CITY OF LOS ANGELES
INTER-DEPARTMENTAL CORRESPONDENCE

C.F. No. 15-0989

Date: December 2, 2016
To: Honorable Members of the Ad Hoc Committee on the 2024 Summer Olympics
From: Miguel A. Santana, City Administrative Oﬁicer?‘s\k&ﬂ

Sharon M. Tso, Chief Legislative Analyst bl"\%o

Subject: REVIEW OF PROPOSED BUDGET FOR 2024 SUMMER OLYMPIC AND
PARALYMPIC GAMES AND UPDATE ON STATUS OF MEMORANDUM OF
UNDERSTANDING

SUMMARY

On October 6, 2016, the City retained KPMG to conduct an independent review of Los Angeles
2024 Exploratory Committee’s (LA24) proposed budget for the 2024 Summer Olympic and
Paralympic Games (Games). This report provides Council with a brief overview of the KPMG
report and findings, and an overview of a report released by the California Legislative Analyst's
Office (LAO) regarding the City’s candidacy. Finally, the report provides Council with an
update on the status of the proposed Memorandum of Understanding (MOU) between the City,
LA24, and the United States Olympic Committee (USOC) to memorialize a number of
commitments regarding risk management, transparency, and Council oversight among others.

RECOMMENDATIONS

That the Council,

1. NOTE AND FILE KPMG’s independent review of LA24’s proposed budget for the 2024
Summer Olympic and Paralympic Games; and

2. NOTE AND FILE the LACO’s report on the City’s candidacy.
OVERVIEW OF KPMG REPORT

Per the report (Attachment A), KPMG found the $5.3 billion budget prepared by LA24 to be
substantially reasonable, complete, and adhered to a conservative approach in its projections
of forecasted revenues and expenditures. KPMG also noted that the level of rigor employed
by LA24 in the development of the budget is particularly detailed at this stage of the bid
process. The report further suggests that the strategy of leveraging existing infrastructure
significantly reduces the risk profile of the proposed Games concept. While no significant
findings were identified, KPMG did stress the importance of vigilant oversight during the years
leading up to the Games to ensure continued adherence to the assumptions and estimates
made at this stage of the process.



OVERVIEW OF LAO REPORT ON THE CITY’S BID FOR THE GAMES

Earlier this year, the Legislature passed and the Governor signed SB 1465, which authorizes
up to $250 million in state funding to cover any net financial deficits of the Organizing
Committee for the Olympic Games (OCOG), after all other remedies, including a contribution
of $250 million by the City, have been exhausted. In light of the potential involvement by the
state, the LAO, the Legislature’s non-partisan fiscal and policy advisor, issued a report on
November 10, 2016 entitled Los Angeles’ Bid for the 2024 Olympics and Paralympics
(Attachment B), which provides an overview of the bid, and offers perspectives for the
Legislature’s consideration.

After reviewing the LA2024 bid, the LAO affirms its low-risk financial strategy as it uses
existing facilities at UCLA for the Olympic Village and will not require new permanent sports
venues to be constructed solely for the purpose of hosting the Games. The LAO finds that this
low-risk financial strategy significantly reduces the risk that the Southern California economy
would be burdened with large, long-term taxpayer expenses related to the Games.

Analysis of the LAO report and SB 1465 makes clear that the availability of the state guarantee
is subject to the Governor, who has the authority to enter into a contract with the OCOG to
provide this guarantee. Such a contract has yet to be negotiated and would not be negotiated
until after the City is selected to host the Games.

STATUS OF PROPOSED MEMORANDUM OF UNDERSTANDING

Per Council direction, our Offices continue to work to finalize and present for approval an MOU
between the City, LA24, and the USOC. The proposed MOU seeks to guide the OCOG's
governance and operations by formalizing a number of material commitments made by LA24
during this process. This proposed MOU would be supplemental to the Council-approved
agreement now in effect with LA24 that clarifies the City’s role and responsibilities during the
current Candidature Process.

The MOU will address key risk management considerations including, but not limited to, City
representation on the OCOG Board of Directors and its committees, Council oversight of the
OCOG's financial performance, and other important reporting and transparency requirements.
The agreement would also require the OCOG to secure a range of insurance policies and to
include the City as an additional insured.



NEXT STEPS

We anticipate next steps and upcoming milestones to include:

Milestone : , - .
! CAO and CLA, with assistance from the Crty Attorney, to finalize proposed
MOU for Council consideration and approval 75 ~I\ff£1~DeceTb—ehr~ e
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FISCAL IMPACT STATEMENT

There is no General Fund impact as a result of recommended actions.

Attachments

Attachment A: KPMG Report: LA24 Independent Budget Assessment Report
Attachment B: LAO Report: Los Angeles’ Bid for the 2024 Olympics and Paralympics

MAS:BC:AH



Attachment A
KPMG Report: LA24 Independent Budget Assessment Report
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-XECUTIVE SUmma

On September 1, 2015, the City of Los Angeles formally confirmed its candidature for consideration to
host the 2024 Summer Olympic and Paralympic Games (Games). For the past two years, the Los
Angeles 2024 Exploratory Committee (LA24), a nonprofit organization separate from the City of Los
Angeles, has been developing the materials in support of the Los Angeles bid, including the budget.
The final stage in the candidature process requires the City to submit a number of guarantees,
including commitments to sign a Host City Contract in the event Los Angeles is selected.

Hosting the Games is a significant undertaking for any City as the Games are recognized as historically
having a likelihood of cost overruns and delays resulting from the various projects’ magnitudes and
complexities. Given the nature of these commitments and the potential impact to the taxpayer, the
City requested an independent review of the proposed 2024 Games budget.

KPMG LLP (KPMG) was engaged to conduct an independent assessment of the proposed budget.
The objective was not to conduct a financial audit, but rather conduct an assessment of the budgeting
process, the budget estimates, and underlying assumptions. KPMG assessed the budget as of
October 16, 2016 to determine whether the revenues, expenditures, and assumptions, as of that date,
were reasonable and complete. Any changes to the budget after this date are outside the scope of

this project.

LA24's approach to developing the budget focused on a lower risk approach to hosting the Games.
The budget was developed on the basis of the following guiding principles:

— Adherence to the Olympic Agenda 2020 by utilizing existing, world-class facilities and
minimizing financial risk

— Utilizing a transparent process to produce a credible and balanced budget

— Employing a bottom-up approach to demonstrate rigorous, reasonable, and achievable
estimates

— Using a conservative approach

KPMG found the $5.3 billion budget prepared by LA24 to be substantially reasonable, complete, and
adhered to a bottom-up conservative approach. KPMG also noted that the level of rigor considered in
the development of the budget is detailed for this stage of the bid process. The strategy of using
existing infrastructure rather than undertaking large scale capital development reduces the overall risk
of hosting the Games for the City of Los Angeles.

While no significant findings were identified, the on-going viability of the budget depends on continued
adherence to the assumptions and estimates made at this stage in the bid process. The following

report provides detail on approach, budget development, observations, and results by budget category.

S

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
party reliance on this information.
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Introduction

The Games of the XXXIII Olympiad will be held in 2024. The United States Olympic Committee
(USOQ) initially selected Boston as the United States applicant city for the 2024 Games. However, on
July 27, 2015, Boston withdrew due to potential cost overruns. The City of Los Angeles was the
second city considered by the USOC and after a vote by the City Council was chosen as the applicant
city. On September 1, 2015, the City of Los Angeles formally confirmed its candidature for
consideration to host the 2024 Olympic and Paralympic Games {Games).

LA24, a nonprofit organization separate from the City of Los Angeles, has developed the candidature
materials including the budget. For the 2024 Games, the International Olympic Committee (I0C)
announced three stages as part of the candidature process:

— Stage 1: Vision, Games Concept & Strategy (Due: February 2016)
— Stage 2: Governance, Legal & Venue Funding (Due: October 2016)
— Stage 3: Games Delivery, Experience & Venue Legacy {Due: February 2017)

The candidature process, now in its final stage, requires the City to submit a number of guarantees,
including commitments to sign a Host City Contract (HCC) in the event Los Angeles is selected. This
includes the proposed budget for the Games, which per |IOC guidelines must be presented in 2016

dollars.

The City engaged KPMG to conduct an independent assessment of the proposed budget prepared by
LA24. This report summarizes our assessment of the budgeting process employed by LA24, the
budget & underlying assumptions, and factors for the City to consider as its progresses with the bid

process.

Background for budget formation

The Games are the world’s leading and most prestigious multi-sport event. The Games are held every
four years and feature athletes from more than 200 countries. In an effort to maintain the uniqueness
and prestige of the Games and strengthen sports in society, the |OC developed Olympic Agenda 2020,
a strategic roadmap for the future of the Olympic movement. One of the features of the roadmap was

X,
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party reliance on this information.



to invite potential candidate cities to present plans for hosting the Games that fit their sporting,
economic, social, and environmental long-term planning needs.’

Mega-events and large-scale capital projects such as the Games are recognized as being subject to
increased political influence and heightened public scrutiny, while historically having a likelihood of cost
overruns and delays resulting from the various projects’ magnitudes and complexities. For the host
city, the construction of the Olympic stadium, Olympic village, and media & broadcasting center are
large-scale capital projects that bring enormous risk. The City of Los Angeles has hosted the Games
twice, in 1932 and 1984, and is home to mega-sporting franchises and universities with state-of-the-art
infrastructure. The availability of existing infrastructure reduces the risk of hosting the Games for the
City of Los Angeles.

Given the Olympic Agenda 2020 framework, LA24's approach to developing the budget focused on a
lower risk approach to hosting the Games. As represented by LA24, the budget for the Games was
developed on the basis of the following guiding principles:

— Adherence to the Olympic Agenda 2020 by utilizing existing, world-class facilities and
minimizing financial risk

— Utilizing a transparent process to produce a credible and balanced budget

— Employing a bottom-up approach to demonstrate rigorous, reasonable, and achievable
estimates

— Using a conservative approach

To develop the budget, LA24 assembled a team of individuals with considerable Games experience
with several having worked on the London 2012 Games. As part of the budget formulation process,
the team used data and best practices from prior Games to develop estimates for different categories
of revenues and expenditures. The estimates were evaluated against the prevailing conditions and
factors in Los Angeles. Often, multiple scenarios were created using different assumptions and the
most conservative estimate was selected. For example, the revenue from domestic sponsorship was
estimated using three models and LA24 chose the most conservative of the three approaches to
include in the budget. LA24 conducted presentations for various stakeholder groups including the City
of Los Angeles to gather and incorporate feedback in an effort to maintain transparency around the
budget process.

The 10C guidelines specify that the Games budget, submitted as part of the third phase of the
candidature process, should represent the budget for the Organizing Committee for the Clympic
Games (OCOG}). The OCOG, which would be established after the 2024 Games are awarded
(September 2017), is the organization responsible for the planning and staging of the Games. Using
IOC guidelines, LA24 developed a budget which included the following revenue and expenditure
categories illustrated in Table 1.

1 Olympic Agenda 2020 (hitps://www.olympic.org/olympic-agenda-2020)
=3=
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Table 1: Budget categories for the proposed Games

Revenue Categories Expenditure Categories

— 10C Contribution — Venue Infrastructure

— TOP Contribution — Sport, Games Services & Operations
— Domestic Sponsorship — Technology

— Ticket Sales — People Management

— Licensing & Merchandising — Ceremonies & Culture

— Grants, Lotteries and Other Revenue — Communications, Marketing and Look

— Corporate Administration and Legacy'
— Other Expenses?

— Contingency

Scope of work

KPMG assessed the budget as of October 16, 2016 to determine whether the revenues, expenditures,
and assumptions, as of that date, were reasonable and complete. The financial estimates were based
on assumptions developed by LA24. If decisions on the part of LA24, with respect to the assumptions,
source materials, and plans, vary from those used to develop the proposed budget presented to KPMG
(October 16, 2016), the revenue projections and financial estimates would require modification. For
example, a change in venue selection for a sporting event may impact budget estimates.

The proposed budget prepared by LA24 as of October 16, 2016 totals $5.3 billion. Significant changes
to revenues and expenses after the date noted, if any, fall outside the scope of our review. Given the
limited timeframe to conduct the assessment and the fluidity of the budget process, the scope of
KPMG's independent assessment included the following:

— Assessing LA24's methodology and approach for budget formulation including the guiding
principles.

— Assessing projected revenues and underlying assumptions (emphasis on higher dollar and
higher risk areas).

— Assessing projected expenditures and underlying assumptions (emphasis on higher dollar and
higher risk areas).

— Identifying expense categories not specifically included and assessing whether they belong
within the budget estimates.

— Conducting sensitivity analysis as needed to determine impact of findings.

The following areas and services were outside the scope of the KPMG project:
— Afinancial audit of the proposed Games budget.
— Other bid documents and evidence that are part of the Stage 3 candidature package.

— Assessing the scenarios and contingencies that could impact the budget over the course of the
next seven to eight years.

= i
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— Calculating the amount of additional costs likely to be incurred by the City of Los Angeles that
is appropriately not included in the budget.

Conclusion

KPMG found the $5.3 billion budget prepared by LA24 to be substantially reasonable, complete, and
adhered to a bottom-up conservative approach. KPMG also noted that the level of rigor considered in
the development of the budget is detailed for this stage of the bid process. The strategy of using
existing infrastructure rather than undertaking large scale capital development reduces the overall risk
of hosting the Games for the City of Los Angeles.

KPMG does, however, have a few observations related to the proposed budget and other factors for
the City to consider. Although not significant in nature, the on-going viability of the budget depends on
continued adherence to the assumptions and estimates made at this stage in the bid process.

Our observations are grouped into two categories which include observations related to the budget
and factors outside the budget for the City’s consideration (Non-OCOG budget).

Category 1 — Budget observations

The budget findings include:

— The process for estimating ticketing revenue deviated from the guiding principle of using a
conservative approach

— The methodology used to estimate certain expense categories limited comparability to industry
benchmarks

— Assumptions related to the impact of future inflation have not been determined as the budget
is currently presented in 2016 real dollars (as required by the IOC)

Ticketing Revenue

The revenue from ticket sales in the proposed budget is $1,473.5 million. LA24's approach for
estimating ticketing revenue was consistent with approaches used by other multi-sport events. The
list of sporting events and sessions were determined based on IOC guidance and used for selecting
venues. LA24 considered the popularity of the sport and selected venues with smaller seating
capacity for lesser known sports. The gross capacity of venue was then adjusted for seat kills (seats
unavailable for sale to accormmodate technical elements) and accredited seats (seats reserved for a
selection of guests and spectators) to determine net capacity. The seating capacity was then divided
into tiers to determine pricing. Ticket prices were estimated based on the popularity of the sport.

LA24 used a sell-rate of 97% of net capacity for each sport and each session to determine ticketing
revenue. This sell-rate was based on the London 2012 average ticket sell rate of 97%, which was the
highest benchmark achieved for recent Games. Based on historical data, applying a 97 % sell-rate
across all sports and all sessions does not follow a conservative approach of determining rates based
on the popularity of the sport and timing of the session (weekdays versus evenings or weekends).

Although, historically popular events and sports (opening and closing ceremonies, and sports such as
basketball, swimming, track, gymnastics & football) account for 70% of ticketing revenue, KPMG
performed an analysis to determine the potential range of impact using an alternative model. Sports
and ceremonies were ranked in descending order based on the LA24 revenue projections. This
ranking was divided into 10 levels (percentile groupings) based on popularity of sports and events.
Each percentile grouping’s sell rate was then reduced by 2%. The sell rate in the model ranges from
97% for the top percentile grouping to 79% for the lowest.
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The range of potential impact, based on the scenario of LA24 achieving the 97% sell-rate across all
sports and sessions and based on the scenario from our analysis, could be zero (no impact) to $34.4
million (2.63%). Similarly, the corresponding reduction in ticketing revenue on food and beverage
commissions could be zero to $6.7 million.

Expense categories

One of LA24’s guiding principles in developing the budget was employing a bottom-up approach to
demonstrate rigorous, reasonable, and achievable estimates. Given that the Games are seven to eight
years away, the level of detail is generally thorough. However, KPMG noted that the presentation of
the following expense categories limited comparability to industry benchmarks:

a) People management
b) Administration cost

¢) Venue infrastructure contingency

a) People management

The total cost of people management in the proposed budget is $695.8 million with the primary cost
related to professional staff. LA24 developed the workforce model using an allowance approach,
rather than a model with specific position start and finish dates. Given that the Games are nearly eight
years away, the allowance approach was reasonable.

