™

METRO

Los Angeles County
Metropolitan
Transportation

Authority
One Gateway Plaza
Los Angeles, CA

goot2

213.922.6000

June 16, 1997

TO: BOARD OF DIRECTO

FROM: TERRY MATSUMOTO
INTERIM DEPUTY CHIEF EXECUTIVE OFFICER

SUBJECT: FOLLOW-UP TO JUNE BUDGET WORKSHOP

Attached is the additional information requested from the June 12™ Budget
Workshop and Board staff briefings. The list of attachments is highlighted
next to the specific request .

Additional information to be provided include:

e Detailed breakdown of the $10 million Construction Sysfemwide Budget
e Details of bus procurement projects in the Capital Budget
¢ Advertising revenue budget and potential for additional revenues.

Also, | have contacted Construction staff and they will submit the revised
Engineering Design Procedures, Design Quality Manual, and the design

Review Checklists to the Construction Committee, per Nick Patsouras
request.

If you should have any questions, please call me at (213) 922-2473.

Attachments



BUDGET WORKSHOP
JUNE 12, 1997
Questions from Board Members

Questions from members in alphabetical order:

ROBERT ABERNETHY

» Need information on planned vs actual UCLA forecast for last several years
(Attachment A)

VIVIEN BONZO

RTPD Budget (Attachment B)
e Need more details of departmental budget by project, i.e., what Rail projects
are being planned
e Need “iump sums” broken out per project to analyze the costs of the project,
administration, etc into real dollars.
e Org chart for RTP&D - last year vs this year picture of the Division
e How many staff per project, what will they do relative to the budgeted project?
+ Non-department $592K - what is this for? Need details
s Materials and Supplies - what is this for? Need details
* Explain over-all 5% “across the board” budget cut mandated this year
e i.e., discretionary, grants, bonds, etc. (Attachment C)
o Organizational chart - (see Attachment B)
e types of changes seen in staff, new hires, title, functions, pay grade in
RTP&D
e Org chart for Procurement by same details (Attachment D)
e cost savings derived from merging the two units (Admin & Construction
Contracts)
e Scope changes as a new unit

YVONNE BURKE / MICHAEL BOHLKE

Mike Bohlke:

o What is the impact of Prop A and Prcp C Sales Tax Revenue forecast vs actual?



¢ [f actual variance from UCLA forecast is 1 to 3% on total revenue (not growth), what
is the impact on Prop A and Prop C revenue estimates?

e If reserves have been built into Rail Recovery plan, what are they earmarked for?
(specific to NoHo or all construction projects?)
(Attachment A-has UCLA Forecast background information)

Yvonne Burke:

e Blue Line Facility improvement (shared with Nick Patsouras) - $200K budgeted to
study (Attachment E)
e How much would it cost to plan, design, build Long Beach BL plats?
e How much have we spent to date on studying this issue?
¢ Staff to provide timetables to get from preliminary design to implementation
¢ How are we checking fares on Long Beach BL?
o Justify that 27 FTE fare checkers are adequate (Attachment F)
o Verify cost savings derived from (8) positions eliminated from merging Admin
Procurement and Construction contracts (see Attachment D)

JOHN FASANA

¢ Revisit if we should continue tokens as a fare medium (Attachment G)
e Pros & Cons
e Are tokens a condition of the Consent Decree, or other policy?
e Rail Fares - Long Beach Blue Line
¢ What's needed to accommodate ridership, i.e., increase platforms, etc.?
¢ Raise the fare on LB Blue Line? (see Attachment E)

DON KNABE

e Graffiti Program
e Justify cost savings derived by bringing this function in-house versus using
County Probation Work Relief people (Attachment H)
e Organizational Structure: (Attachment I)
e Elimination of second DCEO position (Transit Ops and Construction) - who
decided this action in this FY98 budget?
e What dollars are needed for this position to be added back into this budget if
the Board makes a policy decision that we need this position as per the C&L
Org Assessment recommendations?
e |s there going to be a hiring freeze?
¢ If not, ascertain savings to be derived if we DID impose a freeze.
(Attachment J)



JENNY OROPEZA

» Technical considerations to verify if terminius at end of Long Beach BL has space
limitations to add any more plats.
e Confirm if there is room for only (2) plats on the entire block.
(see Attachment E)
o Position reductions :
e Provide a break-down of direct service to customers vs Administration/non-
direct costs (Attachment K)

NICK PATSOURAS:

¢ Line item details of Operating Highlights - Proposed Reductions - page 18 of
Revised Workshop Briefing handout, builet 1 on PMP: (Attachment L)
¢ $500K in labor savings (“industry standards are important but what about

