major cost savings observed in the Merced and Bakersfield extensions are not due to
increased efficiency—which we define as delivering equivalent scope for less cost—but are instead the
result of planning to build less. Furthermore, to the extent the Authority ever builds to downtown Bakersfield
at a later, unknown date, the cost of doing so will likely be higher than what was estimated in the SPUR
because pushing out its construction will increase the effects of inflation.

Further, although scope modifications produced cost reductions for the portions of the segment they
directly affect, costs increased elsewhere. Unlike the Merced and Bakersfield extensions, civil construction
of the 119-mile Central Valley segment is significantly advanced, and thus the estimate for the segment did
not include any significant scope reductions or cost savings. Instead, overall stripped costs increased by
$885 million. Specifically, track and train control systems costs increased by about $404 million for the 119-
mile Central Valley segment because the project transitioned from generic design assumptions to a specific
system design. Similarly, updated pricing and quantity data for power supply infrastructure added $157
million for the Central Valley segment.

Updates to design and pricing also raised project stripped costs for the associated activities in the Merced
and Bakersfield extensions, although those cost increases were offset by the significant scope reductions
to the size and design of the segment discussed above. Furthermore, general program wide costs also
increased by about $203 million largely because the completion date for the M-B segment was pushed
back to 2032. The increase primarily reflects the longer duration or extension of contracts with consultants
and inflationary costs associated with delayed trainset procurement.

Potentially Insufficient Contingency and the Exclusion of Certain Costs Contribute to a Lower M-B
Cost Estimate Than May Be Appropriate

The Authority has continued to use contingency levels that may be insufficient to cover rising costs and
may also have prematurely excluded certain costs from its reduced-scope estimate. The cost increases for
design advancements and schedule delays—amounting to roughly $1 billion more than in the 2025
SPUR—are exactly the types of developments that a sufficiently funded contingency is intended to cover
without increasing the overall project cost. As we described in our review of the 2025 SPUR cost estimate,
the Authority lowered default risk factors provided by the Federal Transit Administration (FTA), which
resulted in an overall lower contingency cost. Had the Authority not taken this action, the overall cost
estimates in the 2025 SPUR would have been higher at the time but would also have been more reliable.
For these reasons, our 2025 SPUR review questioned the reliability of setting contingency amounts lower
than the default levels provided by the FTA. Using the default levels would have resulted in the inclusion of
an additional $1.2 billion in the SPUR cost estimate.

The business plan’s reduced scope cost estimate also lacks transparency, and therefore comparability,
regarding two areas of significant costs that the Authority omitted but that could materially affect the
project’s total cost. First, the cost estimate omits the interest costs associated with potential financing
scenarios necessary to keep the project on schedule. Financing is estimated to cost between $3.6 and $6.6
billion, and we discuss it in more detail later in this report. Additionally, the cost estimate excludes $816
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million in M-B segment costs that the Authority has treated as shared-benefit costs. These costs, which the
Authority assumes will be funded by partner state and regional agencies such as Caltrans, CalSTA,
MetroLink, and cities and counties along the alignment, include costs such as grade separations totaling
$376 million in the southern section of the Merced extension.2 The Authority has confirmed that it currently
lacks formal agreements with these third parties to cover the costs and has not identified specific revenue
sources the third parties would use to do so. Furthermore, the Authority acknowledges that if third parties
are unwilling to cover these costs, the Authority may ultimately remain responsible for them. Thus,
excluding these figures from the estimate may be premature and potentially misleading.

Additionally, the estimate does not include construction elements agreed to in a 2018 settlement with the
City of Shafter. The cost of these elements, which include structures to separate the guideway from ground
level, would add approximately $1.7 billion to the estimate. The Authority had changed the design for the
affected area to save costs and thereby excluded these costs from the SPUR estimates. Subsequent to the
publication of the SPUR, the city voted in October 2025 to reject the design changes; however, the
Authority continued to exclude these significant costs from the business plan’s reduced-scope estimate.

Table 4 presents the effect of including the costs of these missing elements as well as the inclusion of the
additional contingency that would result from using FTA default levels. Together, these increase the cost
estimate to between $42.3 and $45.3 billion. In comparison, the Authority forecasts only $39.3 billion in
capital funding for the M-B segment through 2045. Despite clear evidence that it lacks sufficient funding for
even the reduced-scope M-B segment when necessary financing costs are included, the Authority
continued to express in its business plan its intent to spend up to $500 million to advance early works
activities outside of the M-B segment. Although staff told us the Authority does not have a set timeframe for
this spending, we strongly caution that such spending will likely have a detrimental effect on the Authority’s
ability to complete the M-B segment on schedule.

Table 4. Significant Costs Were Omitted From the Reduced-Scope M-B Estimate (In Millions)

Total
Authority Reported M-B Cost Estimate (Reduced Scope) $35,662
Additional Contingency Per FTA Default Levels $1,200
Interest Costs Associated with Potential Financing Scenarios $3,600-$6,600
Shared-Benefit Costs $816
Agreement with the City of Shafter Scope! $1,700
Total Cost Estimate $42,278-$45,278

Source: Analysis of 2026 Business Plan and cost estimate documentation.

'As of July 2026, the Authority has not reached a final agreement and continues negotiations with the City of Shafter.

2|n total, the Authority has excluded $11.13 billion in shared-benefit costs from the Phase 1 cost estimate, a figure that includes
the $816 million for the M-B segment.
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The Business Plan Does Little to Explain the $11 Billion Difference Between the SB 198 Estimate
and the SPUR Estimate

As described above, the Authority added to the final business plan a cost estimate it asserts complies with
SB 198. Our review found that the SB 198 estimate includes assumptions that align with the general
requirements contained in state law: specifically, dual-track configuration for the M-B segment and
downtown stations in Merced and Bakersfield. While SB 198 does not specifically require the Bakersfield
station to be situated downtown, it does define the M-B segment as a 171-mile electrified dual track
segment, which is calculated based on a downtown location. Table 5 illustrates the significant variance in
cost between the SB 198 estimate and the SPUR estimate, including stripped costs, escalation, and
contingency. As indicated in Table 5, the difference in the cost estimates is approximately $11 billion, $7
billion of which stems from an increase in the stripped cost estimate. While contingency was approximately
the same percentage between the two estimates, escalation doubled for the SB 198 estimate because of a
longer schedule for completing the full SB 198 scope; we discuss our concerns about the comparability of
the schedules later in this report.

Table 5. Cost Estimates for the M-B Segment Increased From 2025 SPUR to SB 198 (In Millions)

2025 SPUR SB 198 Increase/ % Increase/
Decrease Decrease

Stripped Cost $29,802 $36,747 $6,945 23%
Escalation $1,268 $2,896 $1,628 4%
% Added for Escalation’ 4% 8%

Contingency $5,681 $8,012 $2,331 2%
% Added for Contingency? 18% 20%

Total® $36,750 $47,654 $10,904 30%

Source: The Authority’s cost estimate data for its 2025 SPUR and 2026 Business Plan.

' This percentage is derived by dividing the amount of escalation by the amount of stripped cost.

2This percentage is derived by dividing the amount of contingency by the amount of stripped cost combined with
escalation.

3 Total may differ due to rounding.

While the SB 198 estimate is higher than the SPUR estimate because of the increased scope, our review
revealed certain elements of the SB 198 estimate that were not included in the SPUR estimate and
therefore may give a false impression of the magnitude of the cost increase. For example, we found that
the SB 198 estimate assumes full station build out costs, reflecting larger station footprints sized to
accommodate the system’s expected demand at Phase 1 completion from San Francisco to Anaheim. In
contrast, the SPUR estimate included lower capital costs through streamlined station buildouts. This
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difference in scope accounts for more than a $1 billion increase in the SB 198 estimate and is not entirely
attributable to SB 198’s definition of the M-B segment.

Additionally, Bakersfield extension civil costs increased by more than $2 billion in comparison to the SPUR
cost estimate. This increase includes an estimated $1.7 billion to construct the structure agreed to in the
2018 settlement with the City of Shafter that, as we discussed above, was omitted not only from the SPUR
estimate but also the reduced-scope estimate published in the final business plan. Because the Authority
did not include this scope in its other estimates, its inclusion here makes the SB 198 cost estimate appear
even higher compared to the reduced-scope option the Authority presents as its preferred approach.

Consequential decisions will need to be made by stakeholders about the project scope, but the business
plan does not adequately communicate the various scope changes and cost increases, making it
challenging for stakeholders to compare the estimates and make informed decisions. Notwithstanding our
concerns about some of the costs included in the SB 198 estimate, pursuing an M-B segment as specified
in law would likely require the State to identify significant additional funding to cover the costs of both tracks
and the full 171-mile alignment. As with the differences between the reduced-scope estimate and the
SPUR, the business plan does not provide a breakdown to account for the core increases between the total
SB 198 estimate of $47.7 billion and the 2025 SPUR estimate of $36.7 billion. Further, the Authority located
the SB 198 estimate within a separate appendix from the reduced-scope estimate, and there is minimal
discussion of the estimate within the business plan and the accompanying technical documentation.

The Business Plan Does Not Explain Why the M-B Schedule Has Slipped by Almost a Year

Between the release of the SPUR schedule in August 2025 and the publication of the draft business plan in
March 2026, the M-B schedule slipped by nine months. Despite this significant schedule change, the
business plan does not include a meaningful explanation of the causes for this slippage, saying only that
the additional time accounts for “optimization and pending policy changes.” Our review determined that the
Authority’s decisions to pursue the M-B segment scope changes discussed above were the drivers of the
projected delay, as opposed to external factors. These decisions also resulted in the extension of the
schedule’s envelope from 2031-2033 to 2032-2034. However, even the new 2034 end point is likely
insufficient because the Authority continues to base its schedule on optimistic assumptions, including
assumptions about legislative actions proposed by the Authority that have yet to be adopted. In contrast,
the schedule that the business plan presents for the SB 198 scope of the M-B segment includes more
conservative assumptions and shows a much later end date, limiting the two options’ comparability.