LA24 used the London 2012 workforce benchmark was adjusted to account for differences in scale
and scope. Further adjustments were made based on the significant number of highly skilled
professionals employed in the event business in Los Angeles and in the surrounding areas. These
adjustments resulted in a slower ramp up of statf, a lower peak headcount and a significant reduction
in the number of cumulative months of employment (51%) for LA24 versus London 2012.

Given the assumptions outlined by LA24, market conditions and capacity, and a difference in scale and
scope, the allowance approach is reasonable for this stage in the process. For on-going budget
management and potential savings in comparison to London 2012, it will be important that the LA24
allowance estimate be the benchmark for the creation of the future detailed staffing plan to help
ensure the plan remains within the parameters of the budget estimates.

b) Administration cost

In examining the completeness of the proposed budget, KPMG compared an inventory of cost
categories regularly used in major international multi-sport games to the proposed budget. This
analysis identified certain line items that may be embedded in other line items, such as:

— Board of Director and Board Committee expenses

— Pre-Olympic travel and presentation costs

— General functional overhead costs not attributable to a specific program or project
— Costs associated with International Sport Federations travel and management

— Project management office

— Professional services beyond external audit, such as tax planning

— Closing event production costs in the Tokyo 2020 Games

— Games readiness program

Discussion with LA24 indicated that these line items were included in the budget based on
benchmarks from the London 2012 Games and embedded in certain budget line items although this

g
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could not be validated. KPMG conducted a sensitivity analysis and these types of costs are typically not
significant (less than $10 million), but are important functions that need to be planned for and

incorporated into the budget.

¢) Venue infrastructure contingency

The total cost of venue infrastructure is $1,198.3 million. Venue infrastructure costs have historically
represented the most significant budget line item for any Games budget as it normally includes a large
facility development program for the construction of the Olympic stadium, Olympic village, and media
& broadcasting center. The City of Los Angeles has several sporting venues that are currently capable
of hosting an event similar in scale to the Games. Also, the accommodation at UCLA is an existing
facility that is comparable to an Olympic Village and USC has the facilities to support the media village.
LA24 has proposed the use of these existing facilities thereby reducing the financial risk associated
with large-scale capital projects.

LA24 engaged a team experienced in prior Games and sporting events to determine venue
infrastructure costs at a detailed level. Major components of the cost build up (e.g. unit costs,
contingencies, contractor mark-ups) were tested with suppliers in the market and adjusted for relevant
factors. The total venue infrastructure contingency amount was estimated at a design and
construction level. A design contingency is the amount set aside to account for changes between
concept and actual design. A construction contingency is the amount set aside to account for
unforeseeable conditions during the construction phase. However, LA24 took two different
approaches to estimating the design and construction level contingency.

The design contingency was included within the venue infrastructure cost of $1,198.3 million.
According to estimates provided by LA24, the design contingency was included in that amount at a
unit cost level and within the range of seven to twelve percent depending on the design specifications.
Given as design contingency adjustments were made at a detailed unit cost level KPMG could not
verify the actual tevel of design contingency included.

The construction contingency was estimated on a venue-by-venue basis taking into account the risk of
temporary overlay versus permanent investment. Further, the construction contingency was included
within the contingency budget line item.

KPMG conducted a sensitivity analysis and determined that the level of design contingency combined
with the construction contingency resulted in an overall contingency of 20 to 22% of the venue
infrastructure cost. Even though LA24 did not set aside amounts for market risk and owner-directed
changes, the contingency is reasonable given the temporary nature of the works, the current level of
design and present stage in the budget process. For on-going budget management, it will be important
that the contingency assumptions be clearly identified and presented separately for construction,
design, market risk and owner-directed changes to allow for transparency and easier tracking of

adjustments.

Inflation methodology

The proposed budget is currently presented in 2016 real dollars as per I0C requirements for the bid
materials. The escalation of costs to 2024 has not yet been completed nor has the methodology been
determined. LA24 has engaged economic advisors to develop an escalation methodology for the
period of 2016 10 2024, which is expected to be completed in December 2016.

As LA24 moves forward with developing the budget, the escalation methodology should take into
account that inflation may not be applied equally to both the revenue and cost estimates which may
potentially impact the budget contingency. This is a key consideration to understand the financial
commitment for the Games.

i
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Category 2 — Factors for City’'s consideration (Non-OCOG)

The budget prepared by LA24 represents the proposed budget for the OCOG under the directives of
the 10C guidelines. However, there are other factors and expenditures that appropriately are not
included in the budget but may be important for the City as it considers hosting the Games. The
following items are key to the successful delivery of the Games and worthy of mention.

— City vision and impact on municipal services
— Security
— Timing of other City Infrastructure projects

— Ongoing oversight

City vision and impact on municipal services

The proposed budget includes a reasonable estimate of $85.3 million for the cost of the incremental
municipal services to be provided for the Games based on I0C requirements. However, based on our
experience, a Host City may incur costs associated with the City’s vision for the Games that are
outside of the budget. The City's vision for the Games, which is often complementary to the Bid
Committee’s vision for the Games, can include items such as:

— City-run Live Sites {over and above those provided for in the proposed budget)
— Tourism development goals

— Economic development goals

— Cultural festivals

— Education and legacy related initiatives for the broader community {e.g. beyond the sport
sector)

— Inclusion - e.g. outreach to youth and at risk populations

With respect to economic and tourism development, it would be important for the City to prepare for
the Games as a mega global event. For example, the City would be the focus of global media attention
in the seven years leading up to the Games. This has the potential to enhance both the economic and
tourism development for the City. Additionally, given the heightened global interest in the City, there
may be opportunity to enhance the City’s economic development plans by marketing business
development opportunities for Los Angeles, to attract new business to the City. To do so, however,
will require a plan to both actively market those opportunities and respond to inquiries from interested
parties. Lastly, the City's tourism development could be enhanced due to the increased national and
global profile the City will have as an Olympic Host City in the years leading up to 2024 and beyond.

The inclusion of these discretionary items may drive increased demand on City operations and
increased effort required from the City's “Olympic Operations Office”, which will likely be established
to coordinate, plan and implement City-related activities. As a go-forward step, KPMG recommends
the City consider these items to allow for appropriate resource planning and to capture the benefits of
being a Host City.

Security

[n the event the Games are awarded to Los Angeles, the Department of Homeland Security (DHS) has
confirmed that the Games would be designated a National Special Security Event (NSSE) based on the
anticipated attendance by dignitaries and the size and significance of the event. With an NSSE, the US
Secret Service (USSS) becomes the lead agency by statute, for the "planning, implementation and
coordination of operational security” for the Games, with the Federal Bureau of Investigation (FBI)
responsible for counter terrorism activities and the Federal Emergency Management Agency (FEMA)
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for emergency management. Other national agencies involved include the Department of Defense and
the Department of Health and Human Services. Local law enforcement agencies serve as lead for
security operations within their jurisdictions, under the overall coordination of the USSS.

The NSSE does not provide funding to local law enforcement agencies for overtime or other
operational requirements; however, there are a number of appropriations or grants available to local
agencies for law enforcement and emergency management. Operational security costs for the full
deployment of law enforcement, overtime, planning, and coordination activities are not included in the
budget except for a modest allocation in Municipal Services, which is standard with budgets for the
OCOG from Games to Games as they have no control over the level or security planning, nationally,
regionally or locally. The OCQOG does include the cost of requirements to support security activities in
and around the venues, e.g. fencing, power, cabling, tents/cabins, and some private security for
pedestrian & vehicle screening.

We recommend the City and LA24 consider working with local enforcement agencies to discuss the
additional costs of security beyond those covered by the NSSE designation, with the view of
determining the required timing for application to grant programs.

Timing of other City Infrastructure projects

As represented by LA24, completion of major infrastructure projects (e.g. LAX modernization, transit
improvement projects) currently underway or planned between now and 2024 will not have an impact
on the ability to host the Games. However, these projects have the potential to impact the citizens of
Los Angeles, Olympic and Paralympic visitors (athletes and officials), and tourists attending the Games
by greatly enhancing their experience and impressions of the City. The completion of the projects also
have the potential to contribute to the efficiency of hosting the Games, as they will reduce the level of
disruption that the Games may cause across the City.

Given the importance of the completion of these infrastructure projects in terms of the image of the
City and visitor experience during the Games, we recommend ongoing adherence to schedules be
stressed and periodic updates be provided to the OCOG. Other new infrastructure projects will also
need to take into consideration potential impact to the Games.

Ongoing oversight

Los Angeles, as the signatory to the IOC HCC, will have representation on the Board of Directors. This
position will provide the City with an oversight role with respect to the planning and hosting the
Games. Currently, the HCC guarantees that the City will have at least one member on the Board.

However, given the scale of this project and the complexities involved, we recommend the City insist it
has at least two members. This approach would also be strengthened by requesting that one of the
City appointees be on: a) the Board Audit and Finance Committee, and b) the Board Executive
Committee. We also recommend the City institute a program of regular reviews of the budget to
provide ongoing fiscal oversight.
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Key analysis

This section contains a summary of the procedures performed based on the testwork completed for
each budget line item represented in the proposed budget.

Overall Budget for the 2024 Summer Olympic and Paralympic Games

In order to test the reasonableness and completeness of the proposed budget, we verified the
formulas and mathematical accuracy of the budget by comparing the roll-up of budget line items to the
summary level. We also developed a spreadsheet comprising budget categories regularly used in
major international multi-sport games and cross-referenced those categories to the proposed budget

with the purpose of identifying any potential gaps.
Table 2 illustrates the LA24 proposed budget of the OCOG for the Games.

Table 2: LA24 Budget for the proposed Games as of October 16, 2016

Revenue USD ($M 2016)
IOC contribution 855.0
TOP contribution 453.5
Domestic sponsorship 1,930.7
Ticket sales 1,473.5
Licensing & merchandising 2255
Grants, lotteries and other revenue 368.5
Total 5,306.7
Venue infrastructure 1,198.3
Sport, games services & operations 922.6
Technology 565.6
People management 695.8
Ceremonies & culture 176.8
Communications, marketing, and look 194.2
Corporate administration and legacy 220.5
Other expenses 841.1
491.8

Contingency
Total 5,306.7

As noted in Table 2, LA24 has presented a balanced budget for the bid process.
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Revenues

As noted in Table 2, revenue categories included IOC contribution, The Olympic Partner (TOP) program
contribution, domestic sponsorship, revenue from ticket sales, licensing & merchandising, grants,
lotteries and other revenue. KPMG reviewed the revenue categories with particular focus on higher
dollar and risk categories which included [OC contributions, TOP contributions, revenue from domestic
sponsorship, and ticket sales.

|OC contribution ($855 million)

The IOC Contribution is a share of broadcast revenues negotiated by the |OC and paid to the OCOG.
LA24 followed the IOC direction to account for revenue based on 2024 Candidate Cities Budget
Information. There are no relative concerns as the amount is stipulated by the IOC and is stable.
However, the timing of the payment schedule for the IOC contribution has implications for the OCOG’s
cash flow and line of credit.

KPMG discussed with LA24 their plans to manage cash flow. LA24's approach as follows is consistent
with other OCOGs.

— Transition expenses to cover the period from when the Games are awarded (September 2017)
to the full establishment of the OCOG (early 2018) have been provided for in the budget.

— The OCOG budget is based on a plan to limit expenses in the initial years (2017-2020).

— The |OC contribution provides for a graduated cash flow over the period 2020 to 2024.

— LA24 has budgeted a line of credit to cover cash shortfalls until the major 2024 revenue
streams are earned.

— Bank charges for the budgeted line of credit have been provided for in the budget.

TOP contribution ($453.5 million)

The TOP program is an international sponsorship program that covers the Games. TOP partners have
exclusive worldwide sponsorship rights to the Games and provide both products and services to the
host OCOG. LA24 followed the |OC direction to account for revenue based on 2024 Candidate Cities
Budget Information.

There are no relative concerns as the amount is stipulated by the |OC and sponsorship agreements are
negotiated for different periods and cover different number of Games.

Domestic sponsorship ($1,930.7 million)

Domestic sponsorship represents the committed value of revenue from different tiers of sponsors.
The number of sponsors per tier is limited to allow the OCOG to commit to exclusivity for each
category. Sponsor deals include cash and value in kind (VIK) components.

LA24 used a tiered approach to determine domestic sponsorship revenue. Sponsorship revenue
amounts for London 2012, Rio 2016, and Tokyo 2020 (to date) were considered. Guidance from USOC
was used 1o create a sponsorship matrix of potential categories, US market maps, and the Joint
Marketing Program Agreement (JMPA) between LA24 and the USOC was used to determine the
royalty arrangements from OCOG to USOC on revenue categories.

Once available data was collected, a bottom-up approach by tier was developed using data from
London 2012, Next, a bottom-up approach by category (i.e. industry type such as telecommunications,
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airlines, banking) was created for the US market and estimating growth in sport sponsorship as an
industry. Finally a top-down approach using London 2012 was estimated. All three models were
compared and LA24 chose the most conservative of the three approaches to include in the budget.

There are no relative concerns with this line item given the conservative approach, the degree of
modeling and the comparison to actuals realized by previous Games.

Ticket sales ($1,473.5 million)

Ticket sales is the revenue generated from the sale of tickets for the opening & closing ceremonies,
Olympic and Paralympic Games, hospitality rights, and other miscellaneous ticketing revenue (Olympic
test events).

LA24’s approach for estimating ticketing revenue was consistent with approaches used by other multi-
sport events. The list of sporting events and sessions were determined based on IOC guidance and
used for selecting venues. LA24 considered the popularity of the sport and selected venues with
smaller seating capacity for lesser known sports. The gross capacity of venue was then adjusted for
seat kills {(seats unavailable for sale to accommodate technical elements) and accredited seats (seats
reserved for a selection of guests and spectators) to determine net capacity. The seating capacity was
then divided into tiers to determine pricing. Ticket prices were estimated based on the popularity of
the sport.

LA24 used a sell-rate of 97% of net capacity for each sport and each session to determine ticketing
revenue. This sell-rate was based on the London 2012 average ticket sell rate of 97%, which was the
highest benchmark achieved for recent Games as shown in Table 3.

Table 3: Actual ticket sales for prior Games

Year and Location % of Available Tickets Sold
2000, Sydney, Australia 88%
2004, Athens Greece 71%"
2008, Beijing, China 95.6%
2012, London, UK 97%

Source: https.//fwww.statista.com

! Athens 2004 was considered an outlier, given the challenges faced by the 2004 OCOG, and therefore not considered as a
reliable benchmark

Preliminary data from the Rio 2016 Games indicate that 92% of the available tickets were sold.

Based on historical data, applying a 97% sell-rate across all sports and all sessions does not follow a
conservative approach of determining rates based on the popularity of the sport and timing of the
session (weekdays versus evenings or weekends).

Although, historically popular events and sports {opening and closing ceremonies, and sports such as
basketball, swimming, track, gymnastics & football) account for 70% of ticketing revenue, KPMG
performed an analysis to determine the potential range of impact using an alternative model. Sports
and ceremonies were ranked in descending order based on the LA24 revenue projections. This
ranking was divided into 10 levels (percentile groupings) based on popularity of sports and events.
Each percentile grouping’s sell rate was then reduced by 2%. The sell rate in the model ranges from
97% for the top percentile grouping to 79% for the lowest.
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The range of potential impact, based on the scenario of LA24 achieving the 97% sell-rate across all
sports and sessions and based on the scenario from our analysis, could be zero (no impact) to $34.4
million {2.63%). Similarly, the corresponding reduction in ticketing revenue on food and beverage
commissions could be zero to $6.7 million.

Licensing and merchandising ($225.5 million)

Licensing and merchandising revenue includes all sales through retail stores and online sales. The
operation of this function is typically outsourced, with the OCOG receiving a royalty on gross or net
sales. In addition there are specific programs around stamps and coins that generate additional
revenue.

LA24 benchmarked figures available from the London 2012 Games to estimate revenue.

Consideration was given to e-commerce growth both globally and in the US since London 2012 with
increased margins considered for online sales (wholesale and retail mark-up). Market size comparisons
were performed, both US to UK and LA to London and market growth related to licensing and
merchandising was taken from a well-known study. Finally, revenue for London 2012 was adjusted to
account for foreign exchange and inflation from 2012 to 2016.

There are no relative concerns with this budget line item given the conservative approach adopted by
LA24. Market growth was based on an external industry study and modeled using less than a quarter
of the potential growth, which allows for a revenue upside.

Grants, lotteries and other revenue ($368.5 million)

Other revenues include all other categories including lotteries, government contribution, grants,
donations, asset disposal, food & beverage commission, and hotel commissions.