MTA's [standards]? Our inability to pass CHP test a concern.

o What cost savings have been derived from energy savings such as electricity
systems and other devices EMC has developed for us? {Attachment M)
e Blue Line Facility improvement (shared with Yvonne Burke) - $200K budgeted for
study
¢ How much have we spent to date studying this issue? (see Attachment D)
o Staff to provide timetabies to get from preliminary design to implementation
e Scope of Work for Green Line Improvements (Attachment N)
¢« $8M on Green Line traction/guideway testing and installation and MOW
Building:
s What have we been doing until now? (trailers shared w/ LB Blue Line)
¢ If we have been getting by this way since GL opened a year ago, can we
postpone MOW building for one or two more years?



Information requested from Board Briefings

e Org charts showing changes from FY97 to FY98 (Attachment O)
e Equal Opportunity Programmatic Information (Attachment P)
e Positions added since 12/1/96 (Attachment Q)

Office of the CEO/c:JMbudwk.doc
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Attachment A
UCLA Forecast
Background Information
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Friday, May 2, 1997

To: James D. Sidro, Senior Financial Analyst
Treasury Depariment

Metropolitan Transportation Authority

FAX: (213) 922-4027

From: Larry J. Kimbell, Director, UCLA Anderson Forecast
Re: Forecast of Taxable Sales and a 35% Confidence Interval

We have reviewed the historical data on the volatility of taxable sales -
growth in Los Angeles County from 1951 through 1696, a span of 46
years, for the purpose of estimating a 95% confidence interval on our
projected taxabie sales for the County. This letter summarizes our
conclusions and provides details on our methodology. Qur main
conclusions are:

1. It is better to express the probability of significant deviations from trend
in terms of real taxable sales, since the fluctuations in employment and
recessions are linked o real spending, not nominal spending. The risk of a
pure inflation originating in Los Angeles and not in the United States is

- virtually nil. Inflation in the U.S. economy would affect revenues, costs and
all issuers of ordinary nominal bonds.

2. There are two distinct risks facing the MTA:

(@) The risk of a major depression, such as occurred in the 1930s
and again in the early 1990s. it is hard to try to estimate the
probability of one of these episades from historical data, because, by
their nature, they are rare, and we have observed only one such
period in our data, which start in 1950. As 3 purely subjective
professional judgment, it seems reasonable to expect one of these
episodes roughly every fifty years. In this sense, we would expect a
deviation of the magnitude observed from 1990-83 to lie outside of a
35% confidence interval.
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(b) The risk of a normal recession, such as occurred in the sample

period six times: 1953-54, 1960-61, 1969-70, 1973-75, 1980, 1981-

82.
We believe the risks of normal recessions can be estimated from the
historical record. To help estimate risks of normal recessions, we
computed the mean and standard deviation of the annual percentage
change in real taxable sales in Los Angeles County from 1951 to 1990, a
span of forty years. The mean growth was 2.8% annually, and one
standard deviation was 5.0%, over this period. Chart 1 below, shows the
historical data and our forecast through 2016, as well as lines representing
the mean (2.8%) and bounds plus and minus one and two standard
deviations. Since one standard deviation is exactly 5.0%, these bounds
are at 2.8% plus and minus 5% and 10%, respectively. We interpret these
bounds as 50% and 95% confidence intervals on annual percentage
deviations in real taxable sales.

Notice first that the projected annual increases do not look out of line with
the historical mean line.

Notice second that only one historical year in 46 has a drop decisively
exceeding the 95% lower bound, which is what should happen with a 85%
confidence interval. Eight out of 46 years show a drop below the lower
50% confidence boundary line, which is appropriate.

Notice third that the 50% and the 95% lower bounds are both negative. [t
is reasonable to expect that one year in five will show a substantial drop in
real taxable sales, like what happens in normal recessions. Not
surprisingly, this is in line with the distribution of postwar recessions, as
dated by the National Bureau of Economic Research.