New Delays Stem From the Authority’s Changes to the M-B Segment Scope

We compared the M-B schedule the Authority presented in Exhibit D.0 of the business plan to its internal
schedule documents and found that the two were generally aligned. However, the completion date for the
M-B segment has been delayed by almost a year compared to the schedule the Authority published in
August 2025. The target completion date presented in the business plan and in the underlying schedule
documentation is September 2032, about nine months later than the December 2031 date presented in the
2025 SPUR. Thus, in the short time between August 2025 and March 2026, the project schedule slipped
nine months, despite the fact that the new schedule is based on a reduced project scope.
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With that kind of schedule slippage over a short period of time, a project stakeholder should expect the
business plan to clearly discuss the underlying causes. However, the plan only states that the extension of
the schedule “accounts for additional time for optimization and pending policy changes” and does not
provide any meaningful details about what pushed the project off schedule, whether those causes were
avoidable, or what must be done to prevent those specific causes from recurring.

When we asked Authority staff to explain the statement in the business plan, they indicated that scope
changes were a major cause of schedule delay. Specifically, the Authority’s decision to change the scope
of the M-B segment meant that they must update preliminary design work that had previously been
completed. The Authority has also changed its procurement strategy, which has contributed to delaying the
timeline for entering the contracts for final design and construction of the extensions but has not
significantly affected the timeline for completing those scopes of work once under contract.

Alterations to design not only added time to the schedule directly, but also present risks to the timely
launching of procurements, which could in turn threaten the overall schedule. In addition, some changes
will require new agreements between the Authority and cities affected by the design changes, such as
Merced and Shafter. The business plan’s scheduled completion date assumes that these third parties will
quickly agree to design changes. If they do not, the schedule could be further delayed. For the Merced and
Bakersfield extensions, the procurements were scheduled to begin in May and June 2026 respectively and
are on the schedule’s critical path, meaning delay to those activities could delay the M-B schedule overall.
To date, the Authority released its solicitation for the Merced procurement in July, which is only a slight
delay that the Authority may be able to mitigate to maintain its schedule to award a contract by December
2026. However, the Authority has not released the Bakersfield procurement. As of mid-July 2026, the
Authority’s procurement website showed that the Bakersfield solicitation would begin in Q3 or Q4 of 2026,
indicating the expectation that this procurement may be delayed compared to the schedule it published in
early June as part of the final business plan.

The risk that the timing of the Bakersfield procurement poses to the M-B schedule is heightened because
the Authority has made optimistic assumptions that it will quickly reach agreements necessary to move
forward with the associated scope of work. During our review, the Authority shared that its timeline for the
Bakersfield procurement assumed that by June 2026 the City of Shafter would agree to the new design,
instead of the former design from 2018. However, the Authority’s efforts to obtain the city’s agreement to
the new design have been ongoing since late 2025, and the revised Bakersfield procurement timeline on
the Authority’s website suggest those efforts may not conclude until several months later than the business
plan schedule indicates. Without a clear disclosure that the new delays are the result of specific strategies
being adopted by the Authority, and a more complete picture of the possible downstream effects of those
changes, the business plan denies those charged with project oversight the opportunity to evaluate and
opine on the relative benefits and costs of those strategies.

The Business Plan Does Not Clearly State the Schedule Envelope for the M-B Segment Has Shifted
One Year Out

Because the baseline M-B completion date is delayed, the corresponding schedule envelope has also
shifted from 2031-2033 to 2032-2034, as Figure 1 shows. However, the Authority continued to reference
the outdated schedule envelope in its business plan, even as it built optimistic assumptions into its new
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schedule envelope. Federal guidance indicates that project schedules should add an envelope of time to
account for risk and uncertainty by conducting two operations. The first operation is to calculate a
completion date that represents 125% of the remaining baseline schedule time in a project as of the time
the calculation is performed. The second operation is to conduct quantitative schedule risk analysis
(schedule risk analysis) to find a completion date with a 65% probability or confidence level (P65) of being
met—and then adopting as the end of the schedule envelope whichever date is later. The Authority
identified a 125% contingency date, which we verified was accurate, and conducted a schedule risk
analysis that showed a P65 contingency date of September 2034. The P65 contingency date was the latter
of the two and the Authority appropriately adopted it as the new end of the M-B schedule envelope.

Figure 1: The M-B Baseline Completion Date Is Delayed, and the Schedule Envelope Has Pushed
Out to 2034
December 2031 December 2033

v

2025 SPUR Schedule Baseline Schedule Contingency
24 months

September 2032  September 2034

\4 V

2026 Business Flan ol s e Contingency

Schedule 24 months

' Completion Date

v End of Schedule Envelope

Source: 2026 Business Plan, 2025 SPUR, and the Authority's schedule documentation and schedule
risk analysis documentation.

However, the business plan does not make sufficiently clear that the schedule envelope is driven out by the
baseline delays we discuss above, nor that the envelope now extends to 2034. The plan includes a
footnote in the schedule appendix describing that a schedule risk analysis recommended a 24-month
contingency, which the Authority adopted. Nonetheless, the schedule envelope is not shown in the graphic
schedule exhibit or included in the discussion of the M-B schedule in the CEQ’s letter of introduction to the
plan, nor is it stated in the chapter on the development of the system. Instead, the CEO’s letter describes
keeping the project on pace for completion of the M-B segment in 2032-2033—thereby referencing the
now-outdated schedule envelope. In discussing the updated M-B completion date specifically, the chapter
on system development states that the delivery of the system remains within the Authority’s schedule
envelope but does not state that the schedule envelope has been updated to 2032-2034. Because the
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information about schedule contingency is inconsistent, the business plan could mislead stakeholders
about schedule risk for the M-B segment, which is now statistically more likely to extend into 2034.

Nevertheless, even the new 2032-2034 schedule envelope might be insufficient because the Authority
continues to assume legislative changes to improve the conditions of the project will occur almost
immediately. The FTA’s guidance indicates that a schedule risk analysis should use an unmitigated
baseline schedule as its basis to reliably assess the potential impacts of identified threats and opportunities
on a target completion date. However, the business plan discloses that the Authority’s risk analysis
assumes legislative actions will be taken and therefore distorts the statistical output of the analysis and the
corresponding envelope date. The Authority previously took this approach when it conducted a schedule
risk analysis for the 2025 SPUR. In our review of that report, we warned that the Authority’s choice to make
optimistic assumptions would likely result in an underestimation of the amount of schedule contingency
needed.

Despite our concerns, the Authority’s newest schedule and envelope continue to make overly optimistic
assumptions and do not fully consider the impacts if those assumptions fail to become reality. For example,
the Authority assumes that timely implementation of legislative actions will occur to support the Authority’s
ability to acquire right-of-way parcels on schedule. Accordingly, the business plan’s baseline M-B schedule
uses a general assumption that acquisition of right of way will be completed by June 2027, even though its
internal forecasts include later dates that indicate that right-of-way acquisition will not be complete until
2029. Then, in its schedule risk analysis, the Authority models the impact of right-of-way risks on the 2027
completion date, not the 2029 completion date. This approach does not provide accurate information about
how right-of-way risks are likely to affect the M-B schedule under current conditions. Because the
Authority’s analysis is not based on the most realistic information available, and because its optimistic
assumptions relate to legislative actions that are not in its control, we believe its newly established
schedule envelope is likely insufficient to achieve the standard P65 level of confidence.

Finally, the schedule we reviewed is based on the reduced M-B segment scope preferred by the Authority,
not on the scope defined in state law. As with the above discussion about cost estimates, we expressed
this concern about the schedule in the draft business plan, and subsequently the final business plan also
included a version of the schedule for the SB 198 scope in Exhibit C.2 of the business plan. However, the
Authority did not use its standard process to develop that schedule, and the results are not supported by
underlying internal schedule documentation. The Authority explained that it created the Exhibit C.2
schedule by modeling additions to its current baseline schedule to provide a “what-if scenario” for analysis.
The modeling included additions to comply with state law, such as time to complete a double-track
configuration of the required 171 miles of the segment. Separate from those elements, the modeling made
other additions, some of which reflect more conservative assumptions than those used in the reduced-
scope schedule. For example, the modeling for Exhibit C.2 assumed that acquisition of right of way for the
extensions would occur as forecast by 2029 or later, not by 2027 as the baseline schedule assumes.
Because the Exhibit C.2 schedule was developed using a different process and more conservative
assumptions than the M-B schedule that the Authority provided in the 2025 SPUR, a direct comparison
between the two could mislead stakeholders into believing that the relative schedule for the full scope is
drastically longer than the reduced-scope option. As with the business plan’s presentation of various cost
estimates, these issues inhibit the ability of those charged with oversight to consider informed, comparable
tradeoffs for the project’s scope and future.
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The Authority has Little Time for Delay in Determining a Financing Strategy That Will Add Billions to
the M-B Cost Estimate

The business plan states that the Authority will be unable to maintain its planned schedule for the M-B
segment given the funding currently available to it. To meet the schedule and avoid costly delays, it will
need to use financing to advance future Cap-and-Invest revenue to cover planned costs. However, the
business plan does not sufficiently emphasize that the Authority will exhaust its current funding resources
as soon as December 2027 if it does not secure financing. In addition, while the business plan describes
some of the cost implications of different financing solutions, which we discuss further in this section, the
Authority did not include the potential cost of financing in its M-B cost estimate. The lower-cost financing
solution could add up to $3.6 billion and potentially more for higher-cost solutions.

The Authority Needs to Secure Financing by December 2027 to Keep its Planned Schedule

The Authority correctly notes in the business plan that if it is unable to secure financing it will not be able to
maintain its expected schedule for the reduced-scope segment because it will have a cash flow issue. The
$39.3 billion in available funding identified in the business plan includes a fixed annual appropriation of $1
billion from Cap-and-Invest revenue, currently authorized through 2045. The Authority expects that this
amount will ultimately be sufficient to cover the $35.7 billion needed for the reduced-scope M-B segment,
but it must be able to advance funds through financing so that funding is available to pay expenses when
they are incurred during peak years of construction.

