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SUBJECT

Proposed Ordinance 2012-O202would authorize the King County Executive to execute
agreements related to a sports and entertainment arena in the SoDo neighborhood in
Seattle. The agreements include a memorandum of understanding (MOU) with the City
of Seattle and a private entity proposing to develop the arena (ArenaCo), and an
interlocal agreement (lLA) with the City.

Today's briefing includes an analysis of the tax revenues and rent projected to support
the public financing, a review of literature on public financing of sports facilities, and a
review, in executive session, of legal issues. A timeline of the proposal is included in
Attachment 1. The analysis of the proposal is ongoing.

BACKGROUND

The Seattle Supersonics (Sonics) played in Seattle from 1g67 to 2008. ln 2006, the
team was purchased by an Oklahoma-based ownership group, which moved the team
to Oklahoma City before the 2008-2009 Nationat BasketballAssociation (NBA) season.

On February 16, 2012, the Seattle Mayor and King County Executive announced that
they were working with Chris Hansen, a private investor and representative of ArenaCo,
on a proposalto develop an arena south of Safeco Field and Century Link Field. The
proposed arena would be designed to host a NBA and Nationat Hockey League (NHL)
team. According to transmittal documents, the 700,000 square foot arena woutd
accommodate approximately 19,000 attendees for concerts, 18,500 for NBA games,
and 17,500 for NHL games.
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Summarv of the Proposal

Under the proposal, the first contribution of public funds to the project would occur when

the City acquires the site from ArenaCo. This also represents the point at which the land

would enter public ownership. Nofe that the County would not be party fo fhis

transaction.

The City would acquire the site only after:

. The permitting and SEPA review of the project is complete;

. A call for bids, consistent with the Municipal Leasing Act, is made and ArenaCo

is the winning bidder;
o Trahsaction documents, including an Umbrella Agreement, are approved by the

City and County; :

. The NBA team is acquired with a non-relocation agreement in place;

o The City and County have been satisfied regarding the financial ability of
ArenaCo and its investors to meet obligations specified in the MOU; and

. ArenaCo has funded a required reserve account with money or securities in an

amount equalto the first yea/s debt service on the City's bonds'

It is worth highlighting that site acquisition would not occur until State Environmental
Policy Act (SEPA) requirements are met. SEPA requires state and local agencies to
consider the likely environmental consequences of a proposal before approving or
denying the proposal. Elements of the environment identified in SEPA include both the
natural environment and the built environment, including land use, transportation, and
public services.

Then, the parties would use a Lease-Purchase method to construct the facility. The City
woutd ground tease the site to ArenaCo for $1 million annually during construction of the
arena. ArenaCo would be responsible for all construction costs, including cost overruns.
The arena would be required to meet any NBA and NHL requirements for arenas, and
be substantially similar in quality to three mutually agreed-upon arenas.'

Following completion of construction, the City and County would then lease the arena

from ArenaCo with the option to purchase the arena on the day after the Arena Facility

is added to the property tax rolls or at a later date within six months (at ArenaCo's

request). This date is the "Transfer Date." lf the City and County exercise the option to

tThe arena would also be required to comply with City requirements for sustainable construction and
ArenaCo would commit to using the City of Seattle's lnclusion Plan.
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purchase the facility, they would then lease the arena back to Arenaco.2 Note that,
while the City and County would own the arena itself, Arenaco would own all or a
portion of the tenant improvements inside the arena (such as scoreboards, etc.) until the
termination of the lease. The delineation of ownership of tenant improvements would be
defined in the Transaction Documents.

Note that the Transfer Date would be the point at which the second installment of public
financing occurs. This woutd involve both'the City and the County. fnã ãmount of this
second installment is contingent on whether a runl team has been secured.

lf the NHL team has been secured: The second installment would be an
amount that (along with the amount the City contributed for the prrn"rã of the
site) totals $2oo million, with the City contri-buting up to $120 m¡¡fio; i; totat and
the County contributing up to $80 million.

' lf the NHL team has not been secured: The second installment would be an
amount that (when combined with the amount the City contributed for the
purchase of the site) is the lesser of the amount of debt that could be supported
by the tax revenues and rent at the site or $120 million. Notably, the County's
contribution would be capped at $5 million and would be limited to an amount of
debt that the County reasonably determines can be supported by its anticipated
share of property taxes attributed to the arena.

ln the first scenario, the public contribution for both the City and County is capped at
$200 million. lritne second scenario, the public cont¡'ibution is capped at $120 million
with the Counly's participation being limited to up to $S million. The pubtic financing
would be in the form of limited tax general obligation bonds or certificates of
participation, with a duration of approximatety 30 years. Under the proposal, the debt
service would increase at one percent annually for the first 10 years, then level off for
the remainder of the term.

Terms of the Arena Lease

The term of the lease would be at least 30 years and no tess than the term of any public
financing. The total annual debt service is refered to as the Annual Reimbursement
Amount with the Annual Reimbursement Amount being paid by the following souices:

. "Base Rent" paid by ArenaCo in the amount of $2 million annually;

2Alternatively, 
lle city and county could exerci:" 

?.! o-ptio-1to have a trustee prepay the facilíty lease - in
[i9 fse, the City and county would lease the facility tbr ào veåis and subteåse'thä facility to ArenaCo.This is a less likely scenario.

o
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"Arena Tax Revenues", which include the amount of property, sales, leasehold
excise, admissions, and business and occupation tax revenues attributable to the
arena and arena tenant improvements (except that property taxes would not be
included if tax-exempt debt is issued based on such revenue);

"Additional Rent" paid by ArenaCo if the combination of Base Rent and Arena

Tax Revenues described above do not meet the City and County's total debt

service obligations (i.e., the Annual Reimbursement Amount).

This is displayed in Exhibit 1 below

Exhibit 1

Shortfall vs. SuFplus

a

Shortfall Scenario:
lf Base Rent plus Arena Tax Revenues is

not sufficient to cover the City's &
County's annual debt service, ArenaCo

will pay Additional Rent

Surplus Scenario:
lf Base-Rent plus Arena Tax Revenues

exceeds the City's and County's annual
debt service, surplus can be applied to
the City-County Capital Account or to

repayment of the bonds

Surplus
{ Annual Deb

Service

Note that tax revenues generated for restricted purposes, such as dedicated sales taxes

for Metro Transit or dedicated property taxes for Emergency Medical Services, would

not count towards repaying the debt service.

ln the event that the combination of Arena Tax Revenues and Base Rent exceeds the

Annuat Reimbursement Amount, then the City and County coutd apply the surplus to
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pay down the outstanding financing or deposit the surplus revenues into a City-County- capital Account.3 The ftow of funds is shown in Exhibit 2 below.

Exhibit 2
Flow of Funds

Base Rent AdditionalRent Arena Tax
Revenue

Arena Revenue Account
Rent+Taxes=Annual

Reimbursement Amount

Arena Tax
Revenue

Pay taxable debt
service

General Funds

Excess Arena Tax
Revenues

City-County Capital
Account

Only available for major
repairs to base arena

systems

ln addition, ArenaCo would be responsible to operate and maintain the facility, make all
necessary capital improvements, and fund a capital Account with $2 million annually to
provide for improvements, though ArenaCo's obligations to make capitat improvements
are not limited by how much funding is available in this account.

Tne City-County Capital Account would have a cap of $10 millíon during the first 10 years. The cap
would grow by $2 million annually until Year15,-when the cap would reach $20 million. The City-Cóunty
Capital Account is intended to be used only for major repairs to components of base arena sysiems, súch
as the roof, HVAC, lights, etc. Once the public financing is paid off, the æp on this account would be
removed.
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Details on Revenues Supporting the Proíect

As discussed above, the revenues supporting the project would be generated by a
combination of Arena Tax Revenues, Base Rent and Additional Rent. As shown in
Exhibit 3 below, Mayoral and Executive staff estimate that tax revenue would support 57
percent of the public financing. The remaining revenue would be comprised of Base
Rent (14 percent) and Additional Rent (29 percent).

of
Exhibit 3

Reyenues from Iaxes and Rent

NOTE: Additional rent in any given year will cover any gap between City / County financial
obligations and the total of taxes and base rent.

The model makes a number of assumptions regarding ticket prices, attendance rates,
and novelty and concessions purchases per attendee. For example, the model assumes
starting regular season ticket prices of $55 for both the NBA and the NHL and 1.67
percent annual ticket price growth. Note that the figures shown above assume no
playoff games and no lockouts. ln a scenario in which both teams made the playoffs
every four years and played two additional home games, the increase in tax revenues
generated would be about $3.3 million in nominal terms or $1.3 million net present
value. lf lockouts occur three times over 30 years in both sports with a 25 percent
revenue reduction in those years, the reduction in tax revenues would be $3.9 million in

nominal terms or $1.6 miltion net present value.a

a Lockouts have occurred in the NBA four times, but only affected the number of games played
in two seasons: 1998-1999 and 2011-2012. The 1998-1 999 lockout reduced the number of
games played by about 40 percent and the 2011-2012lockout reduced the number of games
played by about 20 percent. A NHL lockout occuned during the2004-2005 season, resulting in
the cancellation of the complete season.
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100o/oTotal Revenues $453,545,429 $198,206,570

54o/o

3o/o

57%

$258,528,579 $106,839,561
$13,492,116 $5,841,830

$272,020,694 : $1 12,681,390

$6,699,620
$369,717
$7,069,337

City Direct Taxes
County Direct Taxes
Subtotal - Direct Taxes

Base Rent
lmputed Additional Rent
Subtotal- Rent

14o/o

29o/o

43%

$2,000,000
As Needed
As lVeeded

$62,000,000
$119,524,735
$181,524,735

$27,962,077
$57,563,103
$85,525,179

Covers
Financíal



The two charts below display the revenues generated over the life of the tease from
Year 1 through Year 32, including taxes collected by the City ãnd the County, Base
Rent, and Additional Rent. Note that Year 1 and Year 2 represent the construction
period, so the "Base Rent" actually represents rent for the ground lease ($1 million
annually) that ArenaCo pays the City during construction. The tax revenues collected
during these years are primarily sales taxes associated with the construction project and
property taxes collected during the second year of construction based on the partially
completed construction.