— For food and beverage commission, LA24 calculated revenue based on projections of ticket
sales. The benchmarks were tested against the average of food and beverage spend at last
four Super Bowls. The estimate is conservative and includes room for additional revenue as
the model does not factor in sales to accredited seats or people in sports park live sites.

— For revenue from donations, LA24 identified potential donors such as prominent public figures
within the City and private sponsors of LA24. Government contribution and grants takes into
account historical data such as funding from Veteran Affairs for the Paralympics or funding
from grant programs such as the Wounded Warriors Project, VA Adaptive Sports Grants, and

others.
— For revenue from lotteries, LA24 used a royalty based approach.

Overall, there are no relative concerns with this budget line item given the conservative approach and
testing of estimates against benchmarks.

Expenditures

As noted in Table 2, expenditure categories include venue infrastructure, sport, games services &
operations, technology, people management, ceremonies & culture, communications, marketing &
look, corporate administration & legacy, other expenses, and contingency. KPMG reviewed the
expenditure categories with a more detailed review of higher dollar categories such as venue
infrastructure and sport, games services & operations.
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Venue Infrastructure ($1,198.3 million)

The cost of venue infrastructure represents the single largest budget item. An assumption in the
development of the budget is the use of existing infrastructure that reduces the risk associated with
large-scale capital projects. In comparison to other host cities, the City of Los Angeles has several
sporting venues that are currently capable of hosting an event similar in scale to the Games. The
student accommodation at UCLA is an existing facility that is comparable to an Olympic Village and
USC has the facilities to support the media village. The use of existing facilities reduces the risk and
limits the costs to venue overlays and temporary venue construction costs for both competition and

non-competition venues.

LA24 has used a detailed approach to estimating costs. For example, the current design level is based
on block diagrams informed by Schedule of Accommodations (SOA) and is relatively advanced for this
stage in the process. Given the complexities involved in estimating venue infrastructure costs, LA24
used the services of professional firm AECOM to drive this effort. LA24 also relied on data from prior
Games, consultations with industry experts, working sessions with various stakeholders and reviewing
guotes from local and international suppliers to estimate venue infrastructure costs. LA24’s use of a
conservative approach is evident in estimating each venue’s cost on an individual, stand-alone basis.
Although opportunities for sharing resources or economies of scale exist, these have not yet been
factored in allowing for potential cost savings in the future. In addition, LA24 has engaged
stakeholders and partners to maintain transparency.

— For costs of temporary overlays and permanent investment, LA24 obtained unit costs from
local & international suppliers and used Los Angeles and US benchmarks from AECOM's
internal sources and AECOM-owned companies - Hunt Construction and Tishman
Construction. Most of the benchmark project estimates were at concept design level keeping
in line with the overall detailed approach for the budget. LA24 met with local and international
suppliers to understand the range that unit costs would likely fall in for this type of event and
the factors that might contribute to higher costs or premiums.

— For other cost categories, LA24 conducted additional studies for complex elements and relied
on data from other Games to estimate other costs. Services and utilities costs were
forecasted using power requirements from London 2012 for comparable venues. Professional
fees and other soft costs were estimated at 12% of all construction costs. This allowance is
generally within the range of industry benchmarks.

— For contingency, LA24 considered three categories which included design, construction, and
market risk & owner-directed changes. The design contingency was embedded within the
venue infrastructure cost of $1,198.3 million at a unit cost level within the range of seven to
twelve percent depending on the design specifications. The construction contingency of $107
million was estimated on a venue-by-venue basis taking into account the risk of temporary
overlay versus permanent investment. Finally, LA24 has indicated that it views the risk of
owner-directed change orders to be low as this will partly be managed through negotiations of
Venue Use Agreements (VUAs) and close collaboration with stakeholders including
International Sports Federations, Olympic Broadcasting Services (OBS), partners and others.

KPMG conducted a sensitivity analysis and determined that the level of design contingency combined
with the construction contingency resulted in an overall contingency of 20 to 22% of the venue
infrastructure cost. Even though LA24 did not set aside amount for market risk and owner-directed
changes, the contingency is reasonable given the temporary nature of the works, the current level of
design, and present stage in the budget process. For on-going budget management, it will be
important that the contingency assumptions be clearly identified and presented separately for
construction, design, market risk and owner-directed changes to allow for transparency and easier

tracking of adjustments.
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Sport, Games services, and Operations ($922.6 million)

This category includes all planning, services and operations around the sport competition, International
Sport Federation management, services provided to customer groups (e.g. transportation,
accommodation, food and beverage), and how the venues & villages will operate. The primary
expenses include accommodations, food & beverage, medical & anti-doping costs, logistics, security,
sport, transport, event services, venue operations management, Olympic and Paralympic village
operations, media village operations, test events, and cleaning & waste.

For the majority of expenses, LA24 used data from London 2012 and from the recently concluded Rio
2016 Games. These estimates were used as a starting point and then adjusted for inflation, currency
exchange and market conditions, and factors prevalent in the Los Angeles area. In particular, this
approach was used to estimate medical and anti-doping costs, logistics, sports, event services, test
events, and cleaning & waste costs. A conservative approach and published available data for the Los
Angeles market were used to estimate budgeted amounts. For example, in estimating anti-doping
costs, LA used the highest price paid for an anti-doping test and an assumption of testing 60% of all
athletes, which is higher than any previous Games.

— For accommodations, LA24 used the [OC technical manuals to determine client group
populations. Data from London 2012 and Rio 2016 was used to create a model that analyzed
the mix of accommodation levels required (e.g. star rating), requirements of regional athletes,
and actual athlete numbers. Room nights were calculated based on the length of the Games
and room rates based on July and August 2015 Smith Travel Research (STR) global average
room rate for Los Angeles and adjusted for inflation to 2016.

— For food and beverage commission, LA24 used client group numbers from the HCC, workforce
modeling, and London 2012 & Rio 2016 numbers. The model used UCLA's highest price for
summer meal as the baseline and included a premium for athletes' meals. The UCLA meal
costs were adjusted for Games requirements and tiered for workforce versus athlete meals.
Finally, the VUAs with UCLA is based on usage and not maximum number of meals to control
costs.

— For security and safety-related costs, LA24 considered several components such as temporary
infrastructure, event services, transportation, and municipal services. For the overall security,
LA24 obtained that the Games will be classified as a National Special Security Event (NSSE).
With an NSSE, the US Secret Service (USSS) becomes the lead agency by statute, for the
planning, implementation, and coordination of operational security for the Games, with the
Federal Bureau of Investigation (FBI) responsible for counter terrorism activities, and the
Federal Emergency Management Agency (FEMA) for emergency management.

— For transportation costs, LA24 considered several components such as client group
transportation, allowances for greater transportation operations such as Olympic Route
Network (ORN) and Traffic Demand Management {TDM), and spectator transportation. In
estimating athlete transportation volume, LA24 used data from London 2012 and Rio 20186.
The rates were based on numbers quoted in LA Department of Transportation (LADOT)
contracts for mega-events. Spectator transportation costs leveraged numbers from the
national Borrow-a-Bus Program numbers previously used during the Atlanta 1996 and Salt Lake
City 2002 Games. Finally, fuel cost was based number of trips for a bus (athletes, media, and

spectators).

— For venue operations management, LA24 calculated costs for venue compensation, facilities &
maintenance, and utilities based on the binding VUAs which have been signed with all venues
except for locations yet to be finalized.

— For Olympic and Paralympic village operation, LA24 calculated costs for entertainment,
housekeeping, laundry services, project costs, and supplier fees. Accommodation
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requirements were determined on the basis of [OC technical manual and London 2012. To
keep costs under control, the model assumed no changes would be required to the existing
student accommodation room configuration set-up except for minor modifications for
Paralympic athletes. The benchmarks were adjusted with Los Angeles market unit costs for
specific equipment and fit out, number of staff required, hours, days, and typical hourly rate.
Cost estimates for media room nights were based on regular hotel rates.

Overall, there are no relative concerns for these expenses given the conservative approach used to
determine costs. As with all expense line items, KPMG leveraged a list of expected costs to compare
to the budget. This analysis identified certain items that according to LA24 were embedded in other
budget line items. Refer to Appendix A for a list of expense categories that are embedded within other
budget line items. However, KPMG conducted a sensitivity analysis and these types of costs are not
significant but are important functions that need to be planned for and incorporated into the budget.

Technology ($565.6 million)

Technology includes information technology (e.g. devices, hardware, software, and infrastructure),
telecommunications (e.g. voice and data services), games technology (e.g. results, in-venue
technology, video boards, and scoreboards), and other technology deliverables (e.g. websites). The
majority of these are delivered through goods and services provided by TOP sponsors (Atos, Omega,
Panasonic or Samsung) or domestic sponsors {e.g. telecom provider). About 80% of technology costs
are derived from TOP and domestic sponsorship agreements. Also, the technology expense has a
direct correlation with related sponsorship revenue and as a result an increase in technology costs
would increase the revenue side of the sponsorship agreements.

LA24 estimated non-sponsorship technology costs on the basis of London 2012 and local market
research. There are no relative concerns with technology costs as a significant portion of the cost is
estimated on the basis of [OC guidance.

People Management ($695.8 million)

People management covers traditional human resource activities such as recruiting, performance
management & compensation, volunteer recruitment, training & uniform, and accreditation for all
Games customer groups.

LA24 developed the workforce model using an allowance approach, rather than a model with specific
position start and finish dates. Given that the Games are nearly eight years away, the allowance
approach was reasonable.

LA24 used the London 2012 workforce benchmark was adjusted to account for differences in scale
and scope. Further adjustments were made based on the significant number of highly skilled
professionals employed in the event business in Los Angeles and in the surrounding areas. These
adjustments resulted in a siower ramp up of staff, a lower peak headcount and a significant reduction
in the number of cumulative months of employment (51%) for LA24 versus London 2012.

Per discussions with LA24, the number of staff employed by London would not be required in the
LA24 workforce. Also, other staff employed by the OCOG are covered in other LA24 budget line items.
For example, LA24 has negotiated VUAs including commitments to use venue and event staff already
employed in these venues.

Given the assumptions outlined by LA24, market conditions and capacity, and a difference in scale and
scope, the allowance approach is reasonable for this stage in the process. For on-going budget
management and potential savings in comparison to London 2012, it will be important that the LA24
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allowance estimate be the benchmark for the creation of the future detailed staffing plan to help
ensure the plan remains within the parameters of the budget estimates.

Ceremonies and Culture ($176.8 million)

Ceremonies includes the opening and closing ceremonies for the Games, torch relay, live sites, team
welcome ceremonies in the Athletes’ Village, and in-venue victory (medal) ceremonies. Culture refers
to the Cultural Olympiad, a program of cultural events in the four years leading up to the Games and
educational programs around the Games.

The costs for ceremonies & culture are based on London 2012 and as such there are no relative
concerns for this expense. As with all expense line items, KPMG leveraged a list of expected costs to
compare to the budget. This analysis identified certain items that according to LA24 were embedded
in other budget line items. Refer to Appendix A for a list of expense categories that are embedded
within other budget line items. However, KPMG conducted a sensitivity analysis and these types of
costs are not significant but are important functions that need to be planned for and incorporated into
the budget.

Communications, Marketing and Look ($194.2 million)

Communications and marketing are similar to typical corporate functions. Communications includes
brand management, public relations, community relations, and press operations. Marketing includes
revenue generation, fundraising and commercial rights management. Look of the Games covers
signage, way finding and spectaculars, such as large installations of the Olympic rings.

To estimate the cost of communication, marketing and look, LA24 used the estimates from London
2012 and adjusted the values for the Los Angeles market, inflation, and currency conversion. The
model uses the concept of sports parks to reduce complexity and benefit from synergies. The costs
were reviewed by subject matter experts that worked on London 2012.

Overall, there are no relative concerns for these expenses given the conservative approach used to
determine costs. As with all expense line items, KPMG leveraged a list of expected costs to compare
to the budget. This analysis identified certain items that according to LA24 were embedded in other
budget line items. Refer to Appendix A for a list of expense categories that are embedded within other
budget line items. However, KPMG conducted a sensitivity analysis and these types of costs are not
significant but are important functions that need to be planned for and incorporated into the budget.

Corporate Administration and Legacy ($220.5 million)

Administration is primarily an overhead function (e.g. governance, office rent, and fit out) but also
covers insurance, protocol, and language services. Environment, sustainability and legacy programs are
also included in this area.

General administration costs were determined using estimates from London 2012 and adjusted the
values for the Los Angeles market, inflation, and currency conversion. Rent costs were estimated on
the basis of workforce plan using local rent and utilities rates.

To estimate insurance costs, LA24 employed the services of subject matter experts. Several different
categories of coverage were considered based on opinion of local insurance experts.

— For construction of venue infrastructure, the insurance coverage types considered included
venue construction and overlay, capital replacement, builder's risk, and cost overruns. Given
as construction of venue infrastructure will be contracted to third-party vendors, LA24's
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approach for estimating insurance premium for construction is to negotiate terms and have the
premiums paid by contractors.

— For the actual Games, LA24 has considered multiple insurance types such as event
cancellation, HCC or games operating agreement, trade credit, loss of appeal, public liability &
indemnity, terrorism, earthquake, other miscellaneous, and cyber security & privacy liability.
The range of coverage for the different types is $100 million to $500 million and the insurance
premium costs in the range of $1 million to $5 million.

— Finally, an over-arching coverage in the form of all-risk excess coverage is estimated with a
coverage value of $500 million and insurance premium of $10 million. The excess insurance is
similar to an "umbrella” policy that provides additional coverage over and above the amounts
insured under the public liability, event cancellation, and OCOG & HCC policies. It is a way of
adding an extra layer of broad protection. The type, insurance premium and coverage across
the various policies is in line with insurance costs for other Games.

Overall, there are no relative concerns for these expenses given the conservative approach used to
determine costs. As with all expense line items, KPMG leveraged a list of expected costs to compare
to the budget. This analysis identified certain items that according to LA24 were embedded in other
budget line items. Refer to Appendix A for a list of expense categories that are embedded within other
budget line items. However, KPMG conducted a sensitivity analysis and these types of costs are not
significant but are important functions that need to be planned for and incorporated into the budget.

Other Expenses ($841.1 million)

Other Expenses is composed of marketing rights and royalties, athlete experience and innovation, and
municipal services. To estimate costs for marketing rights and royalties, LA24 used |0C guidance to
determine contractual obligations in the HCC, JMPA, and also as a percentage of revenue from
ticketing, domestic sponsorship, licensing & merchandising.

LA24 conducted workshops to gather data on athlete experience and innovation. The budgeted
amount includes costs for research and development. Additional amounts have been included to allow
for innovation and enhancements to athlete experience.

The municipal services costs that are part of other expenses includes enhanced event services, road
closure/street services, enhanced departmental services, and enhanced sanitation & cleaning. LA24
used public data available through city contracts with major local events such as the annual Los
Angeles marathon, Los Angeles Rams, and the 2015 Special Olympic World Games. The amounts
were then budgeted using conservative time estimates such as six years for cost associated with the
coordination of general city services, 50 days for city information technology services or 50 days of city
emergency management services.

The cost of municipal services estimated in the budget represents the cost for the OCOG. This is
appropriate given the I0C guidelines for estimating municipal services as part of the budget. However,
there are other factors and expenditures that appropriately are not included in the budget {as noted in
the Non-OCOG section of the report) but may be important for the City as it considers hosting the
Games.

There are no relative concerns with this line item as the cost for other expenses is based on
contractual obligations that are directly tied to revenue line items and a discretionary research and
development fund. Also, a reasonable approach was adopted to determine municipal services costs.
As with all expense line items, KPMG leveraged a list of expected costs to compare to the budget.
This analysis identified certain items that according to LA24 were embedded in other budget line
items. Refer to Appendix A for a list of expense categories that are embedded within other budget line
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items. However, KPMG conducted a sensitivity analysis and these types of costs are not significant
but are important functions that need to be planned for and incorporated into the budget.

Contingency ($491.8 million)

The contingency allowance in the budget is $492 million. This amount includes $107 million for
contingency on venue infrastructure costs. The remaining $385 million represents contingency for the
other budget categories.

Given that the Games are seven to eight years away, the contingency allowance is deemed to be
reasonable. In arriving at this position, KPMG noted the following:

— No major capital construction projects form part of the budget. As a result, the degree of
financial risk and potential draw on the contingency allowance is less than is normally found
with proposed major international multi-sport games budgets, which often include major capital
construction projects.

— The budget is currently presented in 2016 real dollars as per |OC requirements for the bid
materials. As LA24 moves forward with the bid process, an escalation for inflation will need to
be applied to the cost estimates including the contingency allowance.