In our initial review of the draft business plan, we described to the Authority our concern that the draft did
not identify the date at which insufficient funding would slow or halt construction. We asked the Authority for
analysis of expected spending and expected funding availability for the M-B segment. The Authority
produced a schedule showing when it would need funds on hand to be available to meet the construction
schedule in the business plan. The schedule showed that the Authority will run out of funding as soon as
December 2027 without financing and will need an additional $2.2 billion for the remainder of fiscal year
2027-28 to cover planned expenditures. Our office also conducted a separate analysis of the timing of the
Authority’s financing needs; the results of that analysis are consistent with the Authority’s timing estimate.
In total, the Authority expects it will need to finance up to $9.5 billion dollars between the five fiscal years of
2027-28 through 2031-32. Table 6 describes the amounts of the funding gaps that the Authority will need to
finance in those years by comparing the funds it expects to have on hand and the expenditures it plans to
make to meet the construction schedule.
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Table 6. Annual Funding Gaps the Authority Faces (In Millions)

Fiscal Year Identified Funding Planned Expenditures Funding Gap
According to Schedule

2027-28 $1,524 $3,722 $2,198
2028-29 $1,000 $3,655 $2,655
2029-30 $1,000 $3,344 $2,344
2030-31 $1,000 $2,583 $1,583
2031-32 $1,000 $1,776 $776
Totals $5,524 $15,130 $9,556

Source: Authority cash flow planning document.

In response to our concerns with the draft business plan, the Authority added Exhibit C.1 to page 62 of the
final business plan, which compares expected expenditures with available cumulative funding over time.
Exhibit C.1 demonstrates the possible delays the Authority may experience if it is unable to finance Cap-
and-Invest revenues and thus decides to perform the Merced and Bakersfield extensions sequentially. In
this scenario, if the Authority is limited to spending its $1 billion annual Cap-and-Invest allocation without
financing, it would need to push the start of construction for the Merced extension out seven years to fiscal
year 2032-33, and the Bakersfield extension 13 years to fiscal year 2038-39, thereby providing time to
accumulate sufficient funding via the annual Cap-and-Invest revenue. However, because escalation will
have a greater effect on costs the later those costs occur, and because the Authority’s escalation rate is a
prediction rather than a certainty, extending the schedule also increases the risk that higher-than-
anticipated inflation will significantly increase the ultimate costs of a “pay go” approach as depicted in the
exhibit.

The Authority states in the plan that different types of financing solutions are being considered for solving
the cash flow timing issue so that funding is available when it is needed to pay for peak years of
construction. Specifically, the business plan describes the following options: borrowing from internal State
resources, public sector revenue backed borrowing (revenue bonds), and private sector financing.
Exploration of specific financing mechanisms is a positive step, but because the Authority might run out of
funding as soon as December 2027, and the financing strategy the Authority uses has the potential to
significantly affect the amount of interest it will need to repay, the Authority and state lawmakers have little
time for delay in deciding upon a strategy and implementing it.

The Authority acknowledges in the business plan that, should it pursue financing through revenue bonds,
certain elements must be in place before such bonds can be issued. Specifically, the Authority indicated it
would need non-impairment language in state law to give potential investors greater assurance that the
Authority’s share of Cap-and-Invest revenue will not be impacted by future legislation. The Authority would
also need an opinion from the California Attorney General that describes that the Authority is eligible to use
revenue bonds. While the business plan includes a discussion of these elements in Appendix K, it does not
convey the urgency with which these parties must act to decide on a strategy and secure financing.
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Addressing the Authority’s Cash Flow Needs Will Add Billions to the Business Plan’s Cost Estimate

Regardless of which financing option the Authority ultimately pursues, it will need to pay interest costs on
that financing; however, these costs are not included in the business plan’s M-B cost estimate. Table 7
shows the potential interest rates and financing costs that might occur under each financing scenario. The
Authority has pointed to the $590 million loan the State made to Bay Area transit agencies that was
secured in early 2026 as a precedent for a direct state loan to fill a temporary funding gap. When we
reviewed the support for these financing scenarios, we confirmed that the assumed interest rates were
based on current and historic interest rates offered for similar financing for public projects. Any of the
scenarios discussed in the business plan add billions to the M-B estimate, but the Authority stated it did not
include potential interest costs in the estimate because it is too soon to know how much it will need to
borrow and when, or what interest rates it will pay. While the financing options the Authority will be able to
use and the resulting interest rates are not yet certain, the business plan indicates that the Authority could
need $3.6 billion to pay financing costs for an internal state loan, which is the same amount as the surplus
between its identified funding and M-B cost estimate. Because this is the best-case scenario presented in
the plan, including that amount in the M-B cost estimate would give a more accurate impression of what the
Authority estimates it will need to pay to maintain its planned schedule.

Table 7. Potential Financing Costs Differ Significantly

Financing Scenario Interest Resulting Cost of Financing Maximum Additional

Rate Revenue Needed!
Internal State Loan 2-3% Up to $3.6 billion $0
Revenue Bonds 4-6% $4.5 - $6 billion $2.3 billion
Private Sector or P3 5-7% $5.3 - $6.6 billion $3 billion
Financing

Source: Authority models of financing scenarios and 2026 Business Plan.

The interest rates for revenue bonds and private sector financing were predicated on an assumption that the
Authority finds additional revenues it has not currently identified. Should the Authority not find additional revenue, it
would result in higher financing costs to maintain the schedule.

The Authority should have disclosed in the business plan that the more expensive financing scenarios
would require additional sources of revenue beyond Cap-and-Invest. As the information in the table makes
clear, the Authority’s potential cost of debt for the more expensive financing options—up to $6.6 billion for
private sector financing and up to $6 billion for public sector financing—would require as much as $3 billion
in new revenue beyond that expected from Cap-and-Invest, which the Authority has not yet identified or
secured.

770 L Street, Suite 920, Sacramento, CA 95814 « T: (916) 908-0893 16



The Authority’s Business Plan Is Missing Some Required Information

The final business plan incorporated additional information that was not in the draft version and, in so
doing, substantially improved the statutory completeness of the plan. During our review of the draft
business plan, we pointed out that the plan failed to fulfill many requirements in state law because it was
based on an M-B segment that differed from the scope defined by SB 198. As a result of these and other
additions, the final business plan meets most requirements in state law. We describe our assessments of
those requirements in Appendix A.

Nonetheless, the final business plan still does not fully address some statutory requirements that would
have strengthened the report, particularly requirements established in the recently enacted Assembly Bill
377 (AB 377). AB 377 requires the Authority to submit, by May 1, 2026, a funding plan that includes an
updated estimate of the funding gap for completing the M-B segment and a strategy for addressing the gap.
In the business plan, the Authority estimated costs for both a reduced scope as well as a scope that the
Authority asserts is compliant with SB 198. Although the business plan describes a funding plan for the
reduced-scope estimate, it does not include a funding plan for the SB 198 estimate as required by AB 377.
The business plan identifies $39.3 billion in available funding for the M-B segment, and the Authority
describes its intent to fund and build the reduced-scope version of the project. Besides noting that it may
leverage future revenue to fund and complete the full buildout of the SB 198 scope, the business plan does
not include a funding plan that addresses the $8.4 billion gap between identified funding and the estimated
cost of the larger scope that the Authority asserts is compliant with SB 198. Due to this limitation, the
Authority did not meet these funding plan requirements. Table 8 lists the AB 377 requirements and our
conclusion that the Authority did not meet any of them.

In addition to the AB 377 requirements discussed above, there were other areas where the business plan
remained incomplete, thus limiting the plan’s value to stakeholders. For example, state law requires the
Authority to provide a schedule related to the delivery of additional milestones required for the completion
of the M-B segment, which would include procurement milestones as fundamental steps necessary to
completing the segment. In its discussion of anticipated milestones, the business plan shares that the
Authority has developed a procurement schedule to keep the project on pace for completing the M-B
segment. However, the business plan does not include that procurement schedule. Instead, it lists some
timeline information for a selection of procurements and then provides a link to the procurement schedule
on the Authority’s website. The selection of timeline information in the business plan is generally limited to
milestones for soliciting contracts that are anticipated in 2026. It does not include the milestones to award
those contracts once solicited, and it does not include the milestones to solicit and award contracts for
three of the four stations—Kings-Tulare, Merced, and Bakersfield—that are necessary to complete the M-B
segment.

Beyond the business plan’s minimal content, the very nature of the Authority’s approach to providing
procurement information limits stakeholders’ ability to use the business plan to track project progress and
adherence to schedule. Specifically, omitting a point-in-time procurement schedule from the business plan
in favor of solely an online version that can be changed or amended at any time significantly limits any
user’s ability to identify delays unless changes to that online version are clearly marked and memorialized.
Earlier in this report we discussed the requirement for presenting cost estimates in a manner that can be
comparable across reports to enable stakeholders to identify changes and determine their causes. In a
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similar way, a procurement schedule that is memorialized in the business plan and is comparable to
information on a subsequently updated website (as well as future annual reports) would allow stakeholders
to easily monitor whether procurements progress as planned.

Table 8. Summary of Statutory Requirements per Public Utilities Code §185033.8 (AB 377 Requirements)

Requirements Requirement
Met
(a)(1) A detailed funding plan for the M-B segment that includes an updated estimate of the No'
funding gap for completing the segment
(a)(2)(A-D) A strategy for addressing the funding gap that includes all of the following: No

e Anitemized list of anticipated funds by source.

o Atimeline describing when each source of funds must be received in order to meet the
Authority’s schedule for segment completion.

e The estimated project delays that would result if any funding source fails to materialize.2

o Adiscussion of how work could be resequenced to minimize these delays.

e Anassessment of the likelihood that each proposed source of funding will materialize,
including the identification of any major risks for obtaining the funding and a plan for
mitigating those risks.

(a)(3) Options for initiating service on the 119-mile dual track segment and the estimated No?
schedule and costs associated with the service.

Source: State law and analysis of the 2026 Business Plan.

The funding plan does not fully address the statutorily defined M-B segment nor does it quantify the funding gap for
that segment. However, based on information in the narrative of the plan about the segment’s estimated cost ($47.7
billion) and the existing funding ($39.3 billion), it would be at least $8.4 billion, without accounting for the cost of any
necessary financing.

2The business plan describes a decade of delay for the reduced-scope M-B segment if financing is not possible.
3The business plan states the Authority’s position that initiating service on the 119-mile segment is not a feasible
option and provides no schedule or cost estimate for doing so.