Exhibit-4
Reyenues Generated Over Life of Project

ln the chart above, each bar displays the tax revenue collected by the City (red), tax
revenue collected by the County (green), Base Rent paid by ArenaCo (purple), and
Additional Rent paid by ArenaCo (blue). Again, the revenues collected during the term
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of the lease and thereafter (after Year 3) would be split by the City and County with

60 percent going to the City and 4O.percent going to the County.

The chart below is the same, but includes a yellow line representing the annual debt

service' 
Exhibit 5

Reyenues Generated Over Life of Prciject & Annual Debt Sen¡ice Obligation

As shown in Exhibit 5 above, Additional Rent is anticipated to be required from Year 3

througrh Year 30 in order to support the annual debt service. In Year 31 and Year 32,

the debt service would dectine substantially as the First lnstallment of public financing

(i.e., when the City purchases the site initially) is paid off. The chart also shows that

over the first 10 years of the lease (Year 3 through Year 12), the debt service is

structured to increase at one percent per year, with level debt thereafter. This keeps the

annual debt service lower in the early years of the lease than if the payments were level

throughout the life of the lease; as a result, the debt payments for the latter years are

higher than if the payments were level throughout.

A breakout of the City and County tax revenues is shown in the table below. As

discussed previousty, in the absence of an agreement to share the tax revenues based

B
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on the City and County proportionate shares of debt, the majority (gS percent) of tax
revenues would flow to the City.

Exhibit 6
and Tax Revenues

These projected tax revenues are based on the assumption that a NHL team will have
been secured by the Transfer Date, which is the date on which the City and County
provide the Second lnstallment of public financing and the facility ro16 be transferred
to public ownership. The NHL team is estimated to account for about 40 percent of the
admissions and sales tax revenues (compared to 41 percent from the NBA and 1g
percent from major concerts and other minor events). The NHL team is also projected to
account for about 40 percent of the business and occupancy (B&O) tax revenues, as
compared to 50 percent from the NBA and 10 percent from other events. The higher
percentage of B&O tax projected to be generated by the NBA is largely due to TV
contracts. The property tax and leasehold excise tax revenues woutd not vary
depending on whether the NHL team has been secured.

Note that the MOU sets a deadline of six months after the day the arena is added to the
property tax rolls for acquisition of the NHL team. The six month period is intended to
allow additional time for the team to be secured prior to the Transfer Date - again, if the
team has not been secured by that time, the public financing is reduced to a maximum
$120 million, including a maximum of $5 million from the County. Even if the NHL team
is acquired after the Transfer Date, the City and County contribution would not increase
beyond the lower obligation of up to $120 million. ln this scenario, however, all Arena
Tax Revenues - including those generated by the Nl-tL team - would be utilized to
support the repayment of the public financing.
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CITY TAX REVENUES
Property Tax
Sales Tax
Admissions Tax
B&O Tax
Leasehold Excise Tax
TOTAL

$5,841

$781,950
$177,795
$4,543,999
$993,878
$202,000
$6,699,620

$27,395,046
$9,427,975
$176,196,700
$38,492,409
$7,026,549
$258,529,579

$11,565,202
$4,975,106
$71,770,543
$15,696,346
$2,942,363

-$106,939,561

11o/o

5o/o

67%
15%
3%

1O0o/o

COUNTY TAX REVENUES
Property Tax
Sales Tax
Leasehold Excise Tax
Total

$237,342
$31,376
$101,000

$369,717

$8,315,099
$1,663,743
$3,513,274

$13,492,116

6oo/o

15o/o

25%
100%

$3,510,335
$860,313
$1,471,191



Propertv Tax Revenues

As reported to the City Council previously, property taxes for King County property

owners will increase as a result of the arena financing proposal. As discussed
previously, the City would purchase the site after the permitting and SEPA processes

are complete and after the NBA team has been secured. lt would then ground-lease the

site to ArenaCo for construction. The arena would be constructed by ArenaCo, and

during the construction period, the arena (not the site) would be owned by ArenaCo, a
private entity. The arena would be maintained in private ownership until it was added to

the tax roll.

ln Washington state, property tax revenue growth is capped at one percent per year

plus the value of new construction. Therefore, keeping the arena in private ownership

until the value of the newly constructed arena is added to the tax roll results in an

increase to the levy base that will be used to calculate propgrty taxes for subsequent
years.

After the arena is added to the tax rolls, the City and County would presumably exercise

their option to purchase the arena, which would transfer the shell of the facility into
public ownership, after which no property taxes would be assessed on the asset in
public ownership. However, the increase in the base property tax revenues initially

caused by the addition of the new arena construction would still be collected - it would

be shifted to all other property tax payers in the county. This additional amount of
property tax would be credited toward debt service on the bonds. Note that the total

annual property taxes collected and applied to debt service on the bonds is estimated at

$781 ,950 for the City and 8237,342 for the County.

According to Office of Performance, Strategy and Budget and the City Budget Office

staff, the amount of property tax a typical King County property owner outside the City

of Seattle would pay as a result of the arena financing would be about $0.22 cents

annually based on a median home value of $318,000 (see Exhibit 7 below). ln the City

of Seattle, a property owner would pay an additional $2 to $3 (according to City staff) as

a result of the arena financing. The property taxpayer would also pay slightly more in

dedicated property taxes (e.g., EMS, Flood, etc.) that are increased due to the arena

construction being added to the tax roll, but these amounts would not go to support

repayment of the arena bonds. That impact is estimated at an additional 26 cents per

year.
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ExhibitT
Property Tax lmpacfs to King County
Taxpayers by Fund öased on $318,000

Median House Value
General Fund $0.22
lnter-County River* $0.00
Veteran's Aid* $0.00
Mental Health* $0.00
Councilmanic Bond Redemption $0.02
Parks $0.02

Space/Trails $0.02
Veterans/Human Services $0.01
AFIS $0.01
T $0.02
Conservation Futures $0.01
Bond Fund Unlimited $0.02
EMS $0.08

$0.00
Flood District $0.03
King Cou ) $0.46*More than $0.00 buf /ess than $0.01

Securitv..Provisíons

ArenaCo would be required to fund a Reqerve Account that totals at least the Annual
Reimbursement Amount for the following year. The MOU calls for an account control
agreement, the terms of which would be consistent with the MOU and that are mutualry
agreed upon in good faith by the three parties. The account control agreement would be
a Transaction Document. The MOU specifies that the money in the Rãserve Account
shall only be invested in investments reasonably acceptableto the City and County.

ArenaCo would also be required to certify annually that the preceding fiscal year,s Net
Arena Revenues (or revenues less operating costs) are at least two imes the Annual
Reimbursement Amount for the following year - this is refened to as the Coverage
Ratio. lf the Net Arena Revenues falt short, ArenaCo must fund the Reserve Account
such that the total of the Net Arena Revenues and the Reserve Account is three times
the following yea/s Annuat Reimbursement Amount.

The City's and Co-unty's right to receive rent payments would have a first priority
payment position from arena revenues before any private financing payment
obligations. The City's and County's right to receive rent paymentJás well as the
amounts in the Reserve Account and CapitalAccount would be secured by a lien on
ArenaCo's revenues (such as facility naming rights, suite and premium seãting sates,
and other revenues), though not team revenueé (such as ticket revenues). Note that ihe

11



lien position would need to be agreed upon by ArenaOo's lenders, the City and the
County. This is a change from the original proposal concept announced in February - at
that time the City's and County's right to receive rent payments was anticipated to be

secured by a first lien position.

However, to increase the security to the City and County, the parent company that owns
the equity in both ArenaOo and the NBA team would provide a guaranty of ArenaCo's
obligations under the Arena Lease. Further, in the event of default, the City and County
would have first rights to the proceeds of the sale of an NBA team, subject only to
repayment of any NBA team obligations to the NBA. Debt obligations to the NBA by the
NBA team owner would be capped to ensure that there is sufficient equity in the team to
meet the City's and County's obligations in a default scenario. Note that beyond the
NBA team and tenant improvements within the arena, it is unclear what assets would be

held by the parent company.

ln addition, the non-relocation agreements for the team(s) would include specific

performance requirements, liquidated damages and injunctive relief provisions.

Notably, under the lLA, in the event of a payment default by ArenaCo, any Arena Tax

Revenues and Base Rent received from ArenaCo would be divided between the City

and County based on their proportionate share of the outstanding public financing. After

Year 15 of the lease, up to 50 percent of the tax revenues would be allocated first to pay

the County's debt service with the balance allocated to pay the City's debt service.

Aside from the tax revenues, any additional rent and withdrawals from the Reserve

Account, Capital Account, and City-CapitalAccount would be allocated first in any year

to the suppor:t County debt service, then to support City debt service.

Review of Literature on Sports Stadiums and Arenas

LITERATURE REVIEW

Much has been written about professional sports facilities and government involvement

in the financing, construction, ownership and operational oversight of sports facilities.

For the purposes of our analysis, council staff have selected a few pieces from this body

of work to help focus the review of the current proposal. The selected pieces tend

towards more recent and tocal contributions to the discussion of sports facilities. They

are as follows:

Sports, Jobs and Taxes - The Economic lmpact of Sports Teams and
Stadiums; Published in 1997, Editors Roger G. Nolt and Andrew Zimbalist

Municipal Bonds - Batter Up: Public Sector Support for Professional Sports
Facilities; Released 5 April 2012, UBS Wealth Management Research

a
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Report on lssues Goncerning the Seattle-King County Arena Proposat;
Released June 6,2012, King county Municipal League Foundation, Authors
Bill Alves and Jane Hadley

open Letter From chris Hansen to the community; Released June 22,2012,
Authored by Mr. Ghris Hansen, Current Arena Proposat Sponsor

Each of these works makes its own particular contribution to the discussion of the
current arena proposal. However, the most comprehensive review of the underlying
economics and associfted risks is the work of Mr. Noll and Mr. Zimbalist.

Soorts. Jobs and Taxes (Noll, Zimbalist 1997 - Attachment 2)

The goal of this work is nicely summarized in the book's iorward, which was written by
Michael Armacost. Mr. Armacost describes that sports facilities have been supported
by local, state and federal governments "in many cases, the total subsidy for sports
facilities exceeds $10 million a year for as long as thirty years". Project proponents
arguing for this type of government support often make claims of associated local
economic benefits associated with the project that would not otherwise be realized. The
objective of Mr. Noll and Mr. Zlmbalist's work is to test the validity of such economic
benefits claims. As Mr. Armacost writes, "ln every case, the authorc find that the tocal
economic impact of sports teams and facilities is far smaller than proponents allege." lt
is important to note that this book was published in 1997 and reviews projects
conceived or completed prior to that time. The work, however offers some helpful
guidelines for analysis.

