DEPARTMENT OF FINANCE BILL ANALYSIS

AMENDMENT DATE: RN 11 23605 BILL NUMBER: SB 734
POSITION: Oppose AUTHOR: C. Price

BILL SUMMARY: High-Speed Rail Authority: Small Business: Bidding

This bill would require the High-Speed Rail Authority (HSRA) to award 25 percent of contracts funded with
Proposition 1A — High-Speed Rail Bond Funds (Bonds) to small business’ and to report contract data to the
Department of General Services (DGS) annually. Additionally, this bill requires the HSRA, by July 31, 2012,
to work with DGS to prepare and adopt a small business, microbusiness, and disabled veteran business
enterprise (DVBE) outreach and retention plan to meet the goals established in Executive Order S-02-06.
This bill would also permit the HSRA to grant an additional 2.5 percent price preference to microbusinesses
and would require it to include a strategy for ensuring small business participation in its 2012 Business Plan.

FISCAL SUMMARY

The fiscal impacts of this bill are unknown, but are likely to be substantial. The high-speed rail project is
estimated to cost $43 billion, $9 billion of which is to come from bond funds. Under existing law, small
business contracts get a price preference of 5 percent more than regular bids. By statutorily establishing
the 25 percent small business participation requirements for bond-funded contracts, this bill could increase
project costs by $112 million, and the 2.5 percent price preference granted to microbusinesses in this bill
could increase project costs by up to an additional $56 million.

The HSRA could develop the plan required by this bill using existing resources because it has recently
completed a draft policy with the assistance of DGS. However, as the HSRA'’s contracts grow significantly
larger when the project moves to design-build, the HSRA'’s limited staff may be insufficient to ensure
contractors meet the requirements and DGS is receiving participation information in a timely manner.

COMMENTS

The Department of Finance is opposed to this bill because it could increase the cost of the high-speed rail
project by up to $112 million by requiring the HSRA to meet a 25 percent small business contract
requirement. It would also increase project costs by an additional $56 million by giving a 2.5 percent price
preference to microbusinesses. This requirement would be unique to the HSRA’s contracts. A
microbusiness is defined as a small business with annual gross income not exceeding $2.5 million which
has 25 or fewer employees.

While the HSRA and all other state agencies are subject to Executive Order S-02-06, which establishes a
small business participation goals of 25 percent, requires the HSRA to develop a small business policy, and
requires reporting to DGS, this bill would make the 25 percent goal a requirement, substantially increasing
the cost of the high-speed rail project which currently has less than one quarter of its total needed funding.
Existing law also requires that 3 percent of state agency contracts go to DVBEs. The HSRA published a
draft policy in February 2011 encouraging small business and DVBE participation consistent with other state
agencies. The policy sets goals of 25 percent for small businesses and 3 percent for DVBEs. The HSRA
currently exceeds the goals required by the Executive Order, in statute, and in its draft small business
participation policy.
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