To give stakeholders additional information for monitoring procurement progress, we include the following
table which shows procurement milestones that have not yet been achieved. The table focuses on major
scopes of work shown in the business plan’s Exhibit D.0, which shows the M-B schedule. The table
includes two additional procurements—for clean energy development and architectural and engineering
services to be awarded on an “indefinite delivery, indefinite quantity” or as-needed basis—that are not
shown in that exhibit but are critical to advancing the project. Comparison of Table 9 and the Authority’s
procurement website as of June 2026 showed detail demonstrating the condition we described above in
our discussion of procurements—that the procurement of civil design and construction services was
advancing as planned for the Merced extension but not for the Bakersfield extension. Specifically, the table
shows that the milestone for Board approval to solicit contracts for both those scopes of work was Q2 2026.
The Authority’s Board approved the Merced solicitation to be released in July 2026, shortly following the
approval milestone, but the Bakersfield solicitation is not set to be released until Q3 or Q4 2026. The
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expected award date for Bakersfield on the procurement website is similarly delayed from Q4 2026 into Q1
or Q2 2027, increasing the risk of delay to the Authority’s schedule for completing the M-B segment.

Table 9. Some Procurement Milestones for Completing the M-B Segment Are Not Listed in the Business

Plan

Procurements Needed For the M-B Segment Procurement | Milestone Date Listed as
Milestone! as Scheduled | Milestone in the
Business Plan
Merced Extension Civil Design & Construction Solicit Q2 2026 Yes
Award Q4 2026 No
Merced Station Design & Construction Solicit Q2 2027 No
Award Q4 2027 No
Fresno Station Design & Construction Solicit Q4 2026 Yes
Award Q3 2027 No
Kings-Tulare Station Design & Construction Solicit Q4 2026 No
Award Q3 2027 No
Bakersfield Extension Civil Design & Construction Solicit Q2 2026 Yes
Award Q4 2026 No
Bakersfield Station Design & Construction Solicit Q2 2027 No
Award Q4 2027 No
Trainsets Award Q12026 No
Rail Facility Solicit Q4 2026 Yes?
Award Q2 2027 No
Clean Energy Solicit Q2 2026 Yes
Award Q4 2026 No
Architectural and Engineering IDIQ Award Q3 2026 No

Source: Analysis of the 2026 Business Plan and the Authority’s procurement milestone information in underlying
support for the plan.

"Milestones presented are for Board approval of solicitations and awards and come from the Authority’s underlying
documentation, which varied slightly from the business plan information in some cases. For example, the Merced and
Bakersfield extension civil design and construction solicitations had a Q2 2026 date for Board approval in supporting
documentation and a Q3 2026 timeline to release the solicitation in the business plan.

2Milestones listed in the business plan for the operations control center and maintenance facility are part of the rail
facility procurement.

The Authority has failed to fully implement most of the recommendations we have previously made
regarding the transparency and usefulness of the business plan. The OIG-HSR has historically provided
the Authority with recommendations, shown in Appendix B, that, if implemented, would enhance the quality
of the business plan and provide state lawmakers and stakeholders with the information necessary to make
key decisions. For instance, if the Authority had resolved our past recommendation related to providing
procurement information, the business plan would already have included the information we provide in
Table 9. The Authority has only fully implemented two of our recommendations, as seen in Table B.1. For
example, the Authority published information about the feasibility of loans and associated interest costs,
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providing stakeholders with information about pursuing such options. Going forward, the Authority should
more fully address our recommendations to ensure that it gives lawmakers the best possible information for
providing effective oversight and making critical decisions about the project, including decisions that could
change the scope of the M-B segment and the financial tools the Authority has to build the high-speed rail
system.

The Authority’s Approach to Annual Reporting Has Limited Transparency about Strategic Decisions
that Need Oversight

The Authority’s incomplete and late annual reporting has limited transparency about the project and
impeded oversight. The Authority must provide required annual reports that completely address statutorily
required content in a timely manner. However, its recent annual reporting has been incomplete and late
with respect to required elements of information and dates in state law. As a result, transparency about
project plans—and its status—has been insufficient, and neither decisionmakers nor members of the public
have had the full benefit of opportunities that the law provides to oversee and comment on the project.

Since 2023, the Authority has been required to provide specified information about the M-B segment, as
state law defines it, on a schedule established in state law. Specifically, the Authority shall provide a project
update report approved by the board to the Legislature on or before March 1st every odd-numbered year
and shall prepare, publish, adopt, and submit to the Legislature a business plan not later than May 1st every
even-numbered year. Additionally, the Authority must publish a draft for public review and comment at least
60 days before publication of the final business plan. The requirements and deadlines for the Authority’s
annual reports create opportunities for legislative oversight and for public review and comment on plans for
the project.

The Authority’s recent annual reporting has been incomplete and late. For the business plan specifically, at
the end of February 2026 the Authority released a draft that did not include most of the required
information. Most notably, the draft business plan did not address the statutorily defined M-B segment
scope but instead presented cost, schedule, and other key information for a reduced scope that the
Authority unilaterally decided would be preferable to pursue. The quality and reliability of the draft business
plan was also called into question by a nearly $1 billion error in the cost estimate it provided for the M-B
segment. Although the Authority made revisions to correct that error and include more required information
in the final business plan, the revisions added statutorily required information about the M-B segment to
appendices that lacked the contextual discussion afforded to the Authority’s preferred options. For the
reasons discussed throughout this report, those revisions fell short of full transparency about the project
and were provided a month after the statutory deadline for finalizing the plan.

Because of the timing of the Authority’s process, the OIG-HSR had minimal opportunity to provide feedback
that could have improved the substance of the business plan. We requested a draft at the end of January.
During February the Authority provided our office with in-progress draft material that did not include
appendices on required cost and schedule information and had placeholders for many key dates and
figures. The Authority did not provide us an updated version with appendices added and placeholders
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addressed until February 28, the same day it published the draft for public comment. As a result, the OIG
had limited ability to assess the completeness of the draft while the Authority was still preparing it—an
approach we would prefer because it would allow the Authority to use our assessment to enhance the
quality of the information that it gives to decisionmakers and the public. For example, we collaborated with
the Authority to use this superior approach to review the 2024 Business Plan, and in response to our
assessment the Authority added elements required by state law, such as specific costs related to the
acquisition of right-of-way for the Merced and Bakersfield extensions and actual capital expenditures to
date for various cost elements of the project.

Because of the deficiencies in the Authority’s approach to the 2026 Business Plan in particular,
stakeholders did not have many elements of required information during key opportunities to review the
project. In March and April 2026, the Assembly and Senate transportation committees, respectively, met to
provide oversight and obtain information about the project, but they could not consider all required
information because the Authority’s draft business plan was substantially incomplete regarding the M-B
segment cost, schedule, and funding plan. The incomplete reports affected the public as well by limiting
their access to information about the project during the period that state law gives the public an opportunity
to review and provide input. Members of the public had ample time to review the incomplete draft business
plan but only a few days to review and comment on the M-B cost estimate and other elements of required
information, which the Authority shared in the revised plan shortly before the Board adopted it as final on
June 1, 2026.

The Authority’s approach to recent annual reporting has also had the effect of essentially implementing
strategic decisions about the project scope without providing stakeholders the opportunity to provide
oversight that the reporting schedule in state law and the sequencing of related legislative hearings are
intended to facilitate. The Authority did not identify M-B segment cost increases and schedule delays
openly in the annual reports in a way that would have enabled legislators to make informed decisions about
how best to solve those problems. As we have described throughout this report, the Authority—driven by
costs exceeding available funding and significant risks to schedule—decided to revise the scope of the M-B
segment from that which decision makers had agreed to and established in law.

Nowhere in the 2025 or 2026 annual reports did the Authority candidly explain that the M-B segment cost
and schedule would exceed the allocated funding and planned timeframe. Instead, the Authority reported
cost and schedule estimates for a reduced scope, relying on overly optimistic assumptions, as though it
had effectively managed both cost and schedule. In choosing this approach that did not comply with state
law, the Authority obscured basic facts about the project from the public, hindered lawmakers’ ability to
provide effective oversight of the project, and created obstacles to achieving changes it seeks that require
stakeholder agreement and legislative action. To achieve the intended benefits of future opportunities to
engage with state lawmakers and the public, the Authority must improve its reporting process so that it
delivers required information, on time, and in a manner that supports informed oversight and discussion.

To make this improvement, the Authority must be subject to effective controls that govern its annual report
process and which also emphasize accuracy and transparency in that reporting. Because the Authority has
thus far not demonstrated a willingness to establish and reinforce this type of process, we are directing
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recommendations to the Authority’s Board of Directors in hopes that the Board’s oversight can help
generate the type of fundamental change that needs to occur in the Authority’s approach to its annual
reports.

Recommendations

To ensure that the Authority provides complete and timely business plans and project update reports
(annual reports) for project stakeholders, the Board of Directors should adopt, and reinforce compliance
with, a policy governing the Authority’s development, review, and issuance of annual reports that includes
the following requirements:

« Authority management should establish and follow timelines for preparing annual reports that allow
adequate time for preparation and review.

« Authority staff must draft each report so that it is accurate, transparent, and fuffills all requirements
in state law. In so doing, staff shall provide an analysis that documents how the draft fulfills all
reporting requirements by identifying the specific references in the draft report where those
requirements are fulfilled. The analysis shall be reviewed and approved by legal counsel.

o Toenable OIG-HSR to provide feedback to improve the draft before publishing, Authority staff
must provide the OIG-HSR a complete draft of the annual report for review and comment at least
one month before statutory deadlines for issuance of draft and final reports.

o The Board at a public meeting shall consider and discuss input provided by project stakeholders
and the OIG-HSR. Based on the discussion, it should direct staff to make any revisions deemed
necessary before it adopts the annual report.
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Appendices

The tables below summarize the results of our assessment of the final 2026 Business Plan’s completeness
with respect to statutorily required information. Previously we determined that the draft business plan was
missing a significant proportion of the required elements, many of which related to the absence of cost and
schedule information for a project scope consistent with that in SB 198. Overall, the final business plan
improved upon the completeness of the draft business plan. In instances when our determination is that the
requirement was not addressed or not fully addressed, we provide further explanation in footnotes.