On pages 1 and 2, Mr. Noll and Mr. Zimbalist write: "Although the details of campaigns
for sports facilities differ from city to city, the basic case for subsidizing them is the same
everywhere. First ... a major facility is said to generate new jobs... Second, a team or
an important sports event reputedly makes a community a 'major league city' thereby
gamering free publicity and attracting new businesses. Th¡pd, although a city might pay
hundreds of millions of dollars in subsidies to attract or to retain a team ... the additional
tax revenues and lease payments are claimed to be sufficient to offset these subsidies
and to make a publicly financed stadium a good investment."

The third point made by Mr. Noll and Mr. Zimbalist is the most applicable and significant
in reviewing the current arena proposal. Before further discussion of the third point,
however, it ís worth noting why the first two points are rendered /ess significant to the
current proposal. Proponents of the cunent project have been careful to avoid the use
of specific economic benefit arguments to the extent they were used for projects prior to
1997. While there has been discussion about appropriate 'multipliers' (an economic
term for potential associated job creation) Mr. Hansen has been careful not to employ
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this argument as a reason for the City and County to move forward with this proposal in

contrast to other sHium proposals, as cited in the chapter "Build the Stadium - Create
the Jobs."

It is the third point that is critical to the current proposal and is being considered by
Council staff and the Arena Proposal Expert Review Panel (APERP). Under the
proposal, the tax revenues and lease payments would be sufficient to offset the financial
responsibilities of the County and the City, as ArenaCo would be required to make
additional rent payments if the base rent and tax revenues fall short of covering the City
and County debt service obligations. Mr. Noll and Mr. Zimbalist discuss revenue
sources, assumptions and associated risks in their book. Several issues raised in the
book are being considered in our ongoing review. A few are noted here:

Clarify the difference between stadium financing and stadium economics.
Financing is the way in which the facility is paid for; economics include the
arena's potential effect on the local and regional economy. ln the current
proposal these two concepts are somewhat related as economic issues are
embedded in financial assumption about revenues generated within the arena,
the proceeds of which are used to pay for the facility. One salient difference
between the cunent proposal and some of those described in the book is that
"the team and the locality usually share responsibility for site preparation and the
direct construction costs". The current proposal contemplates all responsibility
for site prep and construction cost management to the developer.

a

o

a

o

Thoroughly analyze revenue sources such as luxury box and personal seat
license revenue; naming rights; concession revenues; determine who has control
over and is responsible for ensuring that these revenues are maximized; ensure
the financial models account for potential team popularity effects and how this
issue is accounted for in the debt repayment structure.

Federal tax subsidy - Mr. Noll and Mr. Zimbalist spend time in their book
discussing the federal tax subsidy associated with sports facility financing.
According to Executive staff, little (if any) tax-exempt financing is expected to be
utilized. The absolute maximum would be the amount that could be supported by
property taxes, which make up about 13 percent of the anticipated tax revenues
generated by the arena..

Anatyze the revenues associated with the facility in terms of a percentage of the
metropolitan area's effective buying income (EBl) or total disposable income.

Entertainment dollar substitution considerations should be reflected in economic
analyses (i.e., would money spent in an arena be otherwise spent in City of
Seattle or King County?).
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Related to substitution is the effect of potential 'leakage'. This is an economic
term used to describe money that would otherwise stay in Seattte finding its way
out of the local economy as a result of the arena projeòt. ln a conversation with
Council staff, Mr. Zimbalist described the following example. Money spent at the
arena would likely be spent elsewhere if the arena project did noi occur - local
restaurants, theater, the symphony, etc. This is the substitution effect. However,
if money spent at the arena accrues to Mr. Hansen for example, who resides in
San Francisco, and if Mr. Hansen spends that money in San Francisco instead of
Seattle that money is diverted from the local economy (based on the assumption
that the alternative venues are owned and operated by people who reside in the
Seattle area). This situation would also occur for basketbali and hockey playeæ
who do not reside in the Seattle area. Additionally, total taxes generated with
and without an arena should be considered. Of lpecific consiãeration is the
issue of where the teams are domiciled. Additionally, if Mr. Hansen, saves his
share of profits associated with the arena but the-waiter at the restaurant that
might otherwise receive those entertainment dollars spends his money locally,
then a net loss to local tax revenues coutd be realized. Leakage is a valid
consideration fôr any professional sports activity - revenues geneiated among
pro sports venues does not necessarily by itself create substantially greater oi
smaller amounts of leakage. Tax revenues may be a different mattérìlnder the
cunent proposal.

Review the "opportunity cost" of making the govemment investment - i.e., if this
proposal did not proceed, what would the govemment otherwise do with the
associated resources. King County appears to be in a particutarly unusual
situation related to this issue. King County's bonding authoriiy is limiteO by state
law and is tied to assessed value. Because of its relativâ inability to raise
revenues the County has a considerable amount of bonding capacity ($Z.g
billion) that is likely to go othenruise unused. The City of Seatilé is in a different
position on this issue.

' Employment levels and the timing of construction activity are an important
consideration in the evaluation of the economics of sports facilities. Expecied job
creation could just be 'job diversion' in the event employment levels 

"r" 
trign.

' Multipliers (or the extent to which revenues associated with a sports facility
increase local economic activity) should carefully consider the extent to whicñ
stadiums do, or do not, attract tourists. Mr. Noll and Mr. Zimbalist note in the
book that typical values for multipliers range between 1.5 and 2.0 but they further
analyze the situation for sports facilities and describe conditions under wn¡cn a
more conservative estimate of 1.2 might be more appropriate. (pg 75)

"All major sports are controlled by monopoly leagues" pg 20. This helps to explain why
sports leagues are in a better position to bargain with govemments around where teams
will locate.
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Perhaps the most interesting statement in Mr. Noll and Mr. Zimbalist's book in the
context of the cunent arena proposal is found on page 28. As they examine the
financial feasibility of stadiums, including that "Stadium subsidies exist also because
stadiums are seldom financially attractive as private investments", they go on to say
that:

"First, a dual-purpose basketball and hockey facility could.plausibly pqy for itself. ln
these sports, game revenues are not shared, so all of the revenue enhancements from
a new facility is kept by the home team. ln addition, arenas can be used for other
events, such as circuses and trade shows".

It would appear that the current arena proposal has been crafted to maximize its
potential as a successful business venture.

Municipal Bonds - Batter Up: Public Sector Support for Professional Sports
Facilities (April 5, 2012 - UBS Wealth Managemenf Research - Attachment 3)

This report was recently released by UBS Financial Services Inc. The targeted
audience appears to be those parties considering the financial strength of municipal
bonds issued by governments involved in arena financing.

It is a very rèadable report that highlights and restates many of the findings of Mr. Noll
and Mr. Zimbalist's book without discussing changes in sports facility financing since the
book was published in 1997. The report often cites the work of academics Dennis
Coates and Brad Humphreys, much of which dates back to 1999.

The UBS report notes that "states and local govemments often have relied on the sale
of tax-exempt bonds to finance the construction of new arenas and stadiums". As
discussed previously in this report, the cunent proposal is expected to use little, if any,

tax-exempt financing although the report does note that "tax-exempt municipal bonds
represent the least expensive source of capital available to most team owners and are
the preferred method of financing stadium construction." Even without the "tax-exempt"
part this statement remains true and applicable to the current proposal because King

County and the City of Seattle can borrow at lower cost than private funders because
they have exhibited the strong financial prudence that results in a superior debt rating.

Substitution effects, opportunity costs (also refened to in the report as "misallocation of
scarce public resources") and investor perspective are also covered in the report
including the following statement:

"We expect the debate regarding the use of sports facilities as an economic
development tool to continue. Despite consistent evidence that subsidies are
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counterproductive in the long run, the public sector remains intent on directing
expãnditures for this purpose. Rather than dwell any further on whether such a
policy is prudent, we must examine the type of subsidies offered and whether the
resulting bond issues represent a good investment."

UBS goes on to caut¡on that "All too often, however, they (bond issues) have been
marketed with ascending debt service schedules." This issue arose during negotiations
between the City, the County and Mr. Hansen's group. Mr. Hansen's initial proposal to
'back-load' the debt was significantly reduced upon the advice and involvement of King
County Director of Policy, Strategy and Budget. The report also suggests that "Bond
issues that are ultimately backed by the general credit of municipal governments offer
reasonable strong security but also pose more ratings volatility than bonds backed by a
general sales tax. As municipal govemments are squeezed by higher pension
payments and reductions in state aid, their ratings_ are more susceptible to
revision...Atlanta, Memphis and Glendale are good examples." lt is worth notÍng that
King County's bond rating has been upheld at the highest possible tevel in recent years.

The report also notes that in the example of the recently considered Sacramento NBA
facility proposal the "risk of cost overuns over and above those accommodated by the
construction contract is borne by the city." Under this proposal, cost ovem¡ns will be
borne by the developer.

Reoort on ues Concernino the attle-Kinq Countv a Proposal (June 6,
2012, King County Municipal League Foundation, Authors Bitt Atves and Jane Hadtey -
Attachment 4)

The Municipal League released their report with a related intention statement:

"This report is intended to advance the public discussion about the proposed new
SODO stadium. However, this report does not present the final or officiat
position of the Foundation on any issue presented. The Foundation does not
make any recommendation about the proposal at this time. We invite your
questions and comments, with a view to sparking additional study and discussion
about the proposa!."

The Municipal League report focuses on identifying questions for further study.and is
centered around the criteria and discussion set forth by the Mayor and the Executive's
Arena Review Panel. (The Mayor and Executive's Review Panel is a separate group
from the Panel curently serving the Council Budget Committee's review of the
proposal.)

The Mayor and Executive's Review Panel considered three fundamental questions
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1. Does the proposal protect existing general fund resources?

2. Does the proposal significantly protect the City and the County from financial
risks?

3. Willthe partnership result in an investment in the community and the region?

On the first point, the Municipal League's report astutely raises the questions of
substitution and externalities. These areas are identified as needing further analysis.
The Council's Review Panel (APERP) is cunently exploring these issues.