— LA24 used a conservative approach to develop the budget for both revenue and costs
estimates. Due to this approach, additional layers of contingency may exist at the budget line
item level.
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Appendix A —
-Moedded expenses

In examining the completeness of the proposed budget, KPMG compared an inventory of cost
categories regularly used in major international multi-sport games to the proposed budget. Discussion
with LA24 indicated that the line items listed below were included in the budget based on benchmarks
from the London 2012 Games and embedded in certain budget line items. KPMG conducted a
sensitivity analysis and although these types of costs are typically not significant (less than $10 million),
they are important functions that need to be planned for and incorporated into the budget.

— Board expenses including chair and committees
— Pre-Olympic travel and presentation costs
— General overhead for functions

— CEO expenses

— Legacy programming

— Social programs

— Transfer of knowledge (TOK)

— Project control and planning

— Accounting

— Records management

— Other regional costs

— International Federation costs

— Transportation pre-Games

— Youth program

— Education program

— Mascot program

— Merchandise support

— Closing event previous Games

— Festivals and culture
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Appendix b — Uetal Dy
pucget ine:

1.1.Introduction

This section contains all line items in the budget and provides details on the procedures performed and
assumptions evaluated.

-+

1.2. Review of budget and assumptions

Overall Budget
KPMG performed the following steps to test the reasonableness and completeness of the budget

— Verified the formulas and mathematical accuracy of the budget by comparing the roll-up of
budget line items to the summary.

— Developed a spreadsheet comprising budget categories regularly used in major international
multi-sport games. Cross referenced those budget categories to the proposed budget.

— Obtained clarification from LA24 of where such costs might have been inciuded in the budget
to determine completeness.
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1.3. Procedures by budget line item

Revenue
1. 10C contribution

# Element Procedures Remarks
1.1 I0C — Verified the HCC and payment LA24 assumptions and benchmarks
contribution schedule provided by |0C to

O o g — 10C contribution is determined by
the 10C.

Contribution.
— LA24 does not face currency

conversion issues faced by other
host cities as the I0C uses USD.

— [ncludes OCOG’s share of broadcast
revenue.

— LA24 has followed the [OC direction
on how to account for revenue
based on 2024 Candidate Cities
Budget Information (Annex 2).

— Payment schedule is outlined in e-
mail correspondence from the |OC
to LA24, dated May 20, 2016.
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2. TOP program

# Element Procedures Remarks

21 TOP — Verified the HCC and payment LA24 assumptions and benchmarks

program schedule provided by 10C to
determine revenue for TOP
Program.

=g

Revenue from TOP Program is
determined by the I0C.

Stable revenue but there is a
possibility that the number may
increase as |OC negotiates new TOP
sponsorship deals.

LA24 does not face currency
conversion issues faced by other
host cities as the 10C uses USD.

LA24 has followed the [OC direction
on how to account for revenue
based on 2024 Candidate Cities
Budget Information.

Payment schedule is outlined in e-
mail correspondence from the |OC
to LA24, dated May 20, 2016.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their

party reliance on this information.



3. 10C contribution

# Element Procedures Remarks
3.1 Domestic — Evaluated the assumptions LA24 assumptions and benchmarks
sponsorship used to de_termme thgt — Revenue estimated based on
sponsorship revenue is . Lond
reasonable sponsor'shlp revenues for London
: 2012, Rio 2016 and Tokyo 2020 {(to
— Evaluated and compared the date).

three-tiered model to
determine realization and
appropriateness of
sponsorship revenue.

— Budget numbers were tested
against estimates determined using
a top down and category based
approach.

— USOC guidance used to create
sponsorship matrix of potential
categories and US market maps.

— JMPA between LA24 and the USOC
has been signed that sets out
specific royalty arrangements from
OCOG to USOC on revenue
categories.

LA24 approach

— Atiered approach was used to
determine domestic sponsorship
revenue.

— A bottom-up approach by tier was
first created using data from London
2012.

— Next, a bottom-up approach by
category (i.e. industry type such as
telecommunications, airlines,
banking) was created for the US
market and estimating growth in
sport sponsorship as an industry.

— Finally a top-down approach using
London 2012 was estimated.

— All three models were compared and
LA24 chose the most conservative
of the three approaches to include in
the budget.

-24 -
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# Element Procedures Remarks

3.2 Sponsor — Evaluated the assumptions LA24 assumptions and benchmarks
activation used to determine that ; .
e ALIE T SPEEEs — Re\(enue estimated based on figures
R available for London 2012 and Rio
activation is reasonable.
2016.
— Fvaluated the model usedto . 4 from USOC on possibilities

determine realization and

appropriateness of sponsor

activation revenue. — Modeled the Torch Run as a product
that could be sub-branded similar to

Rio 2016 to determine revenue.

was considered.

LA24 approach

— Revenue determined based on two
different models — bottom-up and
USQOC estimate.

— LA24 chose a hybrid approach
between the two approaches using
50% of the London 2012 and
augmenting it with revenue provided
by USOC guidance using a Los
Angeles specific lens.

25—
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4. Ticket sales

# Element
4.1 Ticket sales

4.2 Other
ticketing
revenue
{test
events)

Procedures

Validated the assumptions
used to determine gross
seating capacity, seat kills and
accredited seats to confirm
net capacity calculation is
appropriate.

Verified the appropriateness
of events by venue for
sporting events.

Verified the calculation of
seating by tier and venue type
(permanent and temporary) for
sporting events.

Reviewed supporting
evidence to determine the
reasonableness of ticketing
prices for venue and event
type.

Established reasonableness of
ticketing revenues for sporting
event.

Conducted additional analysis
to determine ticket sales
revenue utilizing a
conservative approach.

Gained an understanding of
how other ticketing revenue
was determined.

Evaluated other ticketing
revenue against benchmark to
assess reasonableness.

- 26 -

Remarks
LA24 assumptions and benchmarks

— Historical ticket prices from London
2012 used as a basis.

— Economic factors such as the strong
sports market of LA and premium for
select sports used in calculating
ticket pricing.

— B-tier seating model used for ticket
pricing.

LA24 approach

— Calculate net capacity by sporting
type and venue (gross capacity less
seat kills and accredited seats).

— Ascertain total sessions for each
sporting event, by venue.

— Determine ticket pricing for each
sporting event and session.

— Apply a sell-rate of 97% across all
sports and all events.

— Calculate total ticketing revenue as a
factor of net capacity and ticket
pricing.

LA24 assumptions and benchmarks

— Conservative approach used in
selecting sports (Aquatics, Athletics,
Water Polo and Gymnastics) for
ticketing revenue from Olympic
Trials/Test Events.

— Ticket pricing calculated as a factor
of ticket sales revenue.

— Hospitality rights calculated using
historical available data.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for thair
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5. Licensing and merchandising

# Element

5.1 Licensing and
merchandising

5.2 Stamps
{philately) and
coins

Procedures

— Assessed the assumptions
and benchmarks used in the
calculation of revenue from

merchandising.

— Evaluated the basis used to
calculate online sales versus
in-store sales and determine

reasonableness.

— Assessed the assumptions
and benchmarks used in the
calculation of revenue from

stamps and coins.

-27 -

Remarks

LA24 assumptions and benchmarks

Revenue estimated based on
figures available for London 2012.

Consideration given to e-commerce
growth both globally and in the US
since London 2012.

Increased margin considered for
online sales {(wholesale and retail
mark-up).

Market size comparisons were
performed, both United States to
United Kingdom and Los Angeles to
London.

Licensing and merchandising
market growth was taken from a
well-known study.

LA24 approach

Adjust licensing and merchandising
revenue for London 2012 to account
for foreign exchange and inflation.

Revenue from royalty calculated
based on net sales.

LA24 assumptions and benchmarks

Revenue estimated based on
historical Games and adjusted for
expected revenue based off
interviews with US agencies, e.g.
Mint, US Postal Service.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts na liability for their

party reliance on this information.



6. Lotteries and other revenue

# Element Procedures Remarks
6.1 Food and — Assessed the assumptions LA24 assumptions and benchmarks
bevera.ge‘ AR ben.chmarks uged I g — Estimates based on projections of
commission calculation of revenue from .
ticket sales revenue.
food and beverage
commission. — Benchmarks tested against the
average food and beverage spend at
last four Super Bowls.

— Estimate is conservative and
includes room for additional revenue
as the model does not factor sales to
accredited seats or people in sports
park live sites.

— Factors per capita sales based on
London 2012 adjusted prices and
tested against industry benchmarks.

6.2 Donations — Assessed the assumptions LA24 assumptions and benchmarks

and benchmarks used in the

. — Estimates based on identification of
calculation of revenue from

potential donors such as prominent

dGTELIENS, public figures within the City and
private sponsors of LA24.
— Consideration given to offering
naming rights on Olympic and
Paralympic venues if donor is not a
commercial entity.
6.3 Government — Assessed the assumptions LA24 assumptions and benchmarks
contribution and benphmarks used in the — “foteran Affais Mes historioally
and grants calculation of revenue from . ; )
L provided funding during Games-
government contributions and >
grants years for the Paralympics and, based

on this precedent, LA24 has
assumed funds in 2024. This is
further supported given the recent
partnership between the VA and
USOC for Paralympians.

— Further funding expected from grant
programs such as the Wounded
Warriors Project, VA Adaptive Sports
Grants, and others.

-28-
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# Element Procedures Remarks

6.4 Lotteries — Assessed the assumptions LA24 assumptions and benchmarks
and benchmarks used in the
calculation of revenue from
lotteries.

— Estimates based on historical Games
data.

— Utilized a royalty-based approach for
licensing rights to a lottery, not
revenue from the lottery itself.

-29 -
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Expenditures

1. Venue infrastructure

# Element
1.1 Unit cost —
development
basis

Procedures

Understood the benchmark
selection process, types of
projects used as benchmarks
for unit costs, and sources of
other benchmarks provided
by suppliers.

Reviewed adjustments for
the local market, venue
specific considerations,
material specifications and
rental periods.

Understood the "sense-
checking" process and
information used for top-
down analysis.

Conducted a detailed review
of a sample of unit cost
benchmarks and the
application of LA24's
methodology was undertaken
to determine the consistency
in application and the
reasonableness of costs
used.

-30-

Remarks

LA24 assumptions and benchmarks

Unit costs were obtained from local
and international suppliers and Los
Angeles and US benchmarks from
AECOM's internal sources and
AECOM-owned companies - Hunt
Construction and Tishman
Construction. Most of the
benchmark project estimates were
at concept design level similar to
that of the current budget.

Total costs from venues such as
London 2012 and Rio 2016 were
used as a reference to sense-check
overall costs for venues that are
comparable in nature. Where
differences exist (e.g. in excavation
or plant and equipment) LA24
confirmed that this has been
factored into the comparison and
documented.

LA24 approach

LA24 has met with local and
international suppliers to
understand, for this type of event,
what range unit costs would likely
fall in, what factors might contribute
to higher costs/premiums, whether
the capacity, capability and
willingness exists in the market.

Confirmation was provided by L A24
that the unit costs are fully
burdened and include the
contractor's overhead and profit.

Unit cost benchmarks were
adjusted to reflect the Los Angeles
market. Factors considered include
labor costs, productivity, typical
contractors' overhead and profits.

This report is provided for use by the City of Los Angeles, Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
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# Element Procedures Remarks

1.2 Current — Gained an understanding of LA24 approach
deslgn el CUFTER Isvel af design. — The current design level is based on
estimated . . .
quantities — Undersfrood basrs_for block diagrams informed _by _
quantities and reviewed schedule of accommodations which
schedule of accommodation is relatively advanced for this stage
of sample of venues. in the process. Schematic designs
— Understood level of design are el i be semplateed
typical of this stage in the bid — LA24 indicated that additional
process based on prior studies have been completed for
Games bid processes. specific, more complex elements or
portions of scope.
1.3 Venue- — Conducted analysis of venue- LA24 approach
coatng Bl ot venues, M — Each venue's cost has been
estimated on an individual, stand-
— Conducted detailed review of alone basis. Opportunities to take
the cost estimation advantage of shared resources or
methodology. economies of scale have not yet

been factored in. It was confirmed
that this will be looked at in more
detail in future.

-31-
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# Element

14 Services and
utilities

1.5 Labor union
considerations

Procedures

— @Gained an understanding of

the drivers of services and
utilities cost allowances.

Understood how costs for
services and utilities have
been included in cost
estimates and assessed for
completeness.

Gained an understanding
allowances included for
resiliency planning and
testing.

Assessed approach to
identifying and managing
service and utility risks.
Assessed consultation

approach with key utility and
services providers.

Gained an understanding of

labor union factors considered

by LA24 and how this is
captured in VUAs.

<3P

ETNETS
LA24 assumptions and benchmarks

— Forecast power requirements are

based on London KwH for
comparable venues.

LA24 approach

— A benchmark alliowance for "Utilities

- Resiliency Planning and Testing"
based on London 2012 Games
allowance. This is for utilities
consumption planning, testing and
readiness.

Provisions for temporary power
generation are included but no
provision for reinforcement/
additions to existing utility
connections as it is viewed that
current connections are sufficient as
Southern California Edison (SCE),
Los Angeles Department of Water
and Power (LADWP) and other
utility providers have reviewed the
venue strategies to date. Firm
written guarantees have been given
for the availability of sufficient
capacity for the Games and regular
requirements so current residents
are not impacted.

LA24 approach

— No formal agreements or MOU's

have been developed with union
organizations as LA24 is unable to
do so at this stage. However, formal
agreements have been developed
with venues that utilize union labor
(e.g. convention center has provided
a list of preferred suppliers).

LA24 is aware of that labor union
factors exist and may present risks
particularly in city-specific venues.

It was confirmed by LA24 that unit
costs are adjusted for local market
factors including labor costs.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
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# Element Procedures
1.6  Approach to — Reviewed approach to
interface risks managing interfaces with

various stakeholders, partners
and organizations.

— Verified that spaces for items
such as broadcasting has
been factored into estimates.

— Verified that Sports
Federation requirements has
been consulted and design
requirements are well-
understood.

— Reviewed example of a VUA.

-33 -

Remarks

LA24 approach

Stakeholder engagement has taken
place with stakeholders and
partners.

LA24 has met a number of times
with the International Sport
Federations to ensure design
elements are integrated
appropriately.

LA24 advised that the competitive
nature of the market means
stadiums are currently competitively
bidding for events and have well-
developed technology. The quality
of broadcasting in current facilities is
high however there is heightened
broadcasting requirements for the
Games. LA24 advised these
requirements have been closely
considered and incorporated into
designs, costs and scheduling.

This report is provided for use by the City of Los Angsles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their

party reliance on this information.



# Element

1.7  Unit cost
benchmarking

Procedures

Conducted a detailed review
of a sample of unit cost
benchmarks and the
application of LA24's
methodology in order to
determine the consistency in
application and the
reasonableness of costs
used.

Determined the top cost
categories contributing to
overall venue infrastructure.

Selected major unit costs in
these categories from venues
within the sample of twelve
and compared with market
benchmarks where possible.

-4~

Remarks

LA24 assumptions and benchmarks

LA24 indicated that unit costs were
obtained from local and international
suppliers and Los Angeles and US
benchmarks from AECOM's internal
sources and AECOM-owned
companies - Hunt Construction and
Tishman Construction. Most of the
benchmark project estimates were
at concept design level similar to
that of the current budget.

LA24 has met with local and
international suppliers to
understand, for this type of event,
what range unit costs would likely
fall in, what factors might contribute
to higher costs/premiums, whether
the capacity, capability and
willingness will exist in the market.

Unit cost benchmarks were
adjusted to reflect the Los Angeles
market. Factors considered include
labor costs, productivity, typical
contractors' overhead and profits.

Costing of temporary structures
required for overlay works (such as
tenting) were benchmarked to rates
provided directly by suppliers.
Where relevant the benchmarks
were separated into
installation/removal and weekly
rental components. By doing this
LA24 has endeavored to capture
key cost drivers such as overlay
timeframe, tent size and ground
condition.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
party reliance aon this information.



# Element

1.8

1.9

Market
conditions

Professional
fees and other
soft costs

Procedures

— Gained an understanding of
LA24's views of market risk
and the basis of its
assumptions.

— Gained understanding of how
market risk is factored in
previous Games and sporting
events.

— Considered the depth and
nature of Los Angeles
market.

— Validated allowances for
professional fees and other
on-costs.

— Reviewed factors captured in
on-costs as part of estimate.

— Verified that on-cost
allowances have been applied
correctly and consistently
within sample.

-35-

Remarks
LA24 approach

LA24 indicated that it has
considered the scale of the supply
chain and in its view the LA and US
markets are relatively large
compared with those of other
Games such as London and Rio.