Appendix A

Table A.1. Summary of Statutory Requirements per Public Utilities Code §185033 Requirement

Met

(b)(1) The business plan shall include, but need not be limited to, all of the following elements:

(A) A description of the type of service the Authority is developing and the proposed chronology Partially’
for the construction of the statewide high-speed rail system, and the estimated capital costs for
each segment or combination of segments.

(B) A forecast of the expected patronage, service levels, and operating and maintenance costs for
Phase 1 and by each segment or combination of segments for which a project level environmental Yes
analysis is being prepared. The forecast shall assume a high, medium, and low level of patronage
and a realistic operating planning scenario for each level of service.

(C) Alternative financial scenarios for different levels of service, based on the patronage forecast, Yes
and the operating break-even points for each alternative.
(D) The expected schedule for completing environmental review and initiating and completing Yes

construction for each segment or combination of segments of Phase 1.

(E) 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 level of
confidence for obtaining each type of funding.

Partially?

(F) Any written agreements with public or private entities to fund components of the high-speed Yes
rail system, including stations and terminals, and any impediments to the completion of the
system.

(G) Alternative public-private development strategies for the implementation of Phase 1. Yes

(H) A discussion of all reasonably foreseeable risks the project may encounter, and the Authority’s Yes
strategies, processes, or other actions it intends to utilize to manage those risks.

Source: Analysis of the 2026 Business Plan.

The project segment cost estimates exclude some shared-benefit costs that the Authority could incur if not funded
by other entities. The Authority has confirmed that it currently lacks formal agreements with these other entities to
fund those costs, so we assess the cost estimates portion of this requirement as incomplete.

2The business plan addresses each type of funds, but for local and private sources it does not provide an estimate or
state a level of confidence in those funds materializing. The Authority claimed to have added confidence levels for
local and private funds, but we did not identify any. The business plan shares estimates of amounts of shared
benefits cost, which the Authority may expect will be paid, in part, by local entities, but no confidence level is given.
For private funds, the business plan does not include an estimate or state a level of confidence.
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Requirements) Met

Table A.2. Summary of Statutory Requirements per Public Utilities Code §185033.7 (SB 198 Requirement

(b)(1)(A-G) Schedule related to the delivery of each of the following:

e 119-mile dual track segment from Madera to Poplar Avenue Yes
¢ Right-of-way, planning, and advance engineering for the Merced and Bakersfield extensions Yes
o Agreements between the Authority, the State, the San Joaquin Joint Powers Authority, and No'
the San Joaquin Regional Rail Commission related to the Merced extension and high-speed
rail operations
e Updated cost estimate related to the Merced and Bakersfield extensions Partially?
o  Funding plan for the M-B segment Partially?
o Additional milestones for completing the M-B segment Partially*
e Additional milestones for completing Phase 1 Yes
(c)(1) (A-E) Estimated and actual costs for the M-B segment, including but not limited to the following:
o  Civil works Partially?
¢ Right-of-way, acquisitions, utilities, and other third-party agreement costs Yes
o Rolling stock, interim use, and stations Yes
o Contract costs, including contingencies to cover change orders (estimates only) Yes
e Costs reported in a manner that can be comparable across reports No®
(c)(1)(F) Updates on progress achieving project milestones Yes
(¢)(1)(G) Funding commitments, sources, and spending beyond the M-B segment Yes

Source: Analysis of the 2026 Business Plan.

The business plan mentions the partnership the Authority is trying to pursue with the San Joaquin Joint Powers
Authority and states that agreements will be in place for operation. However, it does not provide details on when
these agreements would be pursued or the intended roles of each partner in planning, construction, and funding.
2The SB 198 M-B cost estimate is incomplete because it excludes the “shared benefit” cost for the Merced Extension,
the cost of financing, and the cost to complete SJJPA-related projects necessary to comply with SB 198.

3The business plan does not include a detailed funding plan for the statutorily defined M-B segment. See Table 8 for
an assessment of the funding plan that the business plan discusses.

“4The business plan does not provide milestones for obtaining third party agreements that are needed or a
comprehensive procurement schedule that stakeholders could compare to the Authority’s regularly updated
procurement website to assess whether the project is progressing as planned.

5Since the scope changes across reports, the meaning of certain activities changes between the business plan and
the SPUR. For example, the Merced and Bakersfield extensions are different between the business plan and the
SPUR, so comparison is indirect.

770 L Street, Suite 920, Sacramento, CA 95814 « T: (916) 908-0893 24




Appendix B

Certain items are “partially implemented” because the recommendation requires the Authority to consider
the statutory scope for the M-B segment rather than the reduced scope. We mark such activities with an
asterisk (*) to indicate that the reduced scope limited the full implementation of this item.

Table B.1. OIG Recommendations Status
Provide a description of the actions the Authority has taken, or needs to take, to secure Partially
financing to complete the M-B segment as scheduled, including the cost and timing of such Implemented*
financing.

Provide a description of the actions it has taken, or needs to take, to engage lawmakers to

put in place mitigations it has identified as critical to ensuring the schedule is achievable. Implemented
Provide a description of significant design changes that affect the cost estimate. Not Implemented!
Provide ridership and service planning information that includes the ACE rail line. Not Implemented?
Provide information on whether and when additional funds must be identified to keep the M-B Partially
segment on schedule. Implemented*
Update funding plan with information about when and how much funding it needs to meet the Partially
earliest and latest dates for completing the M-B segment according to the most current Implemented*

schedule envelope. To the extent the Authority includes funding dates that account for its
schedule contingency, it should disclose and explain those considerations.

Provide information about feasibility of loans, including the results of its consultations with Implemented?
federal lenders, anticipated timeframe, and interest costs for potential loan amounts and any
changes to the project's state funding necessary to qualify.

Conduct a risk analysis of the M-B schedule and publish the results, including the Authority’s Partially
confidence level in its target date for completing the M-B segment and how it determined the Implemented*
amount of contingency time added to establish an envelope for uncertainty and risk.

Present the new procurement timeline established by incorporating its reconsidered Partially
procurement strategy, along with a discussion of the likely impacts on the M-B schedule. Implemented*
Provide information on the implementation status of recommendations stemming from the Partially
independent review of its construction quality assurance and quality control processes. Implemented®

Source: Analysis of 2026 Business Plan.

The business plan includes overall cost estimates based on unspecified design changes. See Table 3 for the type of
information we recommend.

2The business plan states that this ridership connection is unlikely to materialize during the M-B segment’s
timeframe, and the technical supporting document on service planning demonstrates that ACE is not included.

3The business plan addresses the recommendation, except consultations with federal lenders. However, given the
current federal administration’s stance on the project, the value of consulting with federal lenders is likely limited.
“The business plan includes some procurement milestones for 2026 but does not provide a comprehensive
procurement timeline for completing the M-B segment or discuss schedule impacts of the reconsidered procurement
strategy.

5The business plan does not provide information specifically on the status of recommendations stemming from the
independent review.
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Gavin Newsom

@ CALIFORNIA
ngh_speed Rail Authorlty SECRETARY OF TRANSPORTATION

lan Choudri
CHIEF EXECUTIVE OFFICER

July 24, 2026

Jordan Wright

Deputy Inspector General
California State Auditor

621 Capitol Mall, Suite 1200
Sacramento, CA 95814

Dear Mr. Wright:

Thank you for the opportunity to provide a response to your draff report on the
California High-Speed Rail Authority’s (Authority) final 2026 Business Plan (Plan). We
appreciate the Office of the Inspector General (OIG) acknowledging that the
Authority’s final 2026 Business Plan improved the completeness of the Plan per statutory
requirements. Our goal in the 2026 Business Plan is to present the program clearly,
candidly, and in alignment with statutory requirements under Public Utilities Code
§§187030(b)(1) and 187038(q).

The report identifies several observations of concern about the accuracy and
completeness of the 2026 Business Plan. The Authority believes that some of the
concerns raised are more reflective of differences in interpretation rather than gaps in
information and our response offers additional insight into our approach to developing
the 2026 Business Plan.

Over the past eighteen months, the Authority has stepped back and reexamined the
path forward for delivering the nation’s first high-speed rail system. In that time, we
identified practical ways to adjust the program to meet available resources, improve
delivery, and create new opportunities for revenue and long-term funding. This has
allowed the Authority to look at the project differently—to phase the full buildout of the
system, sequence construction more effectively, reduce risk, apply global best
practices, and pursue funding approaches that support early operability while laying
the foundation for the full system.

Formal reports provide the Authority with an opportunity to propose alternative
approaches to the Legislature for implementing the high-speed rail system in addition
to providing statutorily required information. The OIG's review of the 2026 Business Plan
focuses largely on how statutory requirements could be better organized or presented,
rather than on whether the required information was provided. For instance, the OIG
draft report suggests that if we had structured the 2026 Business Plan differently—by
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presenting the full statutory requirements of SB 198 first, even though they cannot be
achieved in the near term, the 2026 Business Plan would appear more transparent.

We respectfully disagree with that interpretation. The 2026 Business Plan provides alll
required statutory information—and goes further by infroducing new commercialization
strategies—while offering a realistic delivery approach based on the fiscal realities
facing the project. Although the OIG asserts that critical cost and scope changes were
not communicated clearly, the Authority believes the information was presented with
sufficient detail for the OIG to accurately summarize those changes in Tables 1 and 2 of
its report. The 2026 Business Plan includes detailed maps, tables, and a comprehensive
Basis of Estimate package—seven separate reports—designed to make these cost and
scope changes fransparent and easy for readers to understand.

The 2026 Business Plan builds on prior reports by refining our analysis, updating cost and
schedule information, and giving stakeholders a clear picture of what can be achieved
today and what additional tools will be needed to meet statutory obligations. Our
approach does not replace or disregard the statutory requirements. Instead, we
recognize that delivering the full configuration will take time and additional funding,
and we believe it is important to communicate this in a way that supports informed
decision making. This approach reflects our responsibility to be transparent about
available resources, practical sequencing, and near-term opportunities to advance the
project while continuing to pursue the funding and policy actions required for full
buildout. To be clear, nothing in the 2026 Business Plan suggests the Authority is
abandoning the M-B configuration or a two-tfrack system.