Also on the first point, the Municipal League's report offers some commentary on
potential externalities and potential project impacts. ln addressing potential mobility
impacts the report calls for further study and review, which js prudent and helpful. Other
comments are less helpful in reviewing the proposal a-s they include considerable
speculation.

"Costs of congestion are possibly of a scale that makes the entire arena project
infeasible."

"When traffic is already congested, the response of the system to additional
stresses can mean a small change in the traffic can result in a.big change in
congestion"

The Municipal League's report calls for further review of a transportation and parking

study that was performed by Parametrix Consulting Engineers. The Parametrix report
was funded by Mr. Hansen at the request of City and County officials and managed by
the City of Seattle's Department of Transportation. The suggestion for further review of
the Parametrix study has been heeded and additional analysis of the transportation
report was performed by County Council staff and discussed at the June 21 meeting of
the Budget and Fiscal Management Committee. The Municipal League report cites
concem about the claims made by Parametrix that infrastructure improvements in the
area will help accommodate additional traffic and parking requirements. The Municipal
League questions whether some of the improvements will be delayed or whether they
will happen at all. A response to this particular concem was offered in that the
improvements identified are either recently completed (overpass work near intersection
of 1st Avenue South and Spokane Street), already under construction (Spokane Street
Viaduct) or in the contract award phase (the "little h" project).

One of the closing comments related to mobility externalities is that "Decision makers
need to understand the potential impacts early in the process since the general funds
would bear the cost of building infrastructure to address increasing demands placed on
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the system by the new arena and ancillary development." lt is not clear what provides
the basis for the connection between infrastructure demands and the City and County
general funds - this connection is not reflected by the budgeting practices of the County
government.

On the second point regarding protection from financial risk, the Municipal League
raises the issue of whether Seattle can support two additional professional sports teams
and whether enough money would be set aside, per the proposed agreement language,
to maintain the arena as a "first class" facility. These are important issues and
obviously sensitive to the region given the City's experience with Key Arena.

The report states that "the proposal has been characterized by elected officials and
proponents as 'risk free'..." lt is not clear to whom this quote is attributed. ln recent
public discussions, the Mayor and Executive's review pan-el members and, separately,
Mr. Hansen have indicated that the proposal is not void of¿ny and all risk. ln his most
recent "open letter to the community," which is discussed later in this report, Mr. Hansen
does offer nearly definitive statements about City general fund protection from risk.
However, County Council staff have clearly stated that the proposal is not without risk

and in the June 19th Budget and Fiscal Management Committee meeting, the Director of
the Office of Performance, Strategy and Budget also acknowtedged that some level of
risk exists. The simple mechanism by which to comptetely proteòt the City and County
from any and all risk associated with this arena proposal is to prohibit their involvement
in the project and reject the proposal.

Also on the second point, the Municipal League discusses the difference between the
project as an NBA-only proposal - as opposed to a combined NBA/NHL type facility.
The report notes that an NBA-only proposal would cause the arena-related financial
burden to be canied by a smalter investment group. The report goes on to say that
"This, of course, increases the financial risk for the investors but ultimately for tneir City
and County partners as well." This sentence does not co.nectly recognize the County'i
limited involvement in the project (capped at $5 million total) should the project move
forward as an NBA-only proposal.

Ooen From Chris Hansen to the Gommunitv (June 22, 2012, Authored by Mr.
Chris Hansen, Current Arena Proposal Sponsor- Aftachment 5)

ln Mr. Hansen's recently released letter he states his intent to:

"Address certain concerns and corect several misconceptions and inaccuracies
about my proposal to build a state-of-the-art, multi-purpose Arena in Seatfle's
Stadium District and bring NBA basketball and professional hockey back to the
Pacific Northwest"
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This letter somewhat follows the form of the Municipal League's report in responding to

the 3-point charge issued by the Mayor and Executive's charge to their review panel as

well as following up on other economic, financing and tax issues.

One of the main points raised by Mr. Hansen is to differentiate between substitution of
entertainment dotlars and substitution of related tax revenues that are used to support

the financing of the arena. This seems to be a fair call for clarification given that many

other major sports venues have received exemptions from collecting the admissions

tax, which represents a significant revenue source in the proposal'

Several other taxes that will likely generate some amount of revenue as a result of the
project are also discussed in the report. These tax streams have a less significant role

in the proposal than the admissions tax.

Of particular concem to Council staff is the language Mr. flansen uses with respect to
general fund protection. Mr. Hansen's letter states that "the MOU transaction virtually
guarantees the SoDo Arena will have a positive net impact on the General Fund of
Seattle. lt is also demonstrably clear that it will be a net-positive to both the County and

the State." While these statements may eventually prove true they are a departure from

the conseruative way Mr. Hansen has portrayed the proposal prior to this letter. Mr.

Hansen had been careful to make sure policymakers and the public were aware that
risk is involved. This latest description may be Mr. Hansen's response to opinions

offered by the Municipal League about risk without an acknowledgement or
understanding of the efforts made by his group to help mitigate and defend against

those risks (contractual payment obligations, public ownership of the land and facility,

etc.). Nevertheless, Council staff maintain that risk is inherent in this anangement
while noting that the budgeting/forecasting practices of King County are markedly more

conservative than many other governments, as evidenced by its AAA rating.

Mr. Hansen also goes on to clarify his concerns regarding, and his potential plans for,

Key Arena. Much of the rest of the letter merely restates terms of the agreement under
consideration and offers some responses to the questions regarding market support for
two additional professionalteams in Seattle.

ln conclusion, the letter from Mr. Hansen offers some helpful clarity around a few

economic analysis principles as they apply to this arena proposal and offers his view on

the financial viability of the proposal. Many of the remaining issues were already under

consideration by Council staff and the Budget Committee's Expert Review Panel.

As this staff report was going into production, the New York Times published an article

by Mary Williams Walsh on June 25,2012. The article begins:
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Surprised localtaxpayers from stockton, calif., to scranton, pa., are finding
themselves obligated for parking garages, hockey arenas and other enterprises
that can no longer pay their debts.

Officials have signed them up unknowingly to backstop the bonds of independent
authorities, the special bodies of government that run projects like toll roads and
power plants.

Council staff will further review this article, its content and any applicability to the current
arena proposal. However, it is worth noting that the economic condition of both King
County and the City of Seattle differs significantly from Stockton and Scranton.

lssues ldentified in Review of the Leqal Aqreements

Technical and policy issues have been identified in the analysis of the MOU and ILA
The legal implications of these issues will be discussed in executive session by the
Prosecuting Attorney, the County's bond counsel, and the Council's legal counsel.

Upcominq Hearings & Analvsis

Analysis of this proposal is ongoing. This item will next be discussed at the next
regularly scheduled meetings of the Budget & Fiscal Management Committee on July
3'd and July 17h. Another special meeting is planned .tuty iZh at 1:30 p.m. A special
joint meeting of the City and County councils is scheduled for July lgth at S:30 p.m. in
the Bertha Knight Landes Room at City Hall.

ATTACHMENTS

1. Arena Proposal Timeline
2- Roger G. Noll and Andrew Zimbalist, Sporfg Jobs & Iaxes; The Economíc tmpact of

Sporfs Teams and Stadiurns
3. UBS, Batter Up: Public Secfor Supportfor Professionalsporfs Facititíes
4. Municipal League Foundation, Report on /ssues Concerning the Seaftle-Kng County

Arena Proposal
5. chris Hansen, open Letter from chris Hansen to the communíty

2L



22



ATTACHMENT I

ATTACHMENT I

Arena P I Timeline

The timeline below gives an overview of the transaction, based on information provided
by Executive staff.

Kev Actual and Projected Dates for the Project

May 22"d: Executive transmitted Proposed Ordinan ce 2012-0202
o MOU - agreement between the City and County and ArenaCo
o lnterlocal Agreement - agreement between the City and County that

identifies the debt split and establishes the governance structure and
process

May 23'd: Transportation study released

To Be Determined - 2012: Legislative action on the proposed agreements

M¡d-2012 through M¡d-2014: Arenaco works to get the site ready for
construction (permitting, SEPA, etc.) and the City, county and Arenaco would
negotiate the final Transaction Docutnents, including an Umbrella Agreement,
that will further define the details of the transaction. ArenaCo would concurrently
work to acquire the NBA team.

Mid-2014: Following approval of the Transaction Documents and acquisition of
the NBA team, the city would acquire the site (on the "closing Date"), making the
first installment of public financing. The City would then.ground lease the site to
ArenaCo to begin construction.

a

o

a

a

a M¡d-2016: Once construction is complete and the arena is ready for occupancy
("commencement Date"), the city and county would carry out a lease-purchase
and lease the arena back to ArenaCo. This marks the second installment of
public financing.

o No County bonds would be issued until the construction is complete.
Councíl action would be required to authorize the sale of bonds.

o Public financing is reduced if NHL team is not secured. The County's
involvement would be limited to the amount that the County reasonably
determines can be supported by its anticipated share of property taxes
attributed to the arena, with a maximum of $5 million.
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Mid-2046: End of arena lease term, which would be no earlier than the term for
any public financing. MOU includes five-year options to extend the arena lease.

This timeline is also shown below in the exhibit below

Key Actual & Projecúed Dafes for SODO Arena Proiect

o

5/22 - MOU/ILA Transmitted Closing Date
(Site acquisition by City)

End of Lease Term
(30 Year)

5/23 - Transportation and Access
Study Released

Commencement Date

City and County
Review and Action on
MOU and ILA

Jan 2017 (est.)
Arena on tax roll

Negotiation of
. Transaction

Documents
¡ Permitting
. SEPA
¡ Street Vacation

Construction of Arena
Ground Lease in place

Arena Lease in place Four 5-year
options to
extend Lease

May 2012 Mad2012 M¡d 2014 M¡d 2016 M¡d 2046
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"Sports,Jobs øndTizres is the hardest broadside yet on the presentarion of sports facili-
ties-as absolute panacea forr{^merica's c¡ties. Ânyone seeking balance to the often biased
public relations Presentations forand against the construction ofnew facifties should
look here for guidelines for thc formulation of the informed answer to the always com-
plex problems in this arena. There is more to the sports franchise game than.build it
and they will come.'Those complex parameters are analyzed by some ofAmerica's fore-
most scholars focusing on this issue."