This has been informed by
discussions with local and
international suppliers where the
estimated requirements for each
venue has been provided and
suppliers consulted are able to plan
years ahead of the Games.

LA24 assumptions and benchmarks

LA24 has based its on-costs and
allowances on a variety of projects
selected based on type, level of
design and other factors. It is
understood that these allowances
are generally within range of
industry benchmarks.

LA24 approach

A uniform fee of 12% of
construction costs is applied across
all venues for professional fees.
LA24 indicated that it includes 7%
for Design fees, 1.5% for Project
management, 1% for Cost
management, 1.5% for Specialty
consultants and 1% for Permitting
and surveys.

Additional on-cost allowances are
included for sales tax, general
requirements, CM Staff, GC's,
Insurances, builders risk and
construction management fee.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts na liability for their
party reliance on this information.



# Element
1.10 Schedule

1.11 Design
contingency

Procedures

— Requested and reviewed

program-level schedule for
venue infrastructure works.

Confirmed approach to
setting schedules.

Confirmed how developed
VUAs are as these currently
form the basis for much of
the schedule.

Confirmed contingency
included for schedules to
account for rework and
complications.

Conducted a detailed review
of unit cost build up for
sample of venues and cost
items.

Understood how unit costs
have been sourced from the
market and how these have
been adjusted.

Confirmed level of design
contingency included in
estimates.

Reviewed approach to setting
design contingency into unit
costs and factors considered.
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Remarks

LA24 approach

VUAs have been developed and
negotiated with key partners to
ensure the site is available for
development.

Included in the VUAs are both
“exclusive use periods” {where the
OCOG will have sole use of the
venue) and “non-exclusive use
periods” (where the OCOG will
work with the partner to use site for
multiple purposes ahead of the
Games). Where possible, works will
be undertaken during the “non-
exclusive use period” to relieve
pressure on the overall schedule.

LA24 assumptions and benchmarks

The estimate includes a design
contingency which is embedded in
the quantities and unit costs and is
not presented on an individual line
item basis. It is understood through
discussions that design contingency
is approximately 7-12%.

LA24 approach

Design contingency provision is
venue-specific, and may be lower
for venues for which the design is
anticipated to be less complicated
than others, or for venues for which
the design has been more advanced
at the time when the cost estimate
was completed.

It is understood that when allocating
design contingency, consideration
has been given to the factors listed
below:

— Existing venue conditions
— Complexity
— Level of design

— Whether works are temporary
or permanent

— Material specifications and level
of finishes

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
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# Element

1.12 Construction
contingency

Procedures

Reviewed construction
contingency at an overall
venue infrastructure cost
level.

Reviewed construction
contingency on a venue-by-
venue basis for a sample of
venues representing
approximately 70% of venue
infrastructure costs.

Reviewed factors considered
when allocating construction
contingency to venues.

Understood what range of
construction contingency
would be considered
reasonable based on prior
Games experience, other
infrastructure projects and
international recommended
practice.

Considered the type of works
(predominantly temporary in
nature) and the LA24's
detailed understanding of
existing venues.

BT

Remarks
LA24 assumptions and benchmarks

— A construction contingency is

included in the cost estimate, as a
separate below-the-line item. Itis
expressed as a percentage of total
venue development costs. Total
construction contingency is
approximately 9% of construction
costs.

The construction contingency is
venue-specific: the provision for
venues that present more
significant construction risk or with
more capital works tend be higher
than for venues where only overlay
work is expected.

LA24 approach

— A venue by venue risk review has

been conducted by LA24 to inform
the allowances for contingency.
Factors driving contingency levels
for each venue include existing
venue conditions, complexity, level
of design, whether works are
temporary or permanent, local
contracting approaches to risk
management and procurement
model.

LA24 has discussed contingency
preferences with suppliers, partners
and venue owners and have
factored responses into their
contingency allowance. LA24 has
also used a wide range of sports
project benchmarks in LA and the
US to sense-check contingency
levels given the current level of
design.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
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# Element

1.13 Owners costs
and
management
reserve

1.14 Operational
areas

1.15 Additional
approach
items

Procedures

— Confirmed that separate

management reserve
excluded.

Gained understanding of the
basis for the assumption and
that the risk was considered.

Explored approach taken in
other Games estimates.

Developed a sample list of
operational areas required to
be factored into estimates.

Confirmed that this list
included in estimates.

Reviewed operational areas

included in sample of venues.

Understood assumption of
delivery model driving cost
estimate and how is factored
into the budget in areas such
as on-costs and contingency.

-38-

BT
LA24 approach

LA24 indicated that it views the risk
of owner-directed change orders to
be low as this will partly be
managed through negotiations of
VUAs and close collaboration with
stakeholders including International
Sports Federations, Olympic
Broadcasting Services (OBS),
partners and others.

LA24 approach

LA24 confirmed that operational
areas are included in the Schedule
of Accommodation (SOA) for each
venue. Where area in the existing
venue SOA is insufficient to cover
all requirements, a temporary build
has been factored in to ensure the
required space is included.

LA24 confirmed that the typical
SOA build-up covers over 300
different operational elements.

LA24 approach

As is expected at this stage, no final
decision has been made on the
delivery model, although the cost
estimates are based on a
construction management (CM) at
risk model.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
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2. Sport, games services and operations

# Element Procedures Remarks
21 Accommod — Verified that games operations LA24 assumptions and benchmarks
Atigns ?;g?iisedﬁsgogaigcgjde any — Estimates based on figures available
) P gory. for London 2012 and adjusted for
— Verified that assumptions foreign exchange, inflation and Los
used in estimating costs are Angeles market rates.
BFPrapTLe. — Cost estimates were reviewed by
— Reviewed supporting Subject Matter Experts that worked
documentation and verified on London 2012.

cost model to determine . . .
: — Client group populations estimated
accommodation costs have 4
bien aanrantEtel exleulited from 10C Technical Manuals and
pprop y ' adjusted based on Rio 2016
numbers and the LA24 workforce
model.

— Room nights based on length of the
Games.

— Room rates were determined based
on July and August 2015 STR Global
Average Room Rate for LA, and
adjusted for inflation.

— LAZ24 is currently signing
agreements with each property that
commits to rooms at a formula for
the hotel rate. Formula matches
previous Games.

LA24 approach

— Created a model that looked at mix
of accommodation level required
(e.g. star rating), requirements of
regional athletes, plus actual athlete
numbers from Rio 2016.

— Utilized a conservative approach for
determining Technical Official
accommodation by calculating rooms
based on single instead of double
occupancy.

-39-
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# Element Procedures Remarks

2.2 Foodand — Verified that assumptions LA24 assumptions and benchmarks
beverage gsgfog]rgfgmamg CBELS Ere — Estimates based on figyres available
for London 2012 and Rio 2016, and
— Reviewed supporting adjusted for foreign exchange,
documentation and verified inflation, and Los Angeles market
cost model to determine food rates.

and beverage costs have been

appropriately calculated, — Client group numbers based on

HCC, workforce modeling, and
London 2012 and Rio 2016 numbers.

— Model assumes the use of a master
caterer.

— Model uses UCLA's highest price for
summer meal as the baseline and
includes a premium for athletes.

— UCLA meal costs adjusted for
Games requirements and tiered for
workforce versus athlete meals.

— VUA with UCLA does not lock
OCOG into a max number of meals
and is based on usage to contro!
costs.

LA24 approach

— Food cost calculated on the basis of
number of meals for workforce.

— Total headcount is determined for
every competition day rather than
peak headcount for competition plus
other days (e.g. training, fit out).

-40-
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# Element Procedures
2.3 Medicaland — Verified that assumptions
anti-doping used in estimating costs are
appropriate.

— Reviewed supporting
documentation and verified
cost model to determine
medical and anti-doping costs
have been appropriately
calculated.

2.4 |ogistics — Verified that assumptions
used in estimating costs are
appropriate.

— Reviewed supporting
documentation and verified
cost model to determine
logistics costs have been
appropriately calculated.

==

Remarks

LA24 assumptions and benchmarks

Estimates based on figures available
for London 2012 and 2015 European
Games.

Considers the use of UCLA’s lab and
partnership with a medical services
provider.

LA24 approach

Costs calculated on the basis of
highest price test for anti-doping and
testing of 60% of all athletes, which
is higher than previous Games,
including Rioc 2016.

Includes cost for upgrading lab to
manage additional volume.

LA24 assumptions and benchmarks

Includes cost of furniture, fixtures &
equipment and moving costs.

Estimates for labor cost based on
figures available for London 2012
and adjusted for foreign exchange,
inflation, and Los Angeles market
rates.

Model assumes an outsourced
model.

Warehouse square footage per
month based on Los Angeles market
(CBRE - LA Report) and adjusted
comparison of London 2012.

LA24 researched existing availability
in LA within 10 to 15 miles.

LA24 approach

Costs were calculated by modeling
small, medium and large venues.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
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# Element Procedures Remarks
25 Security — Verified that assumptions LA24 assumptions and benchmarks

;J;sﬁjog\r:smatlng costs are — Secgrity and safety-related costs as
required by the OCOG have been
distributed in relevant functions,
such as temporary infrastructure,
event services, transportation,
municipal services.

— Includes OCOG related costs around
asset protection, access control and
infrastructure related to securing the
perimeter and screening such as
fencing, power, cabling and cabins.

— LA24 received confirmation of
Games as a NSSE in LA2024
Guarantee 2.32, April 2, 2016.

26 Sport — Verified that assumptions LA24 assumptions and benchmarks
used in estimating costs are

appropriate. — Includes athlete support grants,

technical officials and sports
— Reviewed supporting equipment.
documentation and verified
cost model to determine sport
costs have been appropriately
calculated.

— Estimates based on London 2012
and adjusted for foreign exchange,
inflation, and Los Angeles market
rates.

— Plan includes assumption that
training facilities will be available at
UCLA or in competition venues for
exclusive use during the period
before competition.

LA24 approach

— Costs for sport competition modeled
using a bottom-up approach based
on 10C technical manuals and
market research.

D

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
party retiance on this information.



# Element

2.7

2.8

Transport

Event
services

Procedures

Verified that assumptions
used in estimating costs are
appropriate.

Obtained supporting
documentation to determine
transport costs have been
appropriately calculated.

Verified that assumptions
used in estimating costs are
appropriate.

Reviewed supporting
documentation and verified
cost model to determine
event services costs have

been appropriately calculated.
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Remarks
LA24 assumptions and benchmarks

— Estimates based on figures available
for London 2012 and Rio 2016 and
market prices based on past events
in LA such as the 2015 Special
Olympic World Games.

— Based on numbers quoted in LA
Department of Transportation
(LADQOT) contracts for mega-events.

— Includes OCOG responsibilities for
client group transportation plus
allowances for greater transportation
operations, e.g. Olympic Route
Network (ORN) and Traffic Demand
Management (TDM).

— Costs include pre-Games and
Games-time requirements.

— Spectator transportation costs relies
on national Borrow-a-Bus Program
numbers from the Atlanta 1996 and
Salt Lake City 2002.

— Fuel cost is based number of trips
for a bus (athletes, media, and
spectators).

LA24 assumptions and benchmarks

— Estimates for sessions based on
London 2012 and Rio 2016, hourly
rates for the Los Angeles market and
estimated volunteer requirements.

— Cost model considers venue size
(small, medium and large), days of
operations, and estimated number of
sessions.

— Uses a conservative approach of
assuming four shifts per day instead
of three to provide for some
contingency.

LA24 approach

— Costs estimated using a detailed
bottom-up approach model.

This report is provided for use by tha City of Los Angeles. Reliance an tha information in this repart by third parties is at their own risk. KPMG accepts no liability for their

party reliance on this information.



# Element

29 Venue
operations
manageme
nt

2.10 Olympic
and
Paralympic
village
operations

Procedures

Reviewed sample VUA.

Verified that assumptions
used in estimating costs are
appropriate.

Reviewed supporting
documentation and verified
cost model to determine
operation costs have been
appropriately calculated.

~44 -

Remarks
LA24 approach

— Includes venue compensation,
facilities & maintenance and utilities
cost.

— Binding VUAs have been signed with
all venues except for locations to be
finalized.

— VUAs include venue compensation,
facilities & maintenance, utilities, and
an assignment clause to the OCOG.

LA24 assumptions and benchmarks

— Includes entertainment,
housekeeping, laundry services,
project costs and supplier fees.

— LA24 has negotiated with UCLA to
use their student accommodation for
the Athletes' Village.

— Accommodation requirements
determined on the basis of |I0C
Technical Manual and London 2012.

— Estimates have been adjusted for
foreign exchange, inflation and best
practices from other major events.

— Concept assumes no changes to
room configuration will be required
to existing student accommodation
set-up.

— Benchmarks have been tested with
Los Angeles market unit costs for
specific equipment and fit out,
number of staff required, hours,
days, and typical hourly rate.

LA24 approach

— Costs estimated using a bottom-up
model and includes local rates for
wages, consumables, estimated
laundry schedule, and project
management.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at thsir own risk. KPMG accepts no liability for their

party reliance on this information.



# Element

2.11 Media
village
operations

2.12 Test events

2.13 Cleaning
and waste

Procedures

Verified that assumptions
used in estimating costs are
appropriate.

Verified that assumptions
used in estimating costs are
appropriate.

Reviewed supporting
documentation and verified
cost model to determine test
event costs have been
appropriately calculated.

Verified that assumptions
used in estimating costs are
appropriate.

Reviewed supporting
documentation and verified
cost model to determine
cleaning and waste costs have
been appropriately calculated.

45—

Remarks
LA24 assumptions and benchmarks

— Model considers the use of USC for
the Media Village and cost estimates
for media room nights based on
regular hotel rates.

LA24 assumptions and benchmarks

— Estimates based on event schedule
of Rio 2016, input from International
Sport Federations, expectations from
World Championships and level of
competition for each test event.

LA24 approach

— Determine a venue-by-venue
estimate, and select the most
conservative number between
options.

— Estimate overlay costs at the higher
of three key Games-time component
costs or 10% of overall Games-time
overlay.

— Include additional costs for
operations (i.e. event services) and
for Paralympic Games.

LA24 assumptions and benchmarks

— Estimates based on London 2012
and local LA stadium janitorial
staffing and costs.

— Conservative estimate used to
determine number of days of service
and applies a consistent level of
cleaning per day regardless of
competition schedule.

LA24 approach

— Costs calculated by modeling small,
medium and large venue categories
in the LA24 Venue Plan.

— Considered the use of both in-source
and outsource models and used the
average of the two for the budget.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their

party reliance on this information.



3. Technology

# Element Procedures Remarks
3.1 Technology — Verified that assumptions LA24 assumptions and benchmarks
;se(rj |nrief:mat|ng Gests are — 80% of Technology budget comes
ppropriate. from |OC and TOP Contribution as
— Verified the HCC and payment determined by the 10C.

schedule provided by 10C to
determine revenue for TOP
Program.

Non-sponsorship technology costs
are based on London 2012 and local
market research.

— Determined technology costs
have been appropriately
calculated as a factor of {OC
and TOP Revenue
contribution.

Includes hardware & software costs,
back of house systems, results
scoring and timing, in-venue
technology, telecommunications,
voice and data.

— 10C provided valuation numbers
following a sponsor workshop
conducted in July 2018.

~ A8 =

This report is provided for use by the City of Los Angsies. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
party reliance cn this information.



4. People management

#  Element

41 Workforce
model

42 HR
operations,
accreditation,
uniforms and
paid staff
costs

Procedures

— Verified the reasonableness of
tiers, number of employees,
salary basis and assumptions
used to determine paid staff
costs.

— Verified that paid staff costs
do not exclude any
category/group of staff.

— Verified that assumptions
used in estimating costs are
appropriate.

A7 =

Remarks
LA24 assumptions and benchmarks

Estimates based on London 2012
headcount.

—  4-tier workforce model - C-Suite
Executives, Directors and VP,
Managers, and Staff — used.

— Salary benchmarks by function and
level based on Robert Half annual
salary guides.

— London 2012 headcount adjusted to
account for better forward planning
{early hiring, avoidance of last
minute-hiring).

— Volunteer numbers estimates based
on opinion provided by London 2012
experts.

LA24 approach

— Workforce cost calculated as a factor
of number of employees by tier,
category type within tier and salary
cost by category type.

— Model assumes operating at 51 % of
London 2012 cumulative person
months.

LA24 assumptions and benchmarks

— Estimates based on London 2012
headcount and adjusted for 2024
based on opinion of experts.