We also acknowledge that the OIG's review focused heavily on completeness and
transparency under Public Utilities Code §§187030(b)(1) and 187038(a). The Authority
remains committed to communicating clearly and providing useful information to
decision makers and the public, and we appreciate the OIG’s candid feedback on
where future reports can be improved.

Transparency is essential, and we welcome every opportunity to strengthen how
information is presented. Thank you again for the opportunity to respond. We value the
clarity your review brings and look forward to continuing our work together as we
advance high-speed rail for California.

The Authority is providing the following responses to the OIG’s observations and
recommendations below:

OIG Observation: Despite Requirements in State Law, the Authority Published Cost
Estimates That Are Not Comparable to Prior Year Cost Estimates

The OIG noted that the 2026 Business Plan does not clearly outline the design and
scope changes that shaped each cost estimate. The presentation of estimates makes
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year-over-year comparison difficult and does not distinctly separate SB 198 defined
scope from reduced-scope concepts, limiting stakeholders’ ability to understand cost
drivers and evaluate options.

Authority Response

The Authority believes that it met the statutory requirement for this highlighted
observation within the 2026 Business Plan and provided the specific page references to
see the included information:

Costs reported in a manner that can be | Appendix B: Forecasts and | Pages 46 to 49
comparable across reports. Estimates, Appendix C: Risk | and 70-71

The Authority prepared side-by-side cost estimates for comparability throughout the
2026 Business Plan and accompanying Basis of Estimate. Side-by-side estimates
provided decision makers with figures and information that demonstrate financially
constrained and achievable M-B segment concepts.

The Authority has long used technical reports to provide the underlining assumptions
and processes for modeling work while providing outcomes in the main report. The Basis
of Estimate compliments the main report and provides the underlying details of scope,
quantity and estimate. In the prior 2024 Business Plan, the Authority described an initfial
single track for the 119-mile Central Valley Segment (CVS), and in the 2025 SPUR, the
Authority explored alternative concepts regarding Central Valley stations, so this has
been transparently identified to stakeholders in several prior reports.

Tables in the 2026 Business Plan also utilize the same scope elements as previous reports.
This aids in comparing estimates between reports. Additionally, the Basis of Estimate
contains multiple tables comparing to the 2025 SPUR and 2024 Business Plan at a level
of detail greater than that of any prior published Basis of Estimate.

We appreciate the OIG highlighting our strategy that reduces capital expenditures
(CAPEX), acknowledging that the Authority met its statutory obligations, and how the
OIG would prefer that cost estimate information be consolidated and presented
differently in future business plans. The Authority will strive to provide more consolidated
explanations of any future cost estimates and clearer explanations of scope changes.
For future business plans we will ensure that comparable estimates to SB-198 are more
prominent within the report and that readers understand the Basis of Estimate includes
additional detail that supplements the concepts in the main report.
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OIG Observation: The Authority’s Business Plan Reduces Overall Costs For the M-B
Segment by About $1 Billion from the 2025 SPUR by Significantly Changing the Project
Scope

The Authority should provide transparent explanation of scope changes, including
relocations of station sites, reduced mileage, and deferred construction. The Authority
should present cost impacts broken out by geographic section (e.g., Merced Extension,
Bakersfield Extension, 119-mile CVS) so stakeholders can understand where costs
decreased and where they increased. The Authority should distinguish between actual
efficiencies (same scope delivered at lower cost) and reductions resulting from
deferring or eliminating elements of SB 198 scope.

Authority Response

The Authority understands that cost savings were reported in summary covering both
efficiencies and scope adjustments. In future reports, the Authority can more clearly
arficulate how cost savings are achieved.

The 2026 Business Plan explains that M-B segment cost savings were related to rightsizing
and sequencing that differ from the statutory definition of M-B. The proposed
approach provides a realistic and transparent pathway to allow the Authority to initiate
an operational train service given existing funding constraints. The Authority has never
implied that it is abandoning its statutorily required downtown-to-downtown M-B
configuration or permanently abandoning a two-track configuration, rather the
Authority acknowledges that it will take longer to complete.

The Authority’s current Early Operating Segment (EOS) CAPEX estimate is $12 billion
lower than the estimated cost of the statutory SB 198 M-B segment. These savings are
achieved with efficiencies to deliver a fit-for-purpose EOS and include:

e Deferral of sections of second track that are not necessary for the EOS

e Reducing initial station footprints and preserving options for future expansion

e Updates to the design criteria manual resulting in further cost savings

o Direct procurement of materials resulting in both cost and schedule reductions

¢ Reducing length of the Merced and Bakersfield extensions resulting in a total 9-
mile reduction from 171 miles to 162 miles for the Merced to Bakersfield extension

e Implementation of all necessary policy and funding changes to accelerate
project delivery
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OIG Observation: Potentially Insufficient Contingency and the Exclusion of Certain Costs
Contribute to a Lower M-B Cost Estimate Than May Be Appropriate

The OIG observed that contingency amounts may be understated because adjusted
Federal Transit Administration (FTA) risk factors were used instead of defaults. They also
noted that certain cost elements—financing costs, shared benefit costs, and Shafter
settlement obligations—were excluded from the reduced scope estimate, limiting the
completeness of reported potential obligations.

Authority Response

The Authority believes that it met this statutory requirement for this highlighted
observation within the 2026 Business Plan and provided the specific page references to
see the included information:

Estimates of contfract costs, including Appendix B: Forecasts and | Pages 46 to 49
contingencies to cover change orders. | Estimates, Appendix C: Risk | and 70-71

The Authority appreciates the OIG's review, and we agree that contingency
development and cost completeness are critical elements of responsible megaproject
management. Legally, while CPUC Section 185033.7(c)(1)(C) requires contingencies to
be addressed, it does not prescribe a percentage or a mandated method for
determining them. In alignment with this statutory flexibility, the Authority carefully
applied FTA's top-down risk model and adjusted beta factors consistent with OP40
guidance using project-specific evidence such as design maturity, stabilized material
markets, and recent procurement results.

The Authority believes that direct use of default national factors would overstate
contfingency by overlooking current project conditions. Design advancement, schedule
effects, and updated market pricing are already incorporated into the 2026 Business
Plan base estimate, ensuring that contingency addresses remaining uncertainties rather
than compounding costs already embedded in the baseline estimate. For instance, the
Authority incorporated recent evidence from the rail materials procurement that has
resulted in actual costs being 30-40% below the original cost estimate, whereas use of a
default assumed cost would perpetuate an outdated assumption.

As it pertains to financing costs, the 2026 Business Plan intentionally separates capital
construction costs (CAPEX) from financing costs because they serve different purposes.
CAPEX reflects the direct cost to build each segment—the “"demand” side of project
delivery—based on engineering quantities, escalation, and segment-specific
confingencies. Financing costs represent the “supply” side of funding and depend
entirely on future policy decisions, including how much is borrowed, when borrowing
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occurs, and which mechanism is authorized. Combining these elements would obscure
true construction costs, reduce fransparency, weaken audit fraceability, and conflict
with statewide reporting norms. While financing is a real program-level cost, it should
not be built into segment-level CAPEX.

The Authority acknowledges that financing costs are part of the broader program
budget, but they should be reported separately from the specific project segments and
scenarios, which require their own discrete and transparent cost management.

OIG Observation: The Business Plan Does Little to Explain the $11 Billion Difference
Between the SB 198 Estimate and the SPUR Estimate

The OIG states that the 2026 Business Plan does not sufficiently clarify the $11 billion
difference between the SB 198 compliant estimate and the SPUR estimate. They
observed that increases resulting from full station buildout and the inclusion of previously
omitted elements are not clearly distinguished from statutory scope requirements.

Authority Response

The 2026 Business Plan includes an SB 198 estimate that reflects full buildout costs after
applying design and construction management refinements, producing the same
$4 billion in savings identified in both the SPUR and the Business Plan.

The Authority recognizes that the underlying factors and assumptions used to develop
separate costs and schedule estimates could be presented more clearly. The Authority
will seek to better describe how methodologies, scope definitions, and model
assumptions contribute to differences across estimates in upcoming Project Update
Reports and Business Plans.

OIG Observation: The Business Plan Does Not Explain Why M-B Construction Schedule
Has Slipped by Almost a Year; New Delays Stem from the Authority’s Changes to the M-
B Segment Scope and The Business Plan Does Not Clearly State the Schedule Envelope
for the M-B Project Has Shifted One Year Out

The OIG noted that the 2026 Business Plan does not clearly explain the nine-month slip
in the M-B schedule and that underlying causes—such as design revisions, procurement
changes, and third-party dependencies—are not fully addressed with mitigation
strategies. The OIG also stated that the schedule envelope should have been updated
to 2034 to reflect these risks and expressed concern that contingency time appears
only in footnotes rather than in main graphics or narratives. In addition, the OIG
observed that the schedule risk analysis relies on mitigated assumptions that may
understate the contingency needed to reach a P45 confidence level.
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Authority Response

The Authority believes that it met these statutory requirements for the highlighted
observations within the 2026 Business Plan and provided the specific page references to
see the included information:

Completion of the 119-mile dual track | Appendix C: Risk, Appendix | Pages 72-73
segment from Madera to Poplar D: Project Schedules and 78 to 79
Avenue, which means Avenue 19 in
Madera County to one mile north of
the Tulare-Kern County line southward
to north of Bakersfield, currently near
Poplar Avenue.

Completion of right-of-way, planning, | Appendix C: Risk, Appendix | Pages 721to 73
and advance engineering for D: Project Schedules and 78 to 79
extensions to Merced and Bakersfield.

We appreciate the OIG’s attention to schedule adjustments for the M-B segment. The
Authority has sought to present complex scheduling issues in a clear and comparable
format while improving transparency by utilizihg Gantt charts to present schedules for
M-B and all scenarios. The 2025 SPUR and the 2026 Business Plan schedules went
beyond previous annual reports, allowing readers to clearly see timeline differences,
assumptions and sequencing.

The Authority explains the M-B schedule adjustments in both the 2025 SPUR and the 2026
Business Plan, clearly stating that the delivery schedules presume timely policy and
funding actions in 2025. Because full funding, financing, and delivery tools have not yet
been secured, the Authority appropriately reset the schedule baseline to reflect current
fiscal realities. While the schedule shifted nine months as noted, the Authority’s
estimated schedule for operations sfill remains within the 2033 envelope as previously
established. As conditions evolve, the 2027 Project Update Report will provide an
opportunity to revisit and adjust the schedule so future reporting aligns with available
resources and decisions made at that time.