KENNETH L SHROPSHIRE

The Wharton School ol the University ol Pennsylvania

Author ol Iåe Sporús F¡anchise Game: Cìtíes in Pursuît ol Sports Franchises, Events, Stadìums, and A¡enas

i4. te¡m oi" fìrst-class scholars address every possible nuance and angle of the stadium
funding controversy. Theyhave produced the definitive resource forgovernment offi-
cials, media reporters, community opinion leaders, and tÐ(payers who want to base
their opinions and decisions on the best knowledge available. Both the breadth and
depth of the contributions are impressive. The analyses are meticulous and carefully
detailed; the interpretations and discussions are thoughtful and thought-provoking.
This is a landmark publication that over time will be regarded as a classic work."

JOHN R,CßOMPTON

Departmenl ol Recrealion, Park, and Tourism Sciences

Texas A&M Uo¡veßity

"Noll and Zimbalist, in their typical rradition of excellence, have assembled sþorts,
Jobs, and Tøxes, which contains collaborative essays that critically analyze the iports
construction boom and its true economic impact. The essays fairly question the
pfoposition that the public subsidy for professional sports induces economic e:Kpan-
sion, increases spending, creates jobs, and provides other positive externalities. füey
also question whether professional sporrs simply realign economic activitywithin à
municipality's leisure industry rather than add to it,¡nd whether professional spons
.has been oversold as a. catalyst for economic developmcnt. This book is absõlutc
..fmust reading'for anyone interested in the economics of stadiums and spons."

Spods Attorney

Marquette University law Schogl

Roger G. Noll and AndrewZimbalist have.consulted for players'associations and owners
in professional sports. Noll is professor of economics and director of tþe Public policy
Program at stanford university and a nonresident senior fellow at the Brookings
Institution. He is the author of numerous .books, including the classic Gouernment and
tbe sþorts Busdæess @rookings,l974).zimbalist is professor of economics ar smirh
college ard the author of several books, including Basebatl and Bilttons:A probíng
Look Inside tbe Bíg Busìness of Our Natíonal pastiT/te @asic Books, f 99Z).He wai
also a consultant for the nine-part documentary on baseball inAmerica by Ken Burns.

Brookings Institution Press
Washington,D.C. '

Cover design byMelton E.Casrro
Illustration byJohn Julius Macia

ISBN 0-91,57-bIl,l,-¿
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America is in the midst of an unprecedented boom in construction of
sports facilities. Nearly half of u.s. professional sports teams either are
pl"yrng in a new facility or expect to have one within a few years. This
book examines the economics, finance, and politics of the stadium boom.

with rare exceptions, facilities for professional sports are heavily sub-
sidized. State a¡d,local governments frequently contribute to the capitar
cost of stadiums and forgive their owners some taxes. The federal gov-
ernment helps out by granting a tax exemption for interest on the debt
of state and local governments that is used for financing stadiums. In
many cases, the total subsidy for sports facilities exceeds $10 million a
year for as long as thirty years. The total subsidy for all of these facilities
runs into the billions of dollars. Advocates of stadium projects frequentlyjuxify subsidies by arguing rhpt teams and facilitie, nãu" a beåeficiar
effect on the local economy. These claims are buttressed by numerous
reports showing annual economic benefits from new stadiums in excess
of $100 million.

One objective of this book is to examine the validity of these claims.
The authors explain the appropriate methodology for calculating the
costs and benefits of a sports facility and then examine several recent
stadium projects and proposals In every case, the authors find that the

of sports t xlocal economiciimþact
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The unattractive economics of stadiums raise a second issue: if stadi-
ums are poor investments, the era of limited

about the value are
SU The in this book reach two.con-

clusions: now
enioy because of their scarcitv.

Stadium proponents typically comprise some very well organized in-
terests that have much to gain from these projects. In cities where sta-
dium measures are placed on the ballot, stadium proponents typically
outspend the opposition by more than twenty to one. Because stadium
referendums are usually held in special eleçtions with low turnout, this
spending differential gives stadium proponents considerable advantage.

In addition, stadium proposals usually are accompanied by a threat
that a local team will move elsewhere or by a larger agreement to bring
a new team to the community. Hence the stadium proposal is inextricably
linked to the presence of a team. As a result sports fans must consider
the v¿lue of having a local team as well as the cost of a new stadium.
Because the annualized per capita cost of a new stadium typically is only
a few dollars, fans may vote for a stadium that they believe is excessively
lavish because they are given no reasonable alternative except not having
a team.

In the introduction and conclusion, the editors offer their views about
the cause of lavish public investments in sports facilities. The primal cause
is the monopgly status of each professional sport, which keeps the num-
ber of teams lower than the market can súpport. The relative scarcity of
teams forces cities that could be ñnancially viable franchise locations into
competitive bidding whenever a team becomes available through expan-
sion or the termination of a lease. Mqnopoly leagues maximize their
profits in part by creating this competition among cities for teams. Thus,
the editors conclude, the most effective remedy for the escarating subsi-
dies of sports facilities is competition: forcing each sport to form several
separate leagues that make independent decisions about how many teams
to include and where they should be located.

The original versions of the chapters in this book were presented at a
conference at the Brookings Institution on october 7-8, 1996. The edi-

FoRewono tx

tors are especially grateful to Gemma Park for organizing the conference
and shepherding the manuscript through the publication process. Among
the sources of financial support for authors of the case studies were the
Fisher Center for Real Estate and Urban Economics at the University of
California, the Ohio Urban University Program, and the Lilly Endow-
ment.

The.authors gratefully acknowledge the following sources for providing
extensive data: the Florida Sports Foundation, the Florida Department
of Revenue, the Sporting News, the Baseball Hall of Fame, Edward Cline
of the Maryland Stadium Authorit¡ Joê Foss of the Baltimore Orioles,
and Martin Greenberg of the Sports Law Institute of the University of
lVisconsin-Milwaukee.

The project enjoyed capable research assistance from Chris Anderson,
Julie Anzalone, Craig Cottrell, Ellen Cyran, Jocelyn Fagan, Betty Hosler,
Richard Nelson, Sandra Sullivan, Craig Vandermause, Don and Helen
Yoder, and Elaine Ziminerman. Special thanks go to Venka Mclntyre
for editing the manuscript; to Gary Gordon, Cynthia lglesias, and Helen
Kim for authenticatlng facts and references; to Carlotta Ribar for proof-
reading; and to Sherry Smith for preparing the index.

The views expressed in this book are those of the authors and should
not be ascribed to the persons or organizations whose assistance is ac-

knowledged or to the trustees, officers, or staff members of the Brookings
Institution.

MICHAEL H. ARMACOST
President

September 1997

Washington, D.C,
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"ButLD THr SrqDtuM
CnEAtrE THe JoBS!"
Roeen G. No¡_L AND

AruoRew ZlManllsr

The title of this chapter captures the essence of the issues
explored in this book. It was the campaign slogan for the
proponents of a publicly subsidized football stadium in San
Francisco to replace Candlestick (3-Com) park.' On June

3, t997, the citizens of San Francisco voted on t\'/o measures. The fi¡st
proposed to dedicate the land now occupied by candlestick.park for
a new football stadium and a shopping center,.to be ow¡ied in part by
49ers owner Eddie DeBartolo. The second authorized the city to float
a $100 million bond issue to contribute to stadium construction. Both
measures squeaked through with winning margins under 1 percent of
the vote.2

As is apparent from the slogan, proponents argued that a new football
stadium and shopping center would bring substantial economic benefits
to the city through increased spending and jobs, especially in the eco-
nomically depressed Hunters Point district just north of the project. sta-
dium advocates also predicted that new revenues from sales and other
taxes would pay the interest and amortization on the bond and so ensure
that these beneñts would be costless to the city.

Although the details of campaigns for sporrs facilities differ from city
to city, thelbaiic case for subsidizing them is the same everywhere. First,

1
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2 S Roeen G. No¡-u nr.¡o Aruonew Z¡veaL¡sr

as in San Francisco, a major facility is said to primarily
because

on other traveling to
event makes a a'

by new businesses
, although a city pay of ln

sidies to attract or to retain a team or a regular national sporting cham-
pionsh ip, the lease are claimed to
be to offset these subsidies and to make a

purpose rs to examlne
validity of these

professional sports are hardly a new
phenomenon . The Los Angeles Memori al Coliseum, built to host the
i932 Olympic Games, has served as the home for a series of professional
football teams, the collegiate USC Tiojans and UCLA Bruins, and even
the Los Angeles Dodgers baseball team.3 Likewise, Municipal Stadium
in Cleveland served the football Browns and the baseball Indians for four
decades, beginning soon after World War IL Another Memorial Stadium,
this one in Baltimore, has welcomed a baseball team (the Orioles) andthrþe football teams (two in the National Football League [NFL], and
one in the Canadian Football League). But, historically, publicly fi nanced
stadiums were exceptions to the rule. until about 1960, the vast majority
of new facilities were privately owned, usually by one of the teams that
played in them

"Burúp rr¡e Staotu¡r¡-Qsg4aE rse Joes!" 3

began an expansion process that, over three decades, added more than

fiftly teams to the four major professional sports: baseball, basketball,

football, and hockeY.

The process of relocation and expansion enabled many cities to

becomaprospective sites for a major league franchise and to comPete

tô be thå neit lucky recipient of a team. Competition took the form

ofprovidingasubsidizedplayingfacility.onlyrarelydidtheteamend
up owning ihe stadium: the Dodgers are one such case' but even then

the site was donated by the city- The more common arrangement was

that the city owned the stadium, although sometimes, as in cleveland

and St. Louis, the city let the team or a corporate affiliate operate it.

Since the late 1950s, the sports industry has experienced a prolonged

economic boom. Revenües from attendance, and conces-

sions have shown rapid, steady growth' Meanwhile, the

team revenues needed to cover stadium costs has declined

increasing eagerness of state and local govemments to compete for teams

by subsidizin! tn"*. In response to these attractive financial prospects,

túe industry has burgeoned. Established leagues have created new teams'

and new leagues have emerged in all the major professional sPorts, with

several surviving long enough to see many of their teams incorporated

into existing leagues. Although the growth in revenues was the most

important r"uton for this expansion, the willingness of cities to provide

suúsidized stadiums cannot be discounted as a significant additional

incentive.
Since the'beginning of the new stadium arrangements around 1960,

most major league teams have been the beneficiaries of at least one new'

subsidizðd faciiity. Almost all have had facilities built or substantially

renovated. And many have had more than one new home'

Anaheim stadium, to cite one example, was built fqr baseball's cali-

fornia (now Anaheim) Angels in the early 1960s and then was massively

renovaìed to-accommodate the NFL's Rams in the late 1970s. This ren-

ovation madå the stadium a far better site for football, but less attractive

for baseball. Then poor on-field performance caused Rams' attendance

to fall, and less than twenty years after the renovation the Rams fled to

a new stadium in St. Louis.