In addition to the statistical analysis of historical data, my own best
professional subjective judgment, based on 25 years of forecasting
experience, is that there is a one in four chance that one year in the next
five will be a normal recession year, but the odds of a year being a
depression year are less than one in forty. That is, the historically
estimated confidence intervals seem quite reasonable on a purely
subjective basis.
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wable 1. Taxabla Salaes in Loa Angalas County

Nominal sSales Real sales Newinal Sales Real Sales

Bil. $ ¥ Ch. Bil. 92 %8 ¥ & Bil. $ s Ch. 3il. 92 $ ¥ &
1550 5.2 j6' 3¢.2 N 1884 57.4 13.3 81.7 8.8
1851 5.7 8.5 33.6 1.2 198S §1.8 7.3 33.7 2.4
1852 8.9 4.0 31.0 1.5 1986 3.4 1.9 82-6 -1.2
1§53 §.8 14.8 34.7 11.8 1987 58.8 8.1 85.7 3.7
1954 §.3 1.0 3¢.8 0.2 1988 72.2 5.2 86.1 Q.5
19585 5.8 17.4 40.1 15.4 1989 77.86 7.8 88.0 2.3
1956 8.5 5.7 41.8 3.4 1950 0.3 3.4 86.3 «2.0
1857 8.3 4.2 41.7 0.5 1991 75.4 -6.1 7.3 -3.8
1958 8.4 -4.8 38.9 -6.8 1992 74.7 -1.0 73.2 -%.7
1859 3.6 4.1 43.2 11.2 1993 73.0 -2.2 71.0 4.3
1960 9.8 2.1 43.3 Q.8 1994 76.9 5.3 73.9 1.3
1961 10.0 1.2 43.4 -0.3 1399S 79.0 2.8 75.1 1.7
1962 0.8 8.3 45.5 7.2 1996 83.3 5.4 7.5 3.2
1963 1.4 5.6 43.6 4.4 1997 39.2 7.0 20.5 3.8
1964 12.2 6.9 50.93 1.8 1998 94.8 §.3 83.1 3.3
1965 i2.4 1.7 80.7 -0.53 1998 101.0 §.5 85.0 2.3
1968 18.4 8.1 4.0 §.6 2000 108.4 7.3 87.5 2.9
1967 13.¢€ 1.3 33.4 1.1 2002 115.4 §.5 89.6 2.4
1968 4.8 B.9 56.1 5.1 2002 123.0 5.6 91.38 2.5
1969 15.9 7.9 58.5 4.2 002 130.5 4.1 34.0 2.4
1870 15.9 -0.5 56.0 -4.,1 2004 137.8 5.6 95.3 1.3
1971 1€.3 4.2 56.1 0.2 2008 146.3 6.2 98.5 2.9
1972 18.7 13.5 6L.6 3.7 2006 155.4 5.2 101.4 2.9
1973 1.2 13.0 66 .4 7.8 2007 165.1 §.2 104.3 2.3
1974 23.3 3.8 §8.7 0.4 2008 175.3 §.2 107.2 2.8
1975 24.6 5.8 4.4 -3.5 2009 185.4 5.8 109.9 2.5
137¢ 7.4 1.2 67.2 4.5 2010 196.1 5.8 1:2.5 2.3
1877 31.38 6.2 72.8 8.5 2011 207.2 5.7 115.8 2.2
1978 35.7 3.3 8.5 4.9 2612 318.7 5.5 117.3 1.9
1379 41.7 6.6 82.2 7.4 2013 230.4 S.4 129.13 1.8
1980 45.86 9.5 79.7 -3.0 2014 342.3 $.2 121.5 1.8
1981 49.1 7.5 79.1 -8.7 2015 234.5 5.9 123.5 1.7
1982 " 48.90 -2.2 73.3 -7.4 2018 267.2 5.8 125.7 1.7
1983 50.7 5.6 75.0 2.3

TNTAL P.2S



Chart 1. UCLA Forecast of Annual Growth Rates of
Real Taxable Sales in Los Angeles County
(With 50% and 95% Confidence Intervals)
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| have asked each of our senior staff involved with forecasting the U.S.,
California or Los Angeles economies to review carefully the historical data,
the statistical estimates, and the set of confidence intervals provided. This
group includes Tom K. Lieser and Patricia Nomura-Feinberg, who were
with me Tuesday when we met, as well as Rajeev Dhawan, a UCLA Ph.D.
recipient whom we hired last year. Each of our analysts agrees with the
judgment expressed in this memorandum.

Please call Pattl Nomura (310) 206-1438, to arrange some time when we
can respond to any questions you or other MTA staff may have regarding
these estimates.