As part of the OIG recommendations, it asked for a schedule risk analysis, which was
conducted and added in Appendix D: Project Schedules. The quantitative schedule risk
analysis identified uncertainties and risk events that could add up to 24 months to the
current schedule window. The Authority continues to aggressively plan and set targets
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to advance progress on the M-B segment while actively monitoring risk events for future
reporting.

The Authority believes it meets all statutory requirements for presenting current delivery
schedules and will further enhance future reports by better visualizing schedule
confingencies and refining schedule estimation practices to support delivery and
decision-making.

OIG Observation: The Authority has Little Time for Delay in Determining a Financing
Strategy That Will Add Billions to the M-B Cost Estimate; The Authority Needs to Secure
Financing by December 2027 to Keep its Planned Schedule; Addressing the Authority’s
Cash Flow Needs Will Add Billions to the Business Plan’s Cost Estimate

The OIG report stated that the 2026 Business Plan does not sufficiently emphasize the
urgency of securing financing to maintain schedule. It observed that without financing,
the Authority may exhaust funding as soon as December 2027, and financing costs
could add between $3.6 billion to $6.6 billion to project funding needs. The OIG
highlighted how detailed cashflow gaps, financing timelines, required legislative
actions, and consequences of delays are not fully presented.

Authority Response

The SPUR and the 2026 Business Plan provide the clearest picture to date of how these
decisions affect delivery fimelines and how appropriate financing fools can keep the
M-B segment on schedule—including the need for a mechanism by December 2027 to
convert long-term Cap-and-Invest revenues into near-term capital.

Because financing costs depend entirely on future policy choices—such as borrowing
levels, timing, and the mechanism ultimately authorized—the Authority did not
represent speculative interest costs or inappropriately combine interest costs in the
capital estimate. Consistent with statewide reporting standards, capital costs reflect
construction estimates, while financing costs are disclosed separately to preserve
clarity. In future reports, the Authority will continue refining how capital and financing
ranges are presented side-by-side to give stakeholders a clearer understanding of long-
term financial needs without conflating distinct estimates.

The 2026 Business Plan also provides a clear analysis comparing financing with a pay-as-
you-go approach, showing that financing remains more cost-effective even under
higher cost scenarios. Relying solely on pay-as-you-go annual funding would lengthen
delivery timelines, add billions in inflation-related escalation, and jeopardize the
planned 2033 opening, as highlighted in the Business Plan.
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The Authority continues to engage with stakeholders and pursue funding opportunities,
and it intends to address financing risks and schedule considerations in the 2027 Project

Update Report as informed by ongoing legislative and policy discussions.

OIG Observation: The Authority’s Business Plan Is Missing Some Required Information

The OIG outlined that the 2026 Business Plan does not include a full funding plan for the

statutory SB 198 compliant M-B segment, lacks details about additional schedule
milestones, does not quantify the SB 198 funding gap, and does not provide options or
cost/schedule estimates for initiating service on the 119-mile dual-track segment as

required by AB 377.

Authority Response

The Authority believes that it met these statutory requirements for these highlighted

observations within the 2026 Business Plan and provided the specific page references to

see the included information, see:

Additional milestones required for the
completion of the Merced to
Bakersfield segment and the full
Phase 1 System pursuant to
subparagraphs (A) to (F), inclusive.

Letter from the CEQO,

Appendix C: Risk, Appendix D:

Project Schedules

Pages Xl to
XIVI, 7210 73,
and 77 to 83

An updated estimate of the funding
gap for completing the segment.

Chapter 3: Funding to Deliver
California High-Speed Rail,
Appendix C: Risk

Pages 27 to 31,

61 to 63 and
69 to 71

An itemized list of anficipated funds
by source.

Chapter 3: Funding to Deliver
California High-Speed Rail

Pages 27 to 29

A timeline describing when each
source of funds must be received in
order to meet the authority’s
schedule for segment completion.

Transforming California’s
Future, Chapter 3: Funding to
Deliver California High-Speed
Rail, Appendix C: Risk,
Appendix K: Cap-and-Invest
Financing

Pages XXIl, 30
to 31, 61 to 62,
and 108

The estimated project delays that
would result if any funding source
fails to materialize, and a discussion

Chapter 3: Funding to Deliver
California High-Speed Rail,
Appendix C: Risk Register and

Pages 30 to 31,

37, 61 to 64,
and 77
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of how work could be resequenced | Mitigation Framework,
to minimize these delays. Appendix D: Project
Schedules

An assessment of the likelihood that | Chapter 3: Funding to Deliver | Pages 35 to 37

each proposed source of funding will | California High-Speed Rail, and 61-64
materialize, including the Appendix C: Risk Register and
identification of any major risks for Mitigation Framework

obtaining the funding and a plan for
mitigating those risks.

Options for initiating service on the Chapter 2: Development of Page 13
119-mile dual track segment and the | the System
estimated schedule and costs
associated with the service.

The Authority understands the OIG’s concerns and appreciates the focus on statutory
compliance. The Authority disputes the OIG's strict inferpretation of SB 198 statutory
requirements. At this fime, the Authority is not required to immediately construct full
downtown stations or construct two tracks along the entire M-B segment. Phasing of the
full build out is also allowed. SB 198 also does not mandate that the 2026 Business Plan
present full buildout as the only path forward and the Authority provides a tfransparent
approach to delivering M-B given existing funding realities and acknowledges its intent
to pursue legislative actions.

In alignment with the statute, the 2026 Business Plan presents an optimized M-B early
operating segment and the full SB 198-compliant buildout. This approach gives
policymakers the comparison that SB 198 intends and allows them to understand the
cost, schedule, and policy implications of each option. The OIG's observation therefore
reflects a disagreement with the Authority’s sequenced approach, rather than a
deficiency in statutory compliance.

The Authority is required to provide “additional milestones required for completion of
the M-B segment,” and we believe the 2026 Business Plan does so. The OIG interprets
this requirement more broadly and critiques the procurement schedule information
included in the Plan. However, procurement timelines naturally evolve—offerors raise
issues, addendums are issued, and contract documents change—meaning that any
published schedule is only a snapshot in fime. For this reason, the Authority included the
most accurate schedule available at publication and directed readers to the real-time
procurement schedule on our website. This approach gives stakeholders a clear way to
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compare printed information with current updates, allowing them to track both
progress and any emerging delays.

Regarding AB 377, the OIG identifies three areas it believes were not fully addressed.
The first two relate to providing a detailed funding plan for the M-B segment, including
an updated estimate of the funding gap and a strategy for closing it. The 2026 Business
Plan does provide this information: Chapter 3 includes a detailed table of unfunded
scope elements under the optimized M-B approach, and Appendix C explains that
completing the full SB 198 configuration would require substantial additional funding
beyond current appropriations. The 2026 Business Plan is clear that confidence in
securing full SB 198 funding in the near term is low, which is why the Authority
recommends the optimized approach described in Chapter 2—an approach for which
a complete funding plan is included.

The third AB 377 requirement identified as “not met” is options for initiating service on
the 119-mile dual-track segment and the associated schedule and cost estimates. As
explained on page 13 of the 2026 Business Plan, the Authority believes that the M-B
segment is the minimum operable service due to the fact that operating only the 119-
mile CVS would require extensive statewide coordination, particularly because its
northern and southern endpoints are not connected to major population centers. The
Authority does realize that it could have provided costs from tables B.0 and C.0, which
break down capital costs for the CVS. Additionally, embedded in the M-B schedules,
exhibit C.2 and D.0 provide the fimelines for civil construction, right-of-way, tfrack and
systems, stations and testing of the CVS. The Authority intends to include such
information in future reports.

As part of Appendix A, the OIG stated that the statutory requirement regarding
agreements with SJJPA was not met. However, page 18 of the 2026 Business Plan
provides substantial background on existing agreements and MOUs, all of which remain
in effect. At this time, there are simply no new developments to report. The Authority will
confinue to update these agreements as new information becomes available and will
provide formal updates at appropriate milestones prior to the start of operations.

Additionally, in Appendix A, the OIG concluded that the Authority did not identify
confidence levels for local or regional funding or for private sector participation.
However, page 36 of the 2026 Business Plan clearly conveys our confidence that
confinued collaboration with local and regional governments will lead to mutually
beneficial funding opportunities. Likewise, while not labeled explicitly as a “confidence
level,” the Authority’s progress in establishing a private sector partner has advanced
substantially since the 2025 SPUR, and our active co-development efforts demonstrate
a high degree of confidence in private sector participation. To avoid any potential
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misinterpretation, future Business Plans and Project Update Reports will address these
confidence levels more explicitly.

The Authority will continue working with policymakers to ensure that delivery strategies,
statutory compliance, and reporting formats remain aligned and will further refine how
to clearly communicate and present these distinctions in future plans.

OIG Observation: The Authority’s Approach to Annual Reporting Has Limited
Transparency about Strategic Decisions that Need Oversight

The OIG observed that the Authority's recent annual reports have been late,
incomplete, and lacking required information—limiting legislative oversight and public
review. They noted that providing incomplete drafts, late submissions, and insufficient
disclosure of cost/schedule risks obscure stakeholder visibility into strategic project
changes.

Authority Response

We appreciate the OIG’'s recommendations and share the commitment to
transparency and effective communication about the program. Annual reports are an
important tool for conveying progress and strategic direction, but they are not the sole
mechanism the Authority uses to inform stakeholders. Throughout 2025 and 2026, the
CEO regularly outlined the program'’s strategic priorities—including commercialization,
phased delivery, and a rightsized approach—during public Board meetings and other
public forums. These themes were first infroduced in the 2025 SPUR and have
consistently guided subsequent public discussions of the Authority’s long-term strategy.
Some discussions with partners, however, involve sensitive or confidential subject matter
and therefore cannot always be shared broadly.

Regarding timeliness, the Authority acknowledges previous missed deadlines and has
been transparent about the reasons reports have been late, highlighted most recently
with the Authority’s Board of Directors deferring approval of the 2026 Business Plan to
June 1 to accommodate additional public comment. The Authority is actively working
on the 2027 Project Update Report with the clear goal of delivering the report by the
March 1 deadline.