Atlanta and san Francisco have similar stories, but Tvith happier end-

ings. Fulton county, Georgia, built a new stadium in the 1960s that

at;acted b4seball's Braves and football's Falcons, then gave the teams

separate neiv homes in the 1990s. San Francisco's much maligned Candle-

of
because of the

stadiurn ownership and financing began to change when major reague
professional sports became a nationar rather than a iegionar phenomeno'
with all teams snugly packed into the northeast quuorunt'of the coun-
try' Economic and population growth in the south and west, combined
with improved and less expensive transportation, .uur"d'teams and
leagues to look to the sun Bert for pracls to rerocate or to prace an
expansion franchise. Some teams apparentry preferred u"ing u *onop
olist in a v/estern or southern city to being a competitor in a murtiteam
market and so departed Boston (Bravei) for Milwaukee, cleverand
(Rams) for Los Angeles, philadelphia (A;s) for Kansas ciiy,lì. r-oui,
(Browns) for Baltimore, chicago (tooìuau cardinars) ro, st. Louis,
and New York (Dodgers and Giants) for Los Angeles and San Fran-
cisco. other teams left smaller monopolies (Milwãukee Braves, Min-
neapolis Lakers, St. Louis Hawks) for larger Sun Belt markets (At-
Ianta, Los Angeles, Atlanta, respectively¡. at tne,u*" tin'",ieagues

I
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These are by no means isolated examples. rn 1997 the number of
franchises in the major professionar sports, including the most recent
expansions, total 113. Between 1989 and 199J thirty-one ne\ry stad.iums
and arenas were built. At least thirty-nine additional teams are seeking
new facilities, are in the process of finalizing the deal to build one, or
are waiting to move into one.s

These new sports facilities are not cheap. one recent study esti-
mated that the average cost of six new arenas for basketball and hockey
that opened in 1995 and 1996 exceeded $150 million.ó As reporred in
chapter 11, the new Gund Arena in cleveland's Gateway center cost
approximately $150 million, not including the site. A new stadium for
baseball or football, along with site acquisition and preparation, now
runs at least $200 millioñ, which, as reported in chapters g and 11, was
roughly the cost of the new baseball parks in Baltimore and cleveland.
Frequently these costs are far more: the total cost of the new baseball
stadium in Milwaukee is expected to hit $322 million, which is also
roughly the expected cost of the new football stadium for the San
Francisco 49ers.7

By contrast, Tämpa's Houlihan Stadium, built in 1967, cost $14 million.
The civic cenrer in St. Paul, built in the 1970s, cost $19 million. The
New England Patriots spent approximately $20 million to build Foxboro
Stadium, and Rich stadium in Buffalo was built for $23 million. (In
current dollars, these costs would be in the neighborhood of $60 million.)
Kansas city bui,lt a baseball stadium and a football stadium on the same
site for $55 million (about $150 milion in currenr dollars). In the 19g0s
the Dallas cowboys and the Miami Dorphins spenr about $75 million
(about $100 million in L997 dollars) on new stadiums.

The harbinger of things to come was the New orleans superdome,
which was completed in 1975 at a cost of about $163 million, approxi-
mately $450 million in roday's dollars. For a long while this projeci stood
out as a wild anomaly. Today it would fit nicely in the upper range of
standard experience.

The trends in the number and expense of stadiums and arenas raise
several related questions. First, are these facilities worth it: to the
teams, the leagues, and the cities t foot part of e bill? Second,
what are the effects of teams and stadiums on a met rtan area, a

an actu pays sta-
diums, and

(¡)(,
benefits from them?

,w
, why do subs ze



sports facilities, and what determines thîå .subsidy thar a

Stadium Economics versus Stadium Financing

These questions cannot be addressed without a precise sense of theeconomic and financial issues surrounding sports facilities" The publicdebate typicalty conflates the issues. Most serious is its failure to distin_
between stadium economics simplicity,we cal 'stadium economics when we usethese terms, rve mean to include all types of sports facilities.) Stadiumfinancing refers to the narrow question of who pays for constructing andoperating the stadium. Stadium economics refers to the wider questionof how the stadium (and the evenrs inside it) affect aggregate economicwelfare

Rocen G. Nor_l- e¡lo A¡¡oRew Zlveeurst

To reiterate, stadium ñnancing strictly refers to the expenditures andrevenues directly associa ted with building and operating the stadium.Typically, the fi nancial responsibility for these expenditures is shared bythe team, other private sector entities, local government, and, occasion-
ally, state government. To pay for its contribution to a new sports facility,the public sector relies on some combination of rents, taxes, and fees onactivities related to the stadium; other taxes; ând cuts in other public
services. Stadium financing provides the link between the expenditures
on the stadium and these sources ofrevenues Clearly, stadium
is both a narrower and a less important issue than

the pu su sports facil-ities. The overriding conclusion of this discussion is that the economic
case for publicly financed stadiums cannot credibly rest on the benefitsto local business , as measured by jobs, income, and investment. Thus,
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on consumption benefits, which in this case is consumer satisfaction from
the presence of a local team that is not reflected in traditional market
transactions such as sellin$ tickets, concessions, broadcast rights, and

other goods and services.

The case studies that constitute the second half of the book deal with
both economics and financing. The two subjects are certainly closely

linked, but the relationship is incomplete and complicated. By way of
introducing these complexities, in this chapter we lay out the basics of
stadium financial arrangements and explain why stadium financial plans

typically overstate the extent to which a stadium can be said to pay for
itself.

Stadium Financing

The life of a stadium proceeds in three (sometimes four) stages. First,
a site is acquired and existing facilities that are not usable for the stadium
are destroyed. Second, the stadium and its supporting infrastructure-
sewage linkups, utility conpections, parking, transportation access-are
built. Third, repair, maindenance, and operations activities are under-

taken to support the events in the facility.
Occasionally, there is a fourth stage: the stadium may be razed for

some other use. Of course, if the purpose of tearing down the stadium
is to.build ânother sports facility, this activity coincides with the first
phase in building a new facility, so one should be careful not to double-
count these expenditures; however, if the stadium site is to be used for
something other than a sports facility, the phase four costs, to the extent
that they exceed the costs of replacing the original alternative use for the
stadium, represent the last payment for the life of the facility.

On the cost side, most (but not necessarily all) of these activities must
be paid for by someone. Thus one aspect of stadium financing is to decide
who will pay which bills. The standard practice is for local and sometimes
state.government to pay for most, if not all, site preparation. In some

cases, governments will also pay for acquiring the land but as often as

not will already own it. In that case, dedicating the land to a stadium
does not.require a cash payment and so does not figure into the financing
arrangements. The proposed new stadiums in San Franciqco and for the

Yankees in Npw York City, for example, are all on publicly owned land.
As a result the reported "cost" of these stadiums does not include any

Typically, the debate over stadium economics focuses on job and in_come creation in the community in which a facility is built, uut tt 
" 

,ung"of potential economic effects is far broader: it encompurrÅ ,"g*al andnational wealth, as weil as the welfare of sports fans and the distribution
of income. Indeed, the debate is so broad in ,.op. that it cannot proceedsatisfactorily without considering the total costs and benefits to societyarising from the stadium.

as explained in some detail in chapter 2, the case for subsidies must rest
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varue for the site, even though in all cases the site could be sord for othervaluabre activities and so has a real economic cost to ttre community.The team and the locarity usuaty share responsibility for site prepa-ration and the direct construction costs, although the nature of this ar_rangement varies greatly among stadiums. on..ionrtru.ì.ã,-làr" *rrn,regarding the sharing of stadium revenues, defrayal of operating and'maintenance 
costs, and responsibility for stadium management arso differsubstantially among the teams. (seå trre appendix to this chapter for acompilation of stadium lease agrèements..¡

Sources of Revenues

one of the most important recent trends in professional sports hasbeen the growth in nontraditionar sources of revenue. In the 1950s mostof a team's revenues came from inside the stadium, and stadium_relatedrevenues consisted armost entirely of ticket sares, with minor uà¿itionul..amounts collected from concessions, publications, and in-stadiu;.ful],tising' In the 19ó0s, because of the gro*ti, in the popurarity of sportsand the unfortunate policy.decision tolrant antitrust immunity to leaguesin selling their broadcurt iightr, ,"u"n,i", rrom broadcasting shot up and,
in :o--"^:ïes, surpassed in_stadium revenues; nonetheless, ticket salesin the 1970s conrinued to dominate in-rtuiiu,n ,"u"nu"r.JRån""ìing tr,i,reality, league revenue-sharing rules (and, Iater, .ou""tiu" tigainingover the share of revenues rhat wenr to prayers) f*;;;;;uiiìy on rt"two main sources of revenues: broadcasting and ticket sales.Then came a new trend in the 1gg0s: a rapid growth in revenues fromother sources' concessions became a far more important part of reve-nues' as can be seen in the dramatic improvement in the quantity andquality of food, beverages, and sports memorab'ia that are qva'abre forsate ar sporting everits. Because of tr," gto*in;;;äñ;ä".on."r_

sions, providers of concessions products h"aue been w'ring io puy ii.r"ur_ingly large amounts for the right to have access to the stadium. Financialpla.ns typicaily ihcrude betweJn $s miilion and $15 milion for the sare ofrights related to concessions.
In some cases' concession rights are exclusive. A soft drink or beermanufacturer, for example, may purchase exclusive .,pouring'rìgirr,, 

u,all concession stands. These rig-trts t uue two sources of varueithJ profits
UJ
(tl
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from sales within the stadium, and the additional marketing value of
association with the team or stadium as its "official soft drink." In other
cases, vendors purchase nonexclusive rights simply to have a location
inside the stadium. Several restaurant chains may acquire the right to
place competing outlets in the stadium. Sometimes these rights are ac-
companied by an authorization to associdte the team or stadium with the
license holder in marketing.