— Salary benchmarks by function and
level based on Robert Half annual
salary guides.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their

party reliance on this information.



5. Ceremonies and culture

# Element
5.1 Opening
and closing
ceremonies

5.2 Torch relay,
culture &
education
and other
ceremonies
and culture
expense

6. Communications, marketing and look

# Element

6.1 Communica
tions,
community
relations &
public
relations

Procedures

— Verified that assumptions
used in estimating costs are

appropriate.

— Verified that assumptions
used in estimating costs are

appropriate.

Procedures

— \Verified that assumptions
used in estimating costs are

appropriate.

—48-

Remarks
LA24 assumptions and benchmarks

— Estimates based on London 2012
and Rio 2016.

— London 2012 cost adjusted to
exclude government grant received
by London 2012.

— Includes additional dollars to cover
other ceremonies programming such
as Closing Ceremony portion of
Tokyo 2020 and Opening Ceremony
of the I0C Session.

— Conservative approach used as LA24
is managing to 50% higher than Rio
2016 but significantly lower than
London 2012 budget because of
removal of UK government grant.

LA24 assumptions and benchmarks

— Estimates based on London 2012.

Remarks
LA24 assumptions and benchmarks

Estimates based on London 2012
and adjusted for Los Angeles
market.

— Assumes higher online content than
previous Games.

— Includes website, social media,
public relations, press operations,
publications, community, and
government relations.

— Cost estimates were reviewed by
subject matter experts that worked
on London 2012.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their

party reliance on this information.



# Element Procedures Remarks

6.2 Look of — Verified that assumptions LA24 assumptions and benchmarks
Games used in estimating costs are

: — Estimates based on London 2012
appropriate.

and adjusted for Los Angeles
market.

— Includes allowance for City look,
venue look and way finding.

— Model uses the concept of sports
parks to reduce complexity and to
benefit from synergies.

LA24 approach

— 25% discount applied to London
2012 costs based on use of existing
venues.

6.3 Marketing — Verified that assumptions LA24 assumptions and benchmarks
and used in estimating costs are
commercial appropriate.
program

— Estimates based on London 2012
and adjusted for Los Angeles
market.

— Includes marketing campaigns, ticket
delivery, hospitality programs and
brand management.

7. Corporate administration and legacy (including insurance)

# Element Procedures Remarks
7.1 Administrati — Verified that assumptions LA24 assumptions and benchmarks
Og\?;iance ;se(rjomrizf;lmatmg Basls are Estimates based on London 2012
(?ncludin pprop ' and adjusted for Los Angeles market
; 9 factors such as rent and fit out costs.
insurance)

— Insurance costs are developed by
subject matter experts.

LA24 approach

— Rent costs estimated on the basis of
workforce plan using local rent and
utilities rates.

— Insurance costs includes multiple
categories of coverage based on
opinion of local insurance experts.

—49 -
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8. Other expenses

# Element

8.1 Marketing
rights and
royalties

8.2 Athlete and
innovation

Procedures

— Verified that assumptions
used in estimating costs are
appropriate.

— Verified that assumptions
used in estimating costs are
appropriate.

9. Municipal services

# Element

9.1 Enhanced
event
services

Procedures

— Verified that assumptions
used in estimating costs are
appropriate.

— Determined a list of services
and expenditures that are part
of hosting Games and
compared to budget to
determine expenses gaps.

— Obtained clarification for the
excluded expenses to
determine that municipal
services costs in the budget
are appropriate.
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Remarks
LA24 assumptions and benchmarks

— Represents contractual obligations to
IOC and International Paralympic
Committee (IPC) as stated in the
HCC.

— Also represents contractual
agreements to USOC noted in
JMPA.,

— Calculation is based as a percentage
of revenue from ticketing, domestic
sponsorship, licensing &
merchandising.

LA24 assumptions and benchmarks

— Includes amount for research and
development.

— Includes additional budget to allow
for innovation and enhancements to
athlete experience.

Remarks
LA24 assumptions and benchmarks

Benchmarks based on public data in
LA City contracts with major events.

— Enhanced Departmental Services
based on actual mega-events held in
the area including current agreement
with the City and the Los Angeles
Rams, 1984 Los Angeles Games
and the 2015 Special Olympic World
Games.

This report is provided for use by tha City of Los Angelss. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their

party reliance on this information,



# Element Procedures Remarks

9.2 Road — Verified that assumptions LA24 assumptions and benchmarks
gl;)ritijcr:éstreet ;J;ggoglrgf;l'matlng CastE are — IncIL_Jdes costs assqciatgd with
setting up and making field of play
— Determined a list of services modification for road events,
and expenditures that are part ensuring the safety of spectators,
of hosting Games and and providing services at road
compared to budget to events.
desterire: expenses gaps. — Road events (e.g. cycling, marathon,
— Obtained clarification for the triathlon) benchmarks based on
excluded expenses to London 2012 and 2015 Special
determine that municipal Olympic World Games.

services costs in the budget
are appropriate.

9.3 Enhanced — Verified that assumptions LA24 assumptions and benchmarks
departmental used in estimating costs are — Benchmarks based on 2015 Special
services appropriate. Olympic World Games adjusted for

— Determined a list of services scope and time.

and expenditures that are part
of hosting Games and LA24 approach
compared to budget to — Budget calculated for a duration of:

HEterraie EXEeNsES gApS. — B years for cost associated with

— Obtained clarification for the the coordination of general City
excluded expenses to services.
determine that municipal
services costs in the budget
are appropriate.

— 50 days for City Information
Technology services.

— 50 days of City Emergency
Management services.

-51-
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# Element Procedures
9.4 Enhanced — Verified that assumptions
sanitation used in estimating costs are
and cleaning appropriate.

— Determined a list of services
and expenditures that are part
of hosting Games and
compared to budget to
determine expenses gaps.

— Obtained clarification for the
excluded expenses to
determine that municipal
services costs in the budget
are appropriate.

-52-

Remarks

LA24 assumptions and benchmarks

Includes additional cost of street
cleaning and waste collection due to
the presence of the Games.

Enhanced sanitation and cleaning
benchmarks based on 1984 Los
Angeles Games and 2015 Special
Olympic World Games.

LA24 approach
— Enhanced Sanitation budget

estimated by calculating cost per
day by number of days and number
of event venues and then scaled up
to account for a larger number of
athletes and spectators.

Enhanced Street Cleaning estimated
by calculating number of road events
by cost of street cleaning and scaled
up to account for the Games.

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their

party reliance on this information.



10. Contingency

# Element Procedures Remarks
10.1 Contingency — Verified that assumptions LA24 assumptions and benchmarks
used in estimating costs are

— Conservative estimates in many

ARRIORMALS. functions means additional
— Pressure tested assumptions contingency may exist at budget line
used to calculate contingency item level.

to determine appropriateness. LA24 approach

— Centralized approach to presenting
contingency.

— Includes $107 million for
contingency on venue infrastructure
costs. The remaining $385 million
represents contingency for the other
budget categories.

— For operations, contingency was
estimated using a standard 10%
rate.

5=

This report is provided for use by the City of Los Angeles. Reliance on the information in this report by third parties is at their own risk. KPMG accepts no liability for their
party reliance on this information,



Appendix U — 4I0ssa

Term Description

Atlanta 1996  Atlanta Committee for the 1996 Olympic Games

CAO City Administrative Officer — City of Los Angeles

DHS Department of Homeland Security

HCC Host City Contract

10C International Olympic Committee

IPC International Paralympic Committee

JMPA Joint Marketing Program Agreement

LA24 Exploratory Committee to bring the 2024 Olympic and Paralympic Games to Los Angeles
LADOT Los Angeles Department of Transportation

LAPD Los Angeles Police Department

LOCOG London Organizing Committee for the Olympic and Paralympic Games

London 2012 London Organizing Committee for the Olympic and Paralympic Games

NOC National Olympic Committee

NSSE National Special Security Event

0OCOG Organizing Committee for the Olympic and Paralympic Games
ORN Olympic Route Network

Rio 2016 Organizing Committee for the Rio 2016 Olympic and Paralympic Games
TDM Traffic Demand Management

TOK Transfer of Knowledge

TOP The Olympic Partner (TOP) Program

UCLA University of California, Los Angeles

usc University of Southern California

USSS United States Secret Service

usocC United States Olympic Committee

-54 -
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VA US Department of Veterans Affairs
VANOC Vancouver Organizing Committee for the 2010 Olympic and Paralympic Winter Games
Vancouver Vancouver Organizing Committee for the 2010 Olympic and Paralympic Winter Games
2010
VIK Value in Kind
VUA Venue Use Agreement

-55—
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Attachment B

LAO Report: Los Angeles’ Bid for the 2024 Olympics and
Paralympics



| - Los Angeles’ Bid for the
=" | 2024 Olympics and
Paralympics

YEARS OF ;
SERVICE |

MAC TAYLOR ¢« LEGISLATIVE ANALYST « NOVEMBER 10, 2016




AN LAO REPORT

2 Llegislative Analyst’s Office www.lao.ca.gov



AN LAO REPORT

EXECUTIVE SUMMARY

State Policy to Support Los Angeles’ Bid for 2024 Games. Los Angeles, Budapest, and Paris are
bidding to host the 2024 Olympic and Paralympic Games. Earlier this year, the Legislature passed
and the Governor signed SB 1465 (de Ledn), which essentially makes it the state’s policy to support
Los Angeles’ Olympic bid. Many of the key decisions about hosting the Games will be made over
the next few months as the Los Angeles bid is refined in preparation for the International Olympic
Committee (IOC) choosing the winning city in September 2017. Among these decisions may be the
Governor’s negotiation of a financial guarantee contract for the Games under the terms of SB 1465—
for up to $250 million in state monies to support any Games financial deficits, after all other possible
sources have contributed.

Bid Aims to Minimize Public Financial Risk. In recent years, several major cities have chosen
not to bid for the Olympics, fearing massive sports venue and infrastructure cost overruns that have
plagued prior host cities. Recognizing this problem, the IOC recently has put in place mechanisms
intended to favor bid cities that propose low-cost, low-risk plans that primarily utilize existing or
already-planned facilities. Los Angeles’ 2024 bid benefits from this low-cost, low-risk approach, as
all of its planned venues already exist or are on track to exist by 2024. The bid also needs no new
major public infrastructure to proceed. Short-term economic gains from the Games likely would
generate additional state and local tax revenues that would offset some or all public costs. Compared
to many past Olympic bids, the current proposal by the LA 2024 organizing group is a relatively low
risk one.

Strict Limits on Public Financial Exposure Should Continue. While the Los Angeles bid aims
to minimize financial and execution risks, history tells us that there may be no way to completely
eliminate these sorts of risks for a “mega-event” like the Olympics. State and city leaders have,
to date, adopted a firm approach concerning the Los Angeles bid: aiming to strictly limit public
financial exposure. We believe this is a sound approach and advise state leaders to continue this
stance. If problems develop in organizing the Los Angeles Games, state leaders can push organizers
to develop privately funded alternatives at minimum cost and minimum risk for state and city
taxpayers.

Role for Legislative Oversight. If Los Angeles is awarded the 2024 Games, public attention will
focus on planning for the event, and the state will have a few hundred million dollars of taxpayer
funds on the line. We advise the Legislature to develop an oversight framework for the Games. (This
would be in addition to the much more intensive oversight expected to be provided by Los Angeles
city leaders.) Legislative leaders may want to appoint one or more oversight committees to oversee
the Governor’s contract negotiations with Games organizers, as well as learn of key decisions
concerning refinement of the bid before September 2017. If Los Angeles is chosen, legislative
oversight committees could hear of any later issues that develop in the planning of the Games and
prod state departments, if needed, to help Games organizers. This report is intended to provide
background information that could be useful for the Legislature in planning its oversight efforts.

www.lao.ca.gov Legislative Analyst's Office
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THE OLYMPIC MOVEMENT

Olympic and Paralympic History. The first
modern Olympic Games were held in 1896 in
Athens, Greece. The first Olympic Winter Games
were held in Chamonix, France in 1924. About
two dozen countries—in every inhabited continent
except Africa—have hosted summer or winter
Olympics. The U.S. has hosted eight summer or
winter Games—most recently in Atlanta during the
summer of 1996 and in Salt Lake City during the
winter of 2002. Since the 1988 Games in Seoul, the
Paralympic Games—an international sports event
involving athletes with a range of disabilities—have
been held soon after each Olympics.

The Olympic Movement. The Olympic
Movement, as it is called, consists of three main
groups:

«  International Olympic Committee
(I0C). The IOC, the Olympics’ highest
decision-making bond, consists of up
to 115 members. The IOC President—
currently Thomas Bach of Germany—
presides. The IOC chooses host cities for
each Olympic Games. The committee is

headquartered in Lausanne, Switzerland.

o International Sports Federations.
Federations are responsible for the
integrity and administration of one or
more sports at the international level. For

CALIFORNIA’S OLYMPIC
California has hosted two summer Games (Los
Angeles 1932 and 1984) and one Winter Games
(Squaw Valley 1960). In each case, the Games were
successful in terms of providing a good experience
for athletes and spectators. The two Los Angeles
Games, however, were financial successes, while

example, gymnastics are governed by the
International Gymnastics Federation.

»  National Olympic Committees (NOCs).
NOCs manage and promote Olympic
activities in individual countries. NOCs
choose a nation’s athletes for each Games
and decide which cities in their countries
can bid to host the Games. Team USA is
managed by the U.S. Olympic Committee
(USOC), with headquarters and a training
center in Colorado Springs, as well as two
other training centers (Lake Placid, New
York and Chula Vista, California). A federal
law—the Ted Stevens Olympic and Amateur
Sports Act—designates the USOC as the
coordinating body for international amateur
athletics in the U.S. The law gives the USOC
exclusive rights in the U.S. to govern use of
certain Olympic symbols and brands (like
the Olympics’ five interlocking rings).

These three groups all have a stake in the successful
staging of each Olympics. They provide feedback

to cities hosting the Games or bidding to host

the Games concerning venues and facilities. City
leaders set up their own Organizing Committees
for the Olympic and Paralympic Games (OCOGs)
to manage the massive logistics needed to host the

Games, once their city is selected to host them.,

GAMES

the Squaw Valley Games required significant state
financial assistance.

1932 Los Angeles Games. In 1923, Los
Angeles was awarded the 1932 Games. In 1927,
the Legislature passed Senate Constitutional
Amendment 24 (Lyon), which placed before voters

www.lao.ca.gov Legislative Analyst’s Office 5
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a $1 million state general obligation bond proposal
to help fund the Games. (This $1 million is equal
to about $18 million today.) Voters approved

the bond—Proposition 2 on the November 1928
ballot—with 73 percent voting yes. Amid the
Depression, organizers used existing facilities,
including the Memorial Coliseum, for 12 of

14 events. New facilities were built for swimming
(near the Coliseum) and rowing (Long Beach
Marine Stadium). Equestrian events were at the
Riviera Country Club, and a cycling track was built
at the Rose Bowl. Over 1,000 male athletes from
about 40 countries were housed at an Olympic
Village—with portable houses (sold after the
Games)—in Baldwin Hills. About 125 women
athletes were housed at a hotel on Wilshire
Boulevard. Two days after the Games concluded,
organizers announced that enough revenues were
generated to pay off the bonds.

1960 Squaw Valley Games. The 1960 Olympic
Winter Games, which hosted around 700 athletes
from 30 countries, were a success in developing
Squaw Valley’s winter sports infrastructure. The
Games, however, were heavily subsidized by the
state and generated controversy as costs escalated.
In 1955, the Legislature appropriated $1 million
from the State Beach and Park Fund to support
the Games, and lawmakers anticipated private
support to help develop facilities. In January
1956, however, the IOC said it would move the
Games to Austria unless an additional $4 million
was provided. The 1956 state budget package
appropriated the $4 million. An added $3 million
was provided by the state in 1957 and $1 million
more was appropriated from the General Fund in a
special legislative session convened less than three
weeks before the Games. (The total state support of
$9 million is equal to about $75 million today.)

A 1961 Department of Finance (DOF) audit
noted Squaw Valley’s history of cost overruns

(including costly permanent housing construction

6 Legislative Analyst’s Office www.lao.ca.gov

required by the IOC) and noted the Games were
“financially unsuccessful revenue wise due to poor
spectator attendance.” The audit found that ticket
sales were not well controlled.

1984 Los Angeles Games. The 1984 Games
hosted about 5,500 male and 1,600 female athletes
from 140 countries, using existing, temporatry,
and new facilities throughout the region. Athletes
were housed at three universities (University of
California campuses in Los Angeles and Santa
Barbara, as well as the University of Southern
California). Attendance—the number of tickets
used to attend events in the region—totaled
4.7 million. About two thirds of ticket users were
area residents. Over 600,000 visitors came from
outside the area and attended, on average, several
events each.