Larry J. Kimbell, Director
UCLA Anderson Forecast



Long-Term Projections
of Los Angeles County Taxable Sales

A Presentation to

The Los Angeles
Metropolitan Transportation Authority

The UCLA Anderson Forecast
April 29, 1997



Accelerating Inflation (1960-1979)
Was Stopped by Volcker-Reagan (1980-83)
(% Ch. of Centered 7-Qtr. Moving Average of CPI)
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Real GDP Growth under Two Regimes
Volatile under Stop-Go
Forecast? Continued Moderal Growth
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Since Inflation Dropped in Early 1980s
Volatility of Real GDP Has Dropped Significantly
(12-Qtr. Mov. Avg. Std. Dev.)
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Los Angeles County Taxable Sales

Annual Compound
Growth Rates

History
1960-1990 7.3%
1970-1990 8.4%
1980-1990 5.8%
1990-1993 -3.1%
1993-1996¢ 4.6%
1960-1996¢ 6.1%
Forecast
1996-2016 6.0%

e: 1996 partially estimated



Taxable Sales in Los Angeles County

Compared with California
(5-Yr. % Ch.)
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Real Taxable Sales in Los Angeles County
Compared with California

(5-Yr. % Ch.)
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(Billions

Real Taxable Sales in Los Angeles County
(Actual Data vs. Fitted Relationship)

of 1992 %)
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TrHE ANDERSON SCHQOCOL AT UCLA

May 15, 1997

To: Joya De Foor, Acting Treasurer

Treasury Department

T.os Angeles County Metropolitan Transportation Authority
FAX: (213) 922-4027

Re: The UCLA Anderson Forecast’s Taxable Salcs Projections

We have been asked by thc MTA 10 review the historical data on the volatility of taxable
sales growth in Los Angeles County from 1951 through 1996, a span of 46 vears, for the
purpose of estimating a scries of confidence intervals on our projected taxable sales for
the County. This letter summarizes our main conclusions:

[t is better to express the probability of significant deviations from trend in terms of real
taxable sales, since the fluctuations in employment and reccssions are linked to real
spending, not nominal spending. The risk of a pure inflation originating in Los Angeles
and notin the United States is virtually nil. Inflation in the U.S. economy would affect
revenues, costs and all issuers of ordinary nominal bonds.

The MTA indicated that it would build a reserve which would be funded with $50 million
by the end of the fifth year, equaling approximately 5% of their annual revenues of
roughly $1 billion. Normal recessions are expected to occur once in every five years. Ina
typical recession year, we estimate that MTA revenues based on taxable sales might drop
5% below the projected trend growth of 6%, Therefore, the proposed reserves of $50

million appears to be adequate to cover a typical recessionary drop in taxable sales
revenues.

Furthermore, a drop in taxable sales as severe as in the carly 1990s, is not expected more
than once in every 50 years. In fact, it occurs only once in our data that extends back to
1951. Please refer to Table | and Chart | below for a detailed presentation of confidence
intervals as applied to Los Angeles County real taxable sales.

THZ JOMN 2. ANUVENDOM 110 Wasrwaoon &1 A7 4

Bz 9L 1 a8
LO3 ANGCFI FR. CA 90095 1481

GnaguaTc
MOHOOIL ar MANAGEMENT

AT UCLA WED: netn:twww afdurven.ucin. edis

.02



vOo -~

Chart 1. UCLA Forecast of Annual Growth Rates of
Real Taxable Sales in Los Angeles County

(With 80% and 90% Confidence Intervals,

Covering Downside Risk Only)
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Table 1. Confidence Intervals for UCLA's
Taxable Sales Forecast for the MiA

Standard Annual Real
Deviations from Tax. Sales
Probability NORM(0.1) Growth Dev.
0.500 -0.00 2.2%
0.750 -0.67 -1.2%
0.3800 -0.84 -2.0% . Y
0.850 -1.04 230 S -
0.900 -1.28 4.2% — (.4,
0.950 -1.64 -6.08 — 2.7
0.975 -1.96 7.5% -7

..............................................................

Interpretation of line 5: The probability is 90% that a random number drawn from a
normal distribution with a mean of zero and a unit standard deviation will be 1.28
standard deviations or more below the mean. Applied to the MTA real taxable sales
forccast, a 90% confidence interval implies a onc-in-ten chance real taxable sales growth
will fall below -4.2%, by deviating from a mean of 2.2% by 6.4%. A reserve of $64
million appears adequate to absorb a deviation expected once in ten years, based on
revenues of one billion dollars. In future years, as the revenue base grows larger, a larger
dollar amount, with the same percentage deviation, will meet a 90% confidence interval,

in our professional opinion. Please note that the analysis above includes figures that apply
to the downside risk only.

I have asked each of our senior staff involved with [urecasting the U.S., California or Los
Angeles economics to review carefully the historical data and statistical estimates. Each
of our analysts agrees with the judgment expressed in this memorandum.