The significance of the pure association with the stadium, unrelated
to in-stadium sales, is apparent from the emergence of another significant
source of revenues: stadium naming rights. The good old days of Fenway
Park, Yankee Stadium, and the several Memorial stadiums are quickly
waning as companies purchase the right to have the stadium named after
them. Of course, some stadium names always have had a business con-
nection, such as Wrigley Field and Busch Stadium, but these were limited
to instances in which team ownership was linked to another product.
(Recent commercial uses of stadium names are summarized in table
1- 1.)

The practice of giving names to facilities that have no connection to
ownership,.history, or the city began when the New England Patriots
financed the construction of their Foxboro facility by selling the name to
the Schaefer Brewing Company. Although still relatively rare, selling a
facility's name is growing in frequency. The San Francisco Giants plan
to move from 3-Com Stadium (née Candlestick) to Pacific Bell park,
which in the,original plans was named after its location in China Basin.
Other examples are the Arco Arena, the home of the Sacramento Kings,
the Great Western Forum, the home of the Lakers and Kings in Los
Angeles, and the aforementioned Delta Center in Salt Lake City. The
money involved in selling stadium names has become substantial, ranging
from $20 million to $50 million for Paciñc Bell Park. Because these prices
are so high, selling names of facilities is likely to become common.

In addition, a variety of seating categories have been invented that,
for a fee, provide fans with special perquisites. Examples are the luxury
box and thê oersonal seat license (PSL), @
more than the holder a

ar stadium loca tlon. this location has special ameni-
ties, a
view of the same Stadium financial plans vary with respect to the
importance of these revenues. The financial plan for Pacific Bell park



Thble 1-1. Sports Facility Naming Rights 9t

Facility Location

Phoenix
San Francisco
Charlotte
Milwaukee
St. l¡uis
Denver
Cincinnati
Atlanta
St. Petersburg
Miami
Cleveland
Tämpa Bay

Washington. D. C.
Denver

-East Rutherford, N.J
Boston
Philadelphia
Montreal
Minneapolis
Indianapolis
Landoveç Md.
Calgary
Vancouver

Pricë
(millions of

dollars)

Price per year
(millions of

dollars)

1.00+
2.08
2.ffi
2.00
t.30
1.50
r.20

0.70

1.00
0.87
r.80
0.75
1.25
0.70
0.70

Tèrm

(yearc)

Stadiums
Banc One Ball-Park
Paciñc Bell Park
Ericsson Stadium
Miller Park
Trans rfforld Dome
Coors Field
Cinergy Field
Ti¡rner Field
lopicana Field
Pro Player Park
Jacobs Field
Houlihan's Stadium

Arenas
MCI Center
Pepsi Center
Continental Airlines Arena
Fleet Center
Core States Spectrum
Molson Centre
Tärget Center
RCA Dome
LISAir Arena
Canadian Airlines Saddledome
GM Place

66.00

50.00'
20.00
4t.20
26.Ut
t5.m"
6.m+

+

30
24

l0
20
20
l0
5

l0
20

5

l0
20
t2
l5
29
20
l5
10

l0
20
20

Tèam (leuguc)

Diamondbacks (MLB)
Giants (MLB)
Panthers (NFL)
Brewers (MLB)
Rams (NFL)
Rockies (MLB)
Reds (MLB). Bengats (NFL)
Braves (MLB)
Devil Rays (MLB)
Marlíns (MLB). Dolphins (NFL)
Indians (MLB)
Buccaneers (NFL)

Bullets (NBA). Capitals (NHL)
Nuggets (NBA)
Nets (NBA)
Bruins (NHL). Celrics (NBA)
Flyers (NHL) 76ers (NBA)
Canadians (NHL)
Timberwolves (NBA)
Colts (NFL)
Bullers (NBA). Capirats (NHL)
Flames (NHL)
Grizzlies (NBA). Canucks (NHL)

Supersonics (NBA)
Suns (NBA)
Bulls (NBA). Blackhawks (NHL)
Sabers (NHL)
Jazz (NBA)
Raptors (NBA)
Cavaliers (NBA)

44.ffi"
68.00"
29.@
30.00
40.00
30.00
18.75
10.00
10.00
10.00
18.s0

30.00
20.(n
13.90
10.00

15.10
26.00
36.00
15.00
25.00
14.00
14.00

Undetermined
3.40
2.40
2.00
t.37
1.50
r.25
1.00
1.00
0.50
0.93

Key Arena
America West Arena
United Center
Marine Midland Arena
Delta Center
Air Canada Center
Gùïil Arena

Seattle
Phoenix
Chicago
Buffalo
Salt Lake City
Toronto
Cleveland

l5
30
20
20
z0
20
20

tha Ovuership and Fi¡tttncial Stmctnrc of Pio Sports (Chiclgo: -[èam Marketing Reporl. 1997).

rvailable. Auxiliary rights firr other fucilities ar€ probable.
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to teamo\ryners out of their own
and thoseto be initiall from either the of a local or thesale of bonds

---

of course, d sales simply spread the city's paymentover a number of years, rather than concentrate them during the periodof construction

Public or Private Financing?

What makes stadium ñnancing particularly confusing is that the alio- ication of responsibi lity for expenditures and revenues varies greatly fromone location to the next Arrangements are. generally regarded as ,,pub-
lic" if the facility is paid for and managed by the local government au-:r.thority and any deficit is covered by that government. Examples of thisform of public financing are the renovations to the Oakland Coliseum foithe relocation of the Raiders back to Oakland and the construction ofthe new stadium in St. Louis to attract the Rams. By
direct construction costs are paid by the team, the
"private. ln
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whether the team or the city will absorb the risk that the revenues from
will be less ls

A 's financial commitment is more uncertain if it retains
both
that the cost to ¡s more open and unlikely

IN extent to pu
subsidized is not accurately by the formal allocation of respon-
sibility for paying for the ty to sell
stadiurn naming rights, pouring executive boxes club

es not increase magnltu de of

effect is far more btle and
this transfer ved from the

the from
sales will differ from the orieinal estimate. lVhereas these risks can be
substantial, they are always much less than the gross cost of the facility.

Another important aspect of the financing plan is the mechanism by
which the local government compares its expenditures on and reuenues
from the stadium. On the cost side is the share of the
expenditures in of the stadium

On the
revenue side are tal tax reGñGl

and whatever additional revenues are derived

or
financial plans differ substantially in the scope of stadium-

related tax collections that are balanced against city expenditures. In
almost all casès, the plan includes rents and taxes on in-stadium revenues.
In some cases (though rarely), the stadium pays some form of property
tax, and if so these also are counted as stadium-related tax revenues.
Inside the standard state and

sales taxes, and ticket sales pay special ticket taxes and sometimes

anticipates about $40 miilion from this source, whereas the pran forthe carolina panthers' facirity raised $15d miilion from variou, ,t;;;of seating licenses. vq¡¡vuù

plan

ot

s

c.-\)|
'ntd

'P:l......:

Q-l-eìr-I

i)x '
* _' 
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'*f.¡stadium.for theNFL expansi on team in Charlotte, the Carolina Panthers, and the newbaseball stadium in San Francisco for the Giants
Another difference between these two types of arrangements is whoreceives the revenues from the sale of the speciar rights. in ouLiun¿ 

"n¿St. Louis, the stadium authoriry sord these righti (and ¡r"."ì"0 ,r,"revenues to various stadium costs), whereas in õharlàtte 
""d 

S;;;;;:cisco,the team performed this function. In both cases, the source of asignificant portion of the revenues for paying for the r"iäiy *ul i",rn".the team- nor the city, but the people who purchase theså ,ightr. fh"nature of these anangements depends primar'y on who owns ttie iacitity,the team or a government authoritv. Owner-hr" ,"-r.,--;-:j{,, - .*:EË!¡P, in turn,.d"å""Iggt

that areassessments

\¡

costs. some financial plans attribute to certaln
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unrelated to the sports facility. Many stadium financial plans include new
taxes that are specifically used for financing the stadium: the Maryland
state lottery is used to help pay for the new facilities at camden yards
(see chapter 8); a special sales tax will finance new stadiums in Cincin-
nati; and similar arrangements pay for the Alamo Dome in San Antonio,
Coors Field in Denver, Arlington Park (Tèxas Rangers), and the new
facilities for the Arizona Diamondbacks and seattle Mariners. AlcohqJ
and taxes are paying for Jacobs Field in Cleveland (see chapter

to pay for New Comiskey

from are ln part substitutes for other entertainment and

recreatlon
attendance at college football

games, games

the lost
in other professional sPorts, motion pictures, and restau-

tax rav€rtugs from the stadiums is offset to a significant

3*;.

"{rants,
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remains attractive as a franchise site to many teams in lesser metropolitan

areas and to ihe entire league. Furthermore, Cleveland, Baltimore, and

St. Louis lost their NFL teams but eventually landed replacements. A

similar deal is said to be in the works for Houston, which lost its Oilers

after the 1996 season.

Second, as discussed in greater detail in several chapters of this book,

the revenues at the hence the tax collections

modest.

from local taxes.

To illustrate these Pitfalls in stadium ñnancing, consider the proposal

for the new football stadium in San Francisco. This plan contemplates

building a shoPPing mall adjacent to the stadium. The frnancial plan for

the stadium dedicates rent, in-stadium taxes, and the tax revenues from

the shopping mall to help pay for the interest and amortization on $100

million in bonds that will be used to pay for part of the stadium' As a

&
s¿,

e¿c
Tians

new arenas ln and a

is dedicated to pay for America West

claim that a facility is "sçlf-financing."

--
degree increased

some been

had the stadium not been built or used.