The 1984 Games budget exceeded $400 million
(the equivalent of over $950 million today). While
boycotted by the Soviet bloc, the Games were a
huge financial success, attracting unprecedented
sponsorship and broadcast revenues and generating
a significant surplus that continues to support
youth athletics in the region. These private funding
sources were needed because Los Angeles voters
approved a 1978 measure prohibiting city capital
expenditures for the Games that would not be
paid back. To offset Games-related operating costs,
the city approved a 6 percent Olympic ticket tax
(generating $8.7 million) and a 0.5 percent hotel tax
surcharge (generating $9 million), which went into
effect in 1978.

State budget analyses, including our own,
anticipated tens of millions of dollars of state
revenue due to the Games. An April 1984 DOF
analysis estimated total state costs related to the
1984 Games at about $22 million (the equivalent of
over $50 million today). According to that analysis,
half of that $22 million cost was addressed through
shifting existing departmental appropriations to

Olympic purposes instead. The analysis said the
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federal government would provide $5 million to
reimburse California Military Department costs
for public safety operations related to the Games.
The California Highway Patrol (CHP) incurred

an estimated $3.6 million in costs for personnel
reassignments and overtime (including $484,000
from the General Fund for dignitary protection).

THE OLYMPIC BID PROCESS

Prior Cost Overruns. Cost overruns have been
common for cities hosting the Olympics. Exact
figures vary because studies focus on different
aspects of Olympic costs. Figure 1 displays data
compiled in one recent report, which provides data
from public sources concerning initial budgets and
final costs for Olympics since 1996. It shows that
final costs for almost all recent Olympics greatly
exceeded initially budgeted expenses. Another
recent paper published by University of Oxford
researchers found that sports-related cost overruns
for 19 Olympics since 1960 averaged 156 percent.
These averages are elevated due to the Montreal
1976 Games’ 720 percent cost overrun and the
324 percent cost overrun for the Lake Placid 1980
Winter Games, such that the

»  'The long duration of the competitive
Olympic Games bid process, which brings
growing pressure over time for “ever more

elaborate and expensive plans.”

o  Thelonglag time between initial planning
and the event itself, which brings many
years of intervening inflation. Inflation
can affect various categories of local costs.
For example, “when a lot of production is
concentrated in a few areas, the increasing
demand for construction materials,
engineers, and manual labor pushes up the

prices of all the inputs.”

median cost overrun reported Figure 1
for the 1960-2016 period was

Estimated vs. Final Olympic Costs

20 peteet, (In Biffions)
A 2015 study of the
economics of the Olympics Rio de Janiero 2016 T—_ﬂ
and soccer’s World Cup Sochi 2014
described several reasons for London 2012
cost overruns at such events, Vancouver 2010
including the following: Beijing 2008

Torino 2006
»  The pressure to

“low ball the cost
estimates with a

Athens 2004
Salt Lake 2002
bare-bones plan” in BEdnay R0
order to convince the Hllgmeriase
public and leaders
to support a city bid

effort.

July 2016.

O Initial Budget
@ Final Cost

Source: James McBride, Council on Foreign Relations paper, The Economics of Hosting the Olympic Games,
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+  The tendency to fall behind construction
schedules, which can lead to higher prices
to ensure projects are finished prior to the

event.

Largely due to this history of financial risk, several
major cities have explored and ultimately rejected
opportunities to bid for the Games in recent years.
There has been a steady decline in the number of
applicant and candidate cities to host the Olympics
since the 2002 Games.

Olympic Agenda 2020. In December 2014, the
I0C approved 40 recommendations—known as
Olympic Agenda 2020—as a “strategic roadmap
for the future of the Olympic Movement.” The
recommendations aim to address various issues
that have emerged in recent years, including the
concerns noted above about financial risks of
hosting the Games. Olympic Agenda 2020 resolves
that the IOC will “consider as positive aspects for a
bid the maximum use of existing facilities and the
use of temporary and demountable venues where
no long-term venue legacy need exists or can be
justified.” This resolution aims to reduce financial
risk for Olympic host cities. The agenda also speaks
of a “new philosophy” for the IOC, one “to invite
potential candidate cities to present an Olympic
project that best matches their sports, economic,
social, and environmental long-term planning
needs.”

Among other goals of Olympic Agenda 2020
are:

»  Fostering gender equality by working with
federations to achieve 50 percent female
participation and to encourage mixed-

gender team events.

+  Focusing on protecting and honoring
“clean” athletes, including continued

anti-doping efforts.

8 Legislative Analyst’'s Office www.lao.ca.gov

«  Strengthening IOC governance,

transparency, and ethics practices.

2024 Bid Process. The bid process for the 2024
Games is the first full process under Olympic
Agenda 2020. It is summarized in Figure 2.
Following an initial “invitation phase,” candidate
cities entered Stage 1 of the bid process to consider
the vision, concept, and strategy of their bid late
in 2015. Stage 1 submissions were due to the IOC
in February 2016, and four cities—Budapest, Los
Angeles, Paris, and Rome—submitted files then.
Stage 2 of the bid process consisted of further
clarifying bids’ governance and legal issues, as well
as venue funding. While all four cities submitted
Stage 2 documentation on October 7, 2016, Rome
subsequently announced a suspension of its 2024
bid, leaving only Budapest, Los Angeles, and Paris
as active 2024 bid cities. The IOC later will confirm
the cities advancing to Stage 3 of the bid process—
in which more details are to be provided about how
the cities intend to execute their plans and ensure
that the Games leave a positive legacy for their
regions and countries.

In the coming months, cities advancing in
the bid process will finalize their last submissions
to the IOC—the Stage 3 submissions that are due
on February 3, 2017. By that time, Los Angeles
and other bid cities must commit that, if selected
to host the Games, they will sign the IOC’s Host
City Contract. That contract formalizes the
responsibility of the city, along with their NOC and
the city’s organizing committee for the Olympic
Games (OCOG), to finance and stage the 2024
Games. According to Los Angeles City Council
documents, City Council approval will be required
to make this commitment.

Following the Stage 3 submissions in February,
the IOC Evaluation Commission will visit each

candidate city and publish an evaluation report in
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Figure 2
Time Line for 2024 Olympic and Paralympic Candidate Cities

STAGE 1: VISION, GAMES, AND STRATEGY
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- September LA 2024 launches bid

# 2016

B January City MOU with LA 2024 | Olympic Village at UCLA announced
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- July I0C workshops with each candidate city
- August Through September Candidate cities observe Rio de Janeiro Games | LA 2024 revises venue plan
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STAGE 3: GAMES, DELIVERY, EXPERIENCE, AND VENUE LEGACY

@ 2017
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July. In September 2017, the IOC will choose the
host city for the 2024 Games at its meeting in Lima,
Peru. Implementation of the winning city’s plan to

host the Games in 2024 then will commence. Los

THE LOS ANGELES BID

Los Angeles’ Selection by USOC. Boston
originally was chosen by the USOC over Los
Angeles, San Francisco, and Washington, D.C.
to be the U.S. bid city for the 2024 Games.
Community concerns about potential cost overruns
plagued the Boston bid, and that city withdrew
from the process on July 27, 2015. On September 1,
2015, the Los Angeles City Council voted
unanimously to support a bid. LA 2024, a local
bid committee led by various community leaders
and former Olympians, proceeded at that time to
develop its current bid for the Games. (LA 2024 is
a private organization that essentially will become
the city’s Organizing Committee for the Olympic
Games, or OCOG, if Los Angeles is selected by the
IOC to host the 2024 Games.) The USOC chose Los
Angeles as the U.S. bid city on September 16, 2015.
From its beginnings, LA 2024’s bid has opted to
reduce city financial risks by enhancing its reliance
on existing or already-financed venues.

Reduced Risk Concerning Olympic Village.
LA 2024’s original bid plan proposed an ambitious
$1 billion (or greater) Olympic Village plan. That
plan would have developed a downtown site (the
Union Pacific’s “Piggyback Yard” between the Los
Angeles River and the county’s medical center)
as a new residential neighborhood and a major
post-Olympics legacy project for the city. City
leaders voiced concerns about the plan’s financial
risks, and it was dropped as a component of the
Olympic bid. On January 25, 2016, bid leaders

announced that the residence facilities at the

10 Legislative Analyst’s Office www.lao.ca.gov

Angeles, if chosen, plans to host the 2024 Olympic
Games from July 19 to August 4, 2024, followed
by the 2024 Paralympic Games from August 21 to
September 1, 2024.

University of California, Los Angeles (UCLA)
would host the Olympic Village and University
of Southern California (USC) residential facilities
would host the Media Village. The universities
would likely be reimbursed for certain costs
associated with housing attendees during the
Games. This switch in plans for the Olympic
Villages reduced significantly the financial risk
associated with the bid.

No New Permanent Sports Venues Planned.
As illustrated in Figure 3, Los Angeles’ bid features
no new permanent venues built specifically to host
Olympic sports, ceremonies, or villages. Instead,
in the current venue plan (which remains subject
to change), events will be hosted at facilities that
(1) already exist or (2) are already planned to
exist by 2024. In some cases, temporary facilities
or temporary upgrades to existing facilities will
transform venues into ones that are Olympic-
ready. An example of an existing facility that will
require temporary upgrades is the USC baseball
field, Dedeaux Field, which will have temporary
pools installed to host swimming and diving
events. Similar temporary pool facilities have
been used at arenas in the past. USC’s aquatics
center, adjacent to Dedeaux Field and the site
of the 1984 swimming events, will be the place
where swimmers and divers practice. Nearby, the
Coliseum will house warm-up and operations
facilities under a temporary “athletics deck,” and
this surface will be removed after the Paralympics
for use by USC football that fall. The beach
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Figure 3
All Planned Olympic Venues Exist or Already on Track to Exist in 2024
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LA 2024's October 2016 public submission to the I0C includes a map that anticipates three other events (archery, modern pentathlon, and
mountain biking) will be held at unspecified temporary, upgraded facilities.
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volleyball venue in Santa Monica also will be
temporary. Only one venue, the existing VELO
Sports Center at StubHub, requires permanent
upgrades under the current bid plan.

A few planned Olympic facilities, such as
the Los Angeles Football Club’s new 22,000-seat
Banc of California Stadium (planned host of
soccer preliminaries) and the Rams Stadium in
Inglewood (not slated for any specific event yet),
are already on track to be opened by 2024 but not
yet finished. In addition, LA 2024’s submissions to
the IOC anticipate that the Games’ International
Broadcast Center in Universal City would consist
of sound stages and offices to be built as part of
improvements to NBCUniversal’s facilities there,
including temporary broadcasting facilities for the
Games. Venues and all other elements of the bid
plan are subject to change between now and when
Stage 3 bid documents are submitted to the IOC in
February 2017.

This approach—with no new permanent sports
venue or infrastructure construction needed
specifically for the Games—greatly reduces the
risk of financing expensive permanent venues. In
adopting this approach, LA 2024 aims to avoid the
mistakes of various host cities in recent decades
that have experienced major cost overruns for
venues or infrastructure, often eventually paid by
national or local taxpayers.

Olympic Action to Be Centered in Four
“Sports Parks.” As shown in Figure 4, the current
bid plan envisions that Olympic events will be
centered primarily in four areas described as sports
parks. Each sports park is described by LA 2024
as a multi-sport and entertainment experience
within a secure perimeter where all attendees will
be able to walk from one venue to another. The
sports parks include: (1) Downtown (including
the Coliseum, the Banc of California Stadium
that is under construction, Staples Center, the

Convention Center, and the Games’ largest “live
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site” for fan entertainment along Figueroa Street);
(2) Valley (including the Sepulveda Dam Basin in
the San Fernando Valley); (3) South Bay (including
StubHub Stadium in Carson); and (4) Long Beach
(including the Long Beach Arena and Pier). Other
events would be held elsewhere in the region, such
as gymnastics events at the Forum in Inglewood,
volleyball at the Honda Center in Anaheim,
and rowing and canoe-sprint competitions at
Lake Perris in Riverside County. In recent I0C
submissions, LA 2024 stated that they continue to
work with the ownership team of the new Rams
Stadium in Inglewood to identify opportunities for
Olympic activities there.
Beyond Southern California, the plan is
for some preliminary soccer matches to occur
in selected cities across the United States. The
Olympic torch relay also may cross the country and
many parts of California, as it did in 1984.
Transportation During the Games. The IOC
requires organizers to focus on how athletes and
officials will move from the Olympic Village to
events, as well as how spectators and others will
get around during the Games. Bid documents state
that Los Angeles will not require any additional
transport infrastructure to host the Games beyond
infrastructure already planned. LA 2024 plans
for each sports park to connect to the public
transit system. In addition, the already-planned
LAX Landside Access Modernization Program
(including a new automated people mover
system between terminals, rental car facilities,
and new connections to the regional Metro rail
and bus system) will help the process of moving
arriving visitors elsewhere in the city, but these
improvements are slated to happen whether the
Olympics are awarded to Los Angeles or not. Bid
documents, however, have hinted that acceleration
of elements of the Metro Purple Line extension to
Westwood and some LAX improvements might
be helpful in planning for the Games. These
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documents, for example, mention the possibility
that federal help could help accelerate these two
projects.

Bid documents envision use of a controlled
Olympic Route Network (ORN) system to move
athletes and officials. “Our system,” bid organizers
have reported to the IOC, “already consists of
16 major freeways and over 550 kilometers of

High-Occupancy Vehicle (HOV)/High-Occupancy
Toll (HOT) Express Lanes.” “These freeways,” the
report continued, “will easily be converted to an
extensive ORN system that connect venue clusters
within 30-minute drive-time,” with more HOV/
HOT lanes to be added by 2024 “allowing for

more bus rapid transit and an even more extensive
ORN.” The bid plan anticipates that spectators and

Figure 4

Selected Venues for Los Angeles’ 2024 Olympic Bid
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the Games workforce will be encouraged to use
public transportation—including already planned
transit expansions—to access Olympic sites. New
technologies for ridesharing and parking are to

be emphasized as the Games approach. Regional
traffic officials are expected to use their significant
public outreach experience—such as Los Angeles’
“carmageddons” and the relatively traffic-free 1984
Games period—to help manage traffic flow during
the Games. During the 1984 Games, commercial
deliveries often were made only during nighttime
hours, and these types of strategies could be used
again in 2024 to keep traffic moving.

Security for the Games. Ensuring that Los
Angeles is secure during the Olympics is an
important consideration, especially considering the
acts of violence that affected the Munich Games of
1972 and the Atlanta Games of 1996. If Los Angeles
is selected, the 2024 Games will be designated
a National Special Security Event (NSSE) by
the U.S. Department of Homeland Security.

(Other recent NSSEs include the Democratic and
Republican National Conventions, State of the
Union addresses, and presidential inaugurations.)
The U.S. Secret Service is the mandated lead
agency for design and implementation of an NSSE’s
operational security plan. The Secret Service will
work in partnership with other federal, state,

and local agencies, including the Federal Bureau
of Investigation (which leads the regional Joint
Terrorism Task Force), the Los Angeles Police
Department, and the CHP.

Labor and Tax Commitments. In recent bid
documents, LA 2024 organizers have committed to
work with area labor unions to secure agreements
that prohibit strikes and work stoppages during the
Games. This type of commitment is customary and
may be a prerequisite to winning IOC support.

Similarly, bid cities must report to the IOC
about the effect of national, state, and local tax laws

on payments to foreign parties associated with the
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Olympics. For example, Los Angeles organizers
have committed to work with U.S. tax authorities
to avoid “potential forms of double taxation” for
certain Olympic stakeholders. These commitments
seem to raise the possibility that federal, state, and/
or local officials will be asked to approve additional
tax legislation or regulations related to the 2024
Games.