OIG Recommendations:

The OIG recommends that the Board establish and enforce a policy that ensures
annual reports are prepared on a reliable timeline, are accurate and fully compliant
with statutory requirements, include a legal-reviewed analysis showing where each
requirement is met, and are provided to the OIG at least one month before deadlines
so meaningful feedback can be incorporated. The Board should also publicly consider
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stakeholder and OIG input before adopting any report to strengthen transparency and
oversight.

Authority Response

The Authority appreciates the OIG’'s recommendation and agrees that strengthening
internal processes for developing annual reports is an important objective.

The Authority notes that Board already conducts a comprehensive and transparent
oversight process in reviewing the Authority’s annual reports, and approved the 2026
Business Plan in its public meeting in June. This includes substantive debate and
discussion at public Board meetings, consideration of all stakeholder input on both draft
and final reports, and individualized staff briefings when requested by Board members.
The Board consistently exercises its authority to place key Authority policies, procedures,
and operational matters on its agenda for review, ensuring they receive thoughtful
public discussion and direction. In addition, the Chair regularly uses their authority to
elevate significant Authority actions for Board consideration, reinforcing a culture of
openness and accountability. The Board has fulfiled—and will continue to fulfill—its
statutory and policy-based oversight responsibilities across Authority procurements,
contracts, capital cost estimates, small business initiatives, sustainability efforts,
environmental reviews, and other core areas it defines in its governing policies.

Additionally, under new executive leadership, the Authority is advancing broader
improvements in program management, internal coordination, and documentation to
better support fransparency, cost control, and fimely delivery. The Authority maintains
an active and transparent engagement with oversight partners. For the 2026 Business
Plan, we responded to more than 70 OIG information requests with an average
turnaround of under two business days, while also incorporating extensive public input
through the 60-day comment period and meeting with the OIG multiple times to review
draft material. The Authority routinely provides more information than required,
including new commercial strategies and delivery options that go beyond existing
statutory mandates.

The Authority must produce Business Plans and other reports within the constraints of the
legislative cycle, which requires providing real time cost, schedule, procurement, and
policy information as it becomes available.
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Conclusion

The Authority appreciates the Inspector General’s observations and recommendations
and will continue working in good faith with the OIG in the preparation of subsequent
annual reports.

Sincerely,

Mark Tollefson
Chief of Staff, High-Speed Rail Authority

cc: lan Choudri, Chief Executive Officer
Steve Kawa, Chair, High-Speed Rail Authority Board of Directors
Paula Rivera, Chief Auditor
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OIG-HSR Comments on the Authority’s Response

Throughout its response to our report, the Authority mischaracterizes our concerns as focused on issues
that are editorial in nature, such as the ordering of the business plan’s format or the specific placement of
information therein. On the contrary, our review—and our criticisms—focus on the completeness, accuracy,
and usability of information that state law requires the Authority to produce in its annual reports. We take
this approach consistent with our statutory duty to review and make findings regarding the reasonableness
of the Authority’s plans and estimates.

1.

Our review of the 2026 Business Plan does not focus on how the plan could be better organized or
presented. Rather, the focus of our review is whether the Authority complied with reporting
requirements in state law and did so in an accurate manner that is not misleading to project
stakeholders.

Our report does not opine on the ordering of the Authority’s various cost estimates. Rather, we
point out on page 4 that the Authority placed the SB 198 compliant cost estimate not in the cost
estimate section of the plan, but rather in the plan’s risk management section, and that this choice
makes it even more difficult to make comparisons between the two cost estimates.

As demonstrated throughout our report, the Authority did not provide all statutorily required
information and also did not meet its statutory obligations to provide cost estimates in @ manner in
which they can be compared to prior year cost estimates.

We highlight for project stakeholders, including the Authority’s Board of Directors, the transparency
concerns underscored by Authority’s assertion here that users of the business plan would have
access to critical information about the current state of the project if those users also perform a
detailed review of lengthy technical documents. Further, the Authority’s assertion is untrue. To
produce the detailed cost comparisons in our report, all of which should have been made apparent
in the business plan itself, a team of OIG-HSR professionals had to analyze not only the Basis of
Estimate files but also the Authority’s underlying design and cost estimation data. More generally,
the rationalization that project stakeholders can arrive at clarity—if only they know where to look
and possess the necessary technical expertise—is a philosophy that needs to change among
Authority staff if the Authority is going to improve the transparency of its annual reports.

We disagree; the business plan clearly indicates that the Authority is abandoning the statutory
configuration of the Merced-to-Bakersfield (M-B) segment. State law defines the M-B segment to
include a downtown station in Merced with connections to two regional transit lines, the Altamont
Corridor Express (ACE) and Amtrak San Joaquins. Exhibit 2.0 on page 14 of the business plan
shows no connections in Merced to these other rail lines, moving the Amtrack San Joaquin line to
Madera and remaining silent on the ACE connection. This map clearly suggests that the Authority
is abandoning the M-B configuration specified in state law. Further, unlike the Bakersfield station,
the Authority has made no indication that its proposal to build a station south of Merced is at all
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temporary. Whether the project currently has sufficient funding to complete the scope in state law
is a separate but critical discussion that, as we argue throughout our report, is hindered by unclear
cost information in the business plan.

6. Simply placing cost estimates side by side does not make them comparable. As we state on page
3, the scope of the various estimates differs significantly and placing the estimates side by side
without explaining the differences between the estimates creates a sense of false equivalence. The
costs for the Bakersfield extension, for example, are based on a downtown station in the SPUR
estimate and a temporary station to North Bakersfield in the reduced-scope estimate, as we show
in Table 1 on page 3. The only logical purpose of a legal requirement for comparability is that cost
changes over time are made both apparent and understandable by the business plan.

7. The Authority’s summary of our report’s conclusions is inaccurate. We do not conclude that the
Authority met its statutory obligations, and our criticisms are not an expression of presentation
preference. Rather, as demonstrated throughout our report, the Authority’s business plan does not
comply with all statutory obligations, and the Authority’s choices in what information it shared—and
how it presented that information—creates a substantial risk that stakeholders will be misled by the
business plan. In our report, we have endeavored to correct these deficiencies, but our report
should not be used as a stopgap for a business plan that is not transparent about project
conditions and estimates.

8. On page 9 of our report, we highlight how certain undisclosed assumptions in the Authority's SB
198 estimate may give a false impression of the magnitude of the difference between it and the
reduced-scope estimate. Here, the Authority’s response underscores our point by listing cost
savings it applied specifically to the reduced-scope estimate that should be applicable to any
project scope, such as direct procurement of materials and updating design criteria.

9. Notwithstanding the Authority’s continued insistence that use of default contingency factors from
the federal government would overstate risk to the project, our concern that the levels established
in 2025 were not sufficient has already proven correct and, as we describe on page 7 of the report,
this fact has led to increases in the project’s estimated cost. In its response, the Authority
effectively argues that another such occurrence is unlikely but provides no new evidence about
why we should agree.

10. Nowhere in our report do we suggest that financing costs be included in segment-level CAPEX
estimates. As the Authority itself acknowledges, financing costs are part of the broader program
budget. Thus, we argue on page 16 that including financing costs as part of the total costs the
business plan presents to stakeholders would give a more accurate impression of how the
Authority’s projected funding compares to its projected costs.
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11. These apparently external factors—Ilack of funding, financing, and delivery tools—for why the
schedule slipped nine months were not included in the business plan and contradict the reasons
for delay provided to our office by Authority staff. We discuss those reasons on page 11 of our
report and, in so doing, note that they are the result of internal strategic choices made by the
Authority itself.

12. In its response, the Authority appears to indicate that it disclosed in its business plan the
December 2027 date projected to be the point at which the Authority will lack the funds necessary
to continue the project on schedule. This date does not, in fact, appear in the business plan.
Rather, we provided it in our report.

13. The Authority acknowledged in the business plan, as it did in the 2025 SPUR, that financing will be
necessary to keep the M-B segment on schedule. As such, the existence of these costs for a
successful project is not speculative. Further, the Authority discusses potential financing scenarios
in the business plan and, as we describe on page 16, we found the underlying support for the
estimated interest rates in these scenarios to be reasonable. The business plan’s construction
costs are also estimates, and the Authority rightfully does not dismiss those costs as speculative—
instead, they are included as the best current projection of what it will cost to complete the project
on schedule. As such, there is no valid reason to exclude estimated financing costs from the total
estimated project cost. Finally, as we stated previously in response #10, we are not suggesting the
Authority conflate capital costs and financing costs, but rather that it provide a complete total
against which to evaluate anticipated funding.

14. Our report does not state or even imply that SB 198 prohibits the Authority from presenting
additional options for the early operating segment to lawmakers and other stakeholders. Rather,
our review of the draft business plan concluded that the Authority had not provided a cost estimate
and schedule for the early operating segment specified by statute. Further, we found that the final
business plan included a SB 198 compliant cost estimate and schedule but did so in a manner that
again violated state law because it did not allow for appropriate comparisons to prior year cost and
schedule estimates.

15. The Authority mischaracterizes the legal requirement regarding the agreements. The law does not
require the Authority to simply provide updates on new developments when they occur; instead, it
requires the Authority to establish a schedule for executing the agreements. As we state in the
explanatory footnote to Table A.2 on page 25 of our report, the business plan does not provide
details on when these agreements would be pursued or the intended roles of each partner—both
requirements under state law.

16. State lawmakers have established the timing and content of required reporting through the

business plan and project update report. Although the Authority might use other methods for
communicating to stakeholders, those methods do not supplant its legal obligation to produce

770 L Street, Suite 920, Sacramento, CA 95814 « T: (916) 908-0893 42



complete and timely annual reports. As we state on page 21, the failure to include statutorily
required content in the draft business plan prevented the Senate and Assembly transportation
committees from considering all necessary information regarding the M-B segment cost, schedule,
and funding plan.

17. We stand by our recommendation. By adopting and reinforcing compliance with a policy governing
the development, review, and issuance of required reports, the Authority and its Board can ensure
the pattern of incomplete and late reports does not continue.
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