Larry J. Kimbell, Director
UCLA Anderson Forecast

.03
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Table 2. Taxuble Salas in Los Angeles Councy

Nominal Sales Real Sales Nominal Sales Xeal Salea

Bil. § % ch. Bil. 92 § =t ¢n. Bil. $ v Ch. Bil. 92 5 ¥ Ch.
1950 5.2 un 30.2 N 1384 57.4 3.3 83.7 8.5
13951 5.7 8.5 30.8 .2 1938% 6l.6 7.3 83.7 2.4
1952 5.9 4.0 31.0 1.5 1386 63 .4 3.0 82.¢€ -1.2
1953 6.8 14.6 34.7 11.8 1387 68.6 8.1 85.7 3.7
1954 6.8 1.0 34.8 0.2 1988 72.2 5.2 86.1 0.3
19558 .0 17.4 40.1 15.4 1989 77.6 7.8 88.0 2.3
1956 8.,§ .7 41.5 3.4 1990 80.3 3.4 86.3 -2.0
1357 8.9 4.2 41.7 0.5 1991 78.4 -6.1 77.9 -9.3
1358 8.4 -4.8 38.5% -§. 8% 1992 74 .7 -1.0 14.2 -4.7
1959 3.6 4.1 43.2 11.2 1393 73.0 -2.2 71.0 -4.13
1968 3.8 2.3 43.5 0.8 1394 76.92 5.3 73.% 4.2
1861 10.0 1.2 43.4 -0.3 199s 79.0 2.8 75.1 1.7
1962 0.8 8.3 46.5 7.2 1996 83.1 5.4 7.8 3.2
1963 12.4 5.8 48.6 1.4 1987 89.2 7.0 8Q.5 1.8
1964 12.2 6.9 50.9 4.8 1998 94.8 6.3 83.1 3.1
1965 12.4 1.7 50.7 -a.$ 1999 101.0 §.8 5.0 2.3
136¢ 13.4 8.1 34.0 6.6 2000 108.4 7.3 8§7.5 2.9
1967 13.56 1.3 $3.4 -1.1 2001 115.4 §.5 83.6 2.4
1968 14.8 8.9 S6.1 5.1 2002 123.0 §.6 1.8 2.5
1969 15.9 7.9 58.5 4.2 2003 130.5 6.1 4.0 2.4
1970 15.9 -0.5 %6.0 -4.1 2004 137.8 5.8 95.8 1.9
1971 16.5 4.2 5¢.1 6.2 2005 146.3 §.2 38.6 2.9
1972 18.7 3.5 81.6 9.7 2006 155.4 §.2 101.4 2.9
1873 21.2 3.0 66.4 7.8 2007 165.1 §.2 1C4.3 2.8
1974 23.3 9.8 66.7 9.4 2008 175.3 6.2 107.2 2.8
137S 24.6 S.8 4.4 -31.8 2009 185.4 s.a 169.9 2.5
13976 27.4 1.2 67.2 4.5 2010 196.1 5.8 112.5 2.3
1877 31.8 16.2 72.9 8.3 2011 207.2 5.7 115.0 2.2
1978 35.7 2.3 76.5 4.9 2012 218.7 $.5 127.3 1.9
1579 41.7 16.6 82.2 7.4 2013 230.4 S.4 119.3 1.8
198¢ 45_8 9.5 79.7 -3.0 2314 242.3 5.2 121.5% l.8
1961 49.1 7.6 79.1 -6.7 2018 254.5 5.0 123.% 1.7
13982 48.¢ -2.2 73.3 -7.4 2916 267.2 5.0 125.7 1.7
1983 se.7 5.8 75.0 2.3



Demographic Applications for
the Information Age

Nancy Bolton, UCLA BFP
John Karevoll, Dataquick

UCLA Business Forecast Quarterly Conference
March 27, 1997



The Volume of Data 1s Large, the Cost 1s
Low, the Potential 1s Enormous

Many files available that include names and
addresses.

Most obvious use is marketing (mailing) lists.

Demographic studies in near real time will soon be
a reality.

The combination of demographics with marketing
is a powerful tool both economically and
politically.



Tools for Creating “Value-Added” to These
Data Are Available

 Using last name (surname) we can identify about
90% of Hispanic families and individuals.

 ldentification rate for Asian last names 1s lower
(about 60%) but 1t can (and will) be improved.



A Study of the Ethnic Characteristics of
Residential Real Estate Buyers

 Obtained from Dataquick the names and addresses

of all buyers of residential real estate in Los
Angeles County from 1985 through 1996.

« Ethnic identifier was attached to each record based
on last name.

* One of three ethnic codes was attached to each
record:

— Asian, Hispanic, or “Other” (Mostly White and Black)