Privately Financed Budget Plan Yet to Be
Finalized. Los Angeles’ city government, along
with the city’s OCOG and the USOC, would have
important contractual obligations if the Games
are awarded to the U.S. The LA 2024 organizing
group, however, has committed itself to funding
the Olympics from private sources. In August
2015, bid officials released a rough sketch of what
a privately financed LA 2024 Games budget
would look like. The portion of the budget to be
financed by the OCOG (and not other private
entities) is summarized in Figure 5. Revenue would
be received primarily from three sources: IOC
contributions from broadcast and sponsorships,
domestic sponsorships, and ticketing revenue.
Costs would include payments for goods, services,
and personnel to operate the Games, hundreds of
millions of dollars for venue costs (including costs
for temporary facilities and upgrades), $200 million
of payments to the city for Games-related operating
costs, and a $150 million insurance premium. This
initial plan envisioned about $560 million left over
for unexpected contingencies (unexpected costs
or revenue shortfalls) and an operating profit for
the Games. (A bill passed by the Legislature this
year to support the Games—described later in this
report—envisions that operating profits would be
devoted to “legacy programs for youth and citizens
of California.” This is similar to how the 1984
Games’ profits were given to the LA84 Foundation,
which supports youth sports programs in Southern

California.)
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While the August E
2015 bud ful Flaures
udget is usefu
oo August 2015 Rough Sketch of LA 2024 Games Budget
in giving a sense of the T
i n biions
broad categories of costs ( e
and revenues associated Revenues
ith the G ¢ will I0C contributions (broadcast revenues and worldwide sponsors) $1.5
with the Games, it wi Domestic sponsorship revenues 14
be refined and revised in Ticket revenues 1.2
the coming months. The Torch run, coin, and stamp revenues 0.2
. . i Licensing revenues 0.2
City Council is engaging BorsRang 0.1
independent analysts to Other revenues 0.2
review the bid plan before Total $4.83
it takes a final vote on the Expenditures
. Personnel and services costs $1.5
bid bY early 2017. A final ) Venue costs, including operations 1.3
proposed Games budget is USOC and other joint venture payments 0.6
expected to be completed Technology services 0.4
prior to the submission ity opergtlons B i
) Ceremonies costs 0.2
Of Stage 3 bld documents Insurance premiums 0.2
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2017. City leaders, in Total $4.27
particular, have a major Amount Left Over (Including Contingency Budget) $0.56
stake in ensuring that the I0C = International Olympic Committee and USOC = U.S. Olympic Committee.

final bid plan minimizes
public sector financial risk
because the city must agree to execute the JOC’s
Host City Contract, which involves key financial and
operating guarantees related to the Games.

Bid leaders also have repeatedly committed
themselves to minimize risks of cost overruns.
In a “Frequently Asked Questions” section of its
website, LA 2024 says the OCOG “will indemnify
the city for all of its incremental costs and
obligations related to the operation of the Games,”

SB 1465

Direct Federal Subsidies Not Available. Often,
national governments provide significant financial
support for their cities’ Olympic bids. While the
U.S. Congress passed a resolution supporting Los
Angeles’ 2024 bid, the federal government typically
has not provided a direct financial subsidy to

including budgeting for private funds to buy “a
substantial insurance package to protect the city
against unexpected liabilities.” According to a
September 29, 2016 press release from LA 2024,
“significant private insurance payouts” and an up to
$250 million payment by the city would be the first
lines of financial defense. After these and any other
available sources are exhausted, the state could be
on the hook for certain payments under the terms

of recent legislation, as summarized below.

Olympics’ capital and operating costs. The federal
government does provide important security and
intelligence services, in partnership with state

and local law enforcement agencies, for Olympics

hosted in this country.
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SB 1465 Dedicates Up to $250 Million in State
Support if Needed. State governments in the U.S.
often support Olympic organizing efforts with
financial assistance. As noted earlier, California
provided a large share of the funding for the
1932 and 1960 Games, while the Los Angeles
Games in 1984 were almost entirely privately
funded. In recognition of the IOC’s expectation of
governmental support, the Legislature passed and
the Governor signed SB 1465 (de Leén) earlier this
year. Senate Bill 1465 allows the Governor to enter
into a contract with Los Angeles’ OCOG for the state
to accept financial liability of up to $250 million of
financial debts related to the 2024 Games. The bill
anticipates that the exact funding mechanism will
be determined at or about the time Los Angeles is
selected to host the Games next year. The legislation
states that this “state security,” whether provided by
a cash appropriation, an insurance policy, or other
instrument, will be deposited into a state Olympic
Games Trust Fund. This fund will be maintained

until the Director of Finance determines that the

state’s contractual obligations to the Los Angeles
OCOG have concluded.

State’s Liability Clearly Limited. Senate Bill
1465 specifies the uses of the state security and the
conditions that must be met to access the funds.
In particular, the funds may be used for certain
payments to third parties for costs related to the
games and OCOG deficits resulting from the Los
Angeles Games. Funds may only be accessed,
however, if all other funding mechanisms have
been exhausted, including insurance purchased
by OCOG and at least $250 million of city funds.
The state must be listed as an “additional insured”
on any OCOG insurance policy related to the
preparation and conduct of the Games. In the
final analysis, the state is obligated to pay no more
than $250 million under SB 1465. The state most
likely would provide funding only if the Games
experienced significant financial problems. Further,
under the authority provided in SB 1465, the
contract negotiated by the Governor could place

further limits on the state’s payments.

ECONOMICS OF THE GAMES

Short-Term Economic Gains Likely. As
discussed above, Los Angeles’ selection to host the
2024 Games would result in billions of dollars of
Olympic revenue—from international broadcast
rights, sponsorships, and ticket purchases from
the rest of California and elsewhere around the
world—flowing into the Southern California
economy. While the Los Angeles bid assumes
no new permanent sports venue or major public
infrastructure construction, it would require
billions of dollars of spending—paid from Olympic
revenues—to construct temporary venues, pay
for temporary venue upgrades, and build the
technological and other improvements needed to
host large numbers of athletes and other visitors.
This billions of dollars of spending—funded
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largely from out-of-state sources—would generate
economic activity in the Los Angeles region during
the Games and in the few years before the Games,
as preparatory activities occurred. Moreover,
hundreds of thousands of visitors, including
spectators, athletes, officials, and members of

the media, would arrive for the Games in 2024,
spending money for food, lodging, and other goods
and services.

This sort of short-term economic boost—an
increase in jobs, for example—directly linked to
the Games is visible when looking at jobs data
for the Atlanta and Salt Lake City regions during
the period they hosted the Olympics in 1996 and
2002, respectively. As shown in Figure 6, seasonally
adjusted employment in the Atlanta region



jumped by nearly 50,000 (up
2.4 percent) in July 1996 when
it hosted the Olympics. Salt
Lake City’s Games took place
in the economic downturn

of the early 2000s as jobs
declined there and elsewhere
in the country. That being
said, as shown in Figure 7, the
February 2002 jobs data for the
Salt Lake City region jumped
by about 4,000 (up 0.7 percent)
after it had been dropping for
several months previously.

In 1984, economic analysts
estimated that Los Angeles
experienced net economic
gains due to the Games. A
June 1986 post-Games report
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Figure 6
Short-Term Employment Beost of Atlanta's 1996 Games
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The report also made an attempt to estimate

how much the Olympics “displaced” other

by Economics Research Associates (an economics
analysis firm) found that the direct economic
impact of the Games in terms of Olympic venue
operations, visitation, capital improvements, and

governmenta] revenue totaled over $1 billion. The

spending in the economy—that is, how much
economic activity did not occur due to the
Olympics. For example, it is believed that many
visitors to other Los Angeles attractions stayed

Games produced an estimated
employment increase of 37,500
jobs (primarily short-term),
with additional income

also generated for 37,500
others who already had

jobs. “Induced” economic
activity—the “ripple effect”

in the economy from that
initial spending—exceeded
$1.5 billion, the report found.
The total economic impact

of the Games represented

1.6 percent of the total gross
product (output) in Los
Angeles County that year, the
study found.

Figure 7
Short-Term Employment
Boost of Salt Lake City's 2002 Games
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away that summer, fearing traffic congestion, and
some residents left the region during the Games.
These types of economic displacement were
estimated at over $330 million of lost economic
activity, according to the report, partially offsetting
the short-term gains noted above. We note that
such displacement estimates are difficult to develop
and must make a variety of assumptions, such that
different analysts could come up with larger or
smaller economic displacement estimates.

In addition to these analyses, both our office
and the DOF estimated that the state experienced
additional economic activity and state revenue
growth in 1984 specifically due to the Games.
Similarly, if Los Angeles is chosen to host the 2024
Games, a short-term boost in state and local tax
revenues is likely, which would offset some or all
public costs associated with the Games.

Lasting Economic Gains Unlikely. While the
Games likely would produce a short-term economic
boost for Los Angeles around 2024, there is little
basis to assume that the Games would improve the
region’s economy substantially over the long term.

When hosting events like the Olympics, some
cities hope to achieve positive economic gains
by building new athletics or other community
facilities. Studies of sports facilities in host
communities generally find little or no net
long-term economic benefit associated with
stadiums and arenas. Further, the specialized
nature of some Olympic venues has left some
cities with “white elephants™ new facilities with
little use after the Olympics. An advantage of Los
Angeles’ 2024 bid—in terms of minimizing public
finance risk—is that no new permanent sports
venues are to be built specifically because of the
Olympics. Accordingly, for Los Angeles, there is
less of an argument than usual that the Olympics
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will generate future economic gains related to new
sports facilities.

General infrastructure improvements can
produce long-term economic gains for a region.
Here too, Los Angeles’ low-risk financial bid
assumes no new major infrastructure specifically
related to the Games. Accordingly, for Los Angeles,
the Olympics probably would not generate much
or any long-term economic gain related to new
infrastructure.

Finally, some argue that the Olympics help “put
a city on the map” in terms of tourist visitation
or economic investment. Some Olympic hosts—
including the relatively new ski development,
Squaw Valley, in 1960—seem to have benefited
over the long term due to visibility provided by the
Olympics. Assuming that this type of long-term
economic gain will materialize, however, seems
problematic in the case of Los Angeles, a city
already well known to people and businesses all
over the world because it has hosted the Olympics
before and appears constantly in films and on
television. While we cannot rule out the possibility
that the 2024 Games would provide a temporary
boost in Los Angeles’ attractiveness to visitors
and businesses, the chances that this boost will be
substantial or lasting seem small.

Conclusion. If Los Angeles hosts the 2024
Games, some short-term net economic gains in
2024 and in the years just before the Games are
likely. Lasting economic gains, however, appear
unlikely. That being said, the low-risk financial
strategy of the bid greatly reduces the risk that
the Southern California economy will bear large,
long-term taxpayer expenses related to the Games.
For these reasons, under the current bid plan,
the long-term economic effect of the 2024 Games

probably would be close to neutral.
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LAO COMMENTS

In this section, we provide some of our
perspectives concerning the state’s role in Los
Angeles’ 2024 Games bid.

Negotiations Delegated to the Governor.
Senate Bill 1465 gives broad authority to the
Governor to negotiate a contract with Los
Angeles’ OCOG to provide the state’s back-up
financial support for the possible 2024 Games in
Los Angeles. The decisions of the Governor in
executing this contract will affect the likelihood
of the state eventually paying out any or all of the
maximum $250 million authorized in the bill.

The Governor and his advisers will need to devote
considerable effort to understanding how Olympic
and Paralympic Games are financed and operated
in order to represent the state government’s
interests well in this negotiation.

State Liability Capped, but Other Costs Are
Possible. In considering SB 1465, the Legislature
had to balance its desire to demonstrate the state’s
support for the Los Angeles bid with the need to
limit state financial support for the Olympics. In
light of this, we think the Legislature’s decision to
strictly cap state financial support for any Games
deficits was a sound one. Under SB 1465, the state’s
liability to cover cost overruns or Games revenue
shortfalls is capped at $250 million. That being
said, the state can be expected to incur some other,
potentially small, operating costs if Los Angeles
is selected to host the Games. In negotiating with
Games organizers, the Governor may want to keep
these costs in mind. Among the questions that the
Governor may face in contract negotiations are the

following:

s Realistic Budget Projections? How
realistic are LA 2024’s budget projections
concerning costs, as well as ticket,
sponsorship, and other revenues? (Los

Angeles city officials also are studying

these projections intensively.)

CHP Cost Reimbursements? Will added
CHP costs related to the Games be
reimbursed from Olympic revenues?

We understand that these costs were

not reimbursed in 1984, and the

Governor could opt to forego seeking
reimbursements in 2024. Alternatively,
the state could seek reimbursements for
CHP costs over a given amount or only for
“special requests” for CHP assistance from
the OCOG or local officials. In addition

to CHP costs, other state public safety
entities, such as the Military Department,
also could incur costs related to the Games.

Other State Cost Reimbursements?

Will state departments insist on
reimbursements of few, some, or all state
costs related to the Games? State facilities
used for the Games, such as those at UCLA
and Lake Perris, would be covered by
agreements negotiated between Olympic
organizers and the state. The agreements
would specify how state entities will be
reimbursed for the Olympics’ use of the
venues. In negotiating the SB 1465 contract,
the Governor may want to consider a clear
framework for determining which types
of state venue expenses will be reimbursed
by the OCOG—including those in the
current bid plan and those added to the
plan in the future. Given their proximity
to the Coliseum, the roles of the California
Science Center and the California African
American Museum in the Games also may
need to be discussed at some point in the

future.
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+  City Payment Requirements? Senate
Bill 1465 requires the City of Los Angeles
to spend at least $250 million of its
“security” for the Games prior to any of
the state’s $250 million being disbursed.
At a recent City Council committee
meeting, questions were raised about how
exactly this $250 million of city funds
would be measured. For example, if the
city acquires an insurance policy to cover
certain financial risks, would insurance
proceeds under that policy count toward
the city’s payment requirement in SB 14657
In contract negotiations, the Governor may

be able to help resolve such uncertainties.

o Natural Disasters and Terrorist Events?
What would be the state’s financial
exposure if natural disasters or terrorist
threats hamper the Games, damage venues,

or threaten athletes and other visitors?

o Cost Overruns at Private Facilities? Could
the state be on the hook for a portion of
cost overruns at private facilities, such as
those of NBCUniversal or USC?

o Tax Legislation? Will the state be asked to

pass tax legislation related to the Games?

o Accelerated Public Infrastructure
Improvements? Will the state be asked
to contribute funds to help accelerate any
public infrastructure improvements related

to the Games?

Full answers to these questions will not be available
until after the 2024 host city is chosen next
year. The Governor, however, can set important
benchmarks for future discussions even in early
negotiations with Games organizers.

Timing of Future Appropriations Depends
on Contract Details. Consistent with the
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Legislature’s role in the State Constitution, future
state payments under SB 1465 are available only
upon appropriation by the Legislature. All parties,
however, will expect the state to provide funds as
envisioned in the contract the Governor negotiates
with the Los Angeles OCOG. The timing of any
such payments will depend on the details of the
contract the Governor negotiates. For example,
after the Games conclude, the OCOG could be
required to certify to the Governor that conditions
for a state payment have or have not been met, and
the Governor could then be required under the
contract to request an appropriation to provide
any anticipated payment. (This is similar to a
mechanism in state law for the Governor to ask the
Legislature for funds if tobacco settlement revenues
are insufficient to meet debt service and other
related costs on certain bonds issued after 2003.)
Need for Legislative Oversight. We advise the
Legislature to provide some oversight related to the
Games—in addition to the much more intensive
oversight expected to be provided by the Los
Angeles City Council and the Mayor. Recognizing
the need for state oversight of the 1984 Games, the
Assembly then appointed a Select Committee on
Olympic Oversight, and the Senate Governmental
Efficiency Committee had a subcommittee
dedicated to Olympic oversight. Legislative
leaders may want to appoint similar oversight
committees—or a joint legislative oversight
committee—to oversee the Governor’s negotiations,
to hear of issues that develop in the planning of the
Games, and to prod state departments, if needed,
to help Games organizers. These committees
may find it helpful to meet even before the IOC
awards the Games in September 2017, since key
bid plans—which could affect the Games’ financial
success—will be finalized prior to that date and the
Governor may be negotiating with bid organizers

concerning the SB 1465 contract.
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Dealing With Financial Risks. Los Angeles’
2024 bid seeks to minimize financial risks for the
city and the state government. The $250 million
back-up state financial guarantee in SB 1465 may
not be needed. There is, however, some chance
that city and state taxpayers could be called on
to provide additional funds. Today, the Olympic
and Paralympic Games are “mega-events” even
for the world’s largest cities. Mega-events are
among the most complex events to organize: huge
undertakings that require years of preparation,
billions of dollars, and involvement by every level
of government. Many Olympics have experienced
large venue or infrastructure cost overruns and
delays, and some have had disappointing ticket
sales. While a Games plan can try to minimize
financial risks, there is probably no way to

completely eliminate these risks.

We recommend that the Legislature stick by
the firm stance reflected in SB 1465, which provides
support for the Games, but strictly limits the state’s
financial exposure to Games deficits. We advise
state leaders to consistently make it known that
no additional funds beyond those committed in
SB 1465 will be provided. If problems develop
in organizing the Games, state leaders can push
organizers to develop privately funded alternatives
at minimum cost and minimum risk for state and

city taxpayers.
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