Third, if a-ñnancial Plan includes substantial "indirect" tax revenues

arising from increased expenditures outside the stadium, coming first

from an anticipated increase in toutism and then from the so-called

multiplier effect of these expenditures in the local economy, the tax

revenues are almost certainlY overstáted. Several chapters of this book

contain detailed analYses of the overall economic growth effect of stadi-

ums. The overwhelming consensus of oPinion in these studies is that the &t

local effect of a is between nonexistent and ex- .l

Park in Chicago, tliê
Miami and Orlandó-;

specl on car
Arena in

.Frequently, stadium proponents
The meaning of this term is that collections

stadium are to be sufficient to
covel tqq qity-'s eIpg.nditules. It ln
revenues due to it

-Sources of Errors in Financial Plans

In view of all these sources of revenues, one potential pitfall in devising
a stadium financing plan is that gross and net retenues may be confused.
ThegrOss rgyg¡¡¡gg from rerll¿nd tÐrec a.re the tntal collections fro¡¡

vities the But this sum overstates the contri-
bution

the team that will play in the new stadium is certain not
to play in the city if the new stadium is not built, the appropriate baseline
is the revenues that would be collected if the team played in an existing

In the contemporary environment of professional sports, most
teams credibly can threaten to leave their present home, or not to locate
in a new one, if their demands are not met, although the threat that the
city will lose a team forever may be far less credible. The departure of
the Raiders and Rams from Los Angeles, for example, is likely to cause
only a temporary loss of professional football there because the city

result, according to san Francisco 49ers president carmen Policy, the

city "is almost not at risk for anything."e

The implicit assumptions behind the conclusion that this deal is self-

financing are, ñrst, that no development would occur at the site if the

stadium we[e not constructed, and second, that not a penny of business

in the stadium or at the new shopping center will substitute for sales at

,.5 n
-\

]

t¿l ,

r
7\

,



Another problem that can plague a stádium financial plan arises from
certain revenue forecasts, particularl

taxes and
If a financial plan as-

sumes that the stadium will cause a permanent, substantial increase in
rent and tax collections, it is implicitly expecting the stadium to generate
a nontransitory rncrease in attendance. This is a dangerous assumption

indicates that a team 's attendance does
¡ncrease sharply when a hew or novelty

attracts fans, and an additional boost to attendance
occurs because the of a team w
is opened. what after the opening of Oriole park
in Baltimore, Jacobs Field in Cleveland, and Coors Field in Denver. The
typical explanation for this effect is that the ûn
of the team re better

ooe reverses the cause-effect ln new
7 use of so on

fielding
a team can the attendance effect of stadium novelty
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attendance increase arising from the effect of a new stadium on team

-q¡g1g
In the will b,è ài as were

before the stadium boom took therefore, revenue will be

attendance and more and better concessions stands extra sales.
Because the ne\ry tna
fortunes of the team generally are such that, for a few years, it will
experience a large revenue enhancement arising from both having a new
stadium and an improved team, but as other new stadiums open and
other teams improve, attendance and revenue will gradually decline until,
two or three decades later, the team is given another new facility.

A realistic financial plan must take into account this long-term effect
oI new stacllums: that rs, tt should exhÈÍt aninitial increase but then a

decline in the with a new stadium. A plan
based on the assumption that the initial revenue tncrease be sustained
over the life of the stadium is likely to be too optimistic. And, if the plan
indicates that on an annual basis tax revenues and expenditures are
roughly balanced, then the reality is that in the back half of the plan, tax
revenues are unlikely to cover these costs.

The Economics of Stadium Financing

Because the sale of various rights within a stadium plays a prominent
role in stadium financing, it is essential to know exactly how these mar-
kets operate. An extremely important source of the incessant and seem-
ingly endless demand for new playing facilities lies in these nontraditional
sources of revenue. The growing popularity of sports has iaused atten-
dance to increase, but there are very real limits to pure attendance
growth as a source of revenue.

ïb begin, in to demand a team can do almost
well the number of tickets
sold. Studies of the market events
demand is close to 1, so that revenues from the sale of tickets-

not exhibit a
to in ticket In addition, the nature

sport creates a physical to the number of good seats that can
created. As a;reqult, the "ideal
for each sport'has not changed

" stadium size and seating
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other retail outrets in san Francisco. As to the first assumption, thepresence of the stadium actuaily makes the shopping center u ritrl" t"r.
financially artractive because the shared parking fãcirilies wilr bé clogged
with fans attending the home games. Hence uuiloing tne rootualistadium
would be.more costry to the city than a pran that coniemprateo a siopping
center with no stadium (and hence no subsidy). es to the second as-sumption, the shopping center intends to feature the low-end shops ofnational chains (Nordstrom's Rack and the Gap,s OfA ñavyJ, pfus
branches of several famous san Francisco restaurants. It is difficurt to
imagine that this would not compete with stores of the same and similar
chains that are located ersewhere in the city. For these reasons, the
assessment by state assembly member Don perrata, who represents oak-
land, is probably on target:-"Getting the public to berieve it,s not göing
to cost any money. . . is a fool's errand."lo r

,v:
..1^.'\'

\

greater
team. This effect is weakest in football, which has
rn-s tadium revenues and so a weaker incentive for

a team to increase attendance
At the level of an entire league, revenue enhancements that dependontmproved team quality cannot be suStained if all teams are in the

process of acquiring new facilities. .Lf-al l--tEams¡r¡ild..anew+.radi.r*m-+ach

a stfonger
shahng of+\̂¡

QDe cannot possibly to win more and hold onto
a great deal for several decades.
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For these reasons, concessjgqLspecial seating arra nd
marketing connections have accounted for @Sin ources, each team is either a

Gt-'nopolist or duopolist in marketing these rights locally within its
sport. Hence the team can extract more than competitive profits from
these sources.

Commercial Licensing Arrangements

The first two types of rights sales-concessions and ma¡keting con-
nections-are similar to each othe¡ but distinct from the various seating
rights A team authori has to

One is to a

rs not
based on sales. This distinction signifies, of course, that there is a trade-
off between these two sources of revenues.

The profitability of a commerciat license has an upper bound, and no
matter how the rights are sold the team cannot collect more than these
profits, Hence, if the up-front payment is increased, the tdam's maximum

' royalty payment must decline. Thus, in negotiating a stadium, financing
plan. the initial fee for saininíthe commercial license is oaired with a+fttJ;ub..õ;;î

-)'j. t .fees as a means.to finance 
^ 

rt"dirr*@"
^, -rI.. . future rovalties from these same sources.tv,a. t_F|,

+ At the same time, the trade-off bçtween up-front rights fees and con-

' tinuing royalty rates gives rise to a puzzling question: what difference
does it make how these arrangements are patterned, and whether the
team or the commercial licensees pay for the stadium? Presumably the
team or the stadium authority is free to charge nothing for, say, pouring
rights and other concessions rights, to borrow money to pay for the
stadium, and then to pay off the loan with the higher royalty rates rhat
concessionhires would be willing to pay, given that they paid no up-front
rights fees. \ilhy, then, is so much emphasis placed on these sources of
revenue?

One answer is an artifact of the 1986 Tiìx Reform Act which, as

discussed below, accords a more status to
fees than to ties ans\ryer
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centive to sell concessrons

.A is a form of sales which creates a disincentive to

Moreover, the royalty can create inefficiencies in that the n
person holding the license rationally will not sell products to a customer ¿/n,
who is not willing to pay the cost of the product plus the royalty, but who

is willing to pay some intermediate amount between cost and cost plus a

royalty. By discouraging such sales, a royalty system reduces the profits

that can be extracted from the licensed product.
The preceding argument seems to suggest that a team shi¡uld never

structure a rights agreement that includes any royalties at all. The entire

deal should be based on an up-front payment, with the commercial licensee

collecting all of the revenues from product sales. Unfortunately, this

The upshot of this argument is that method for the team

to market its is to combine fees and royalties. The former

latter shrrnans rhe incentive of the team to field a team that will have

to the commercial licensee

respect to stadium financing, the connection between up-front
fees and a new stadium is subtle and indirect. Most apparently, if a team

or stadium authority sets the up-front fees too high, the consequences

will be, first, lower royalty rates, and second, a reduced incentive by the

team to maintain its quality. In an earlier era, when concession revenues

and other commercial licenses were not very important, this effect would

not be particularly important; however, as the significance of these rev-

enue sources grorvs, this disincentive has ever greater relevance. Hence

an on
of the

from
on revenues the financial

L
*,

l-lg.¿+
arrangement creates another problem. wpends
on t¡e-s-uality of the t"u.. gÉt¡eilea¡q@hàu" high"i l
Eo will sell more concessions and confer greater value on firms that hold
the right to market a connection with the team. Hence, in order to create

an incentive for the teams to be strong, the holder of a commercial license

will want the amount it pavs for the license to depend on sales of licensgd*.-
óiõfluctq, whether cola and beer in the stadium, sports clothing in and

out of the stadium, or urpelated products outside.

/r,
9rr

åù]

;(

r;

the

prg@ge. This argument, then, constitutes one more

about the out-years in stadium ñnancing plans.stadium wants to give commercial licensees the
.A

ln-
of concern
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Special Seating and the Strange Case of pSLs

The second type of license fee is for access to certain
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ward financing stadiums partly by selling seat licenses has maly desirable
effects.

The economics of PSLs is deceptively complicated. At one level, they
should have the same basic relationship with ticket prices that up-front
commercial rights fees have with subsequent royal ties. From the demand
side a fan has a maximum willingness to for season tickets to a sports
team for the next ten

uence of each

com fixed that has the
discounted present value. Thus the immediate effect of a PSI

of season tickets by a corresponding
amount.

The main problem with the preceding analysis is that one cannot
assume the sale of PSLs will have no impact on team quality. As with
commercial rights, PSLs affect the incentives of hoth reams and fans. If
PSLs lower tong+erffil ticket prices, they reduce the incentive of
the team to field good teams. Moreover, this effect is ampliñed by the
incentive that'the system gives fans to continue to buy season tickets.
First. a PSL exoires if the is not ourchased- so a must either

tickets or sell the license to avoid all of its value. Second, if
PSL

team that must be fielded in order to keep the fan buying tickets will be
lower. Of coupe" if fans recogn
properties for the team, they will not pay as much for a pSL, and the
introduction of a PSL system will lower the sum of the revenues a team
will receive from PSLs and subsequent ticket sales.

whether teams somehow do charge lower season ticket prices over the
duration of the license is not at all clear. Most agreements do not specify
future pricing rules. The one that does, the oakland Raiders' pSL, states
that ticket prices will remain below $50 through 1997 and will increase
by no more than 5 percent a year thereafter; however, $50 is already at
the top of NFL ticket prices, the team is not selling out its games, and
in any case the L997 prices average $51, so it is not clear that this price
cap has any effect or value. 13

The actual nature of the rights conferred by a psl- are obscure. If
good season tickets are in excess demand, as is the case in some cities, a
PSL might be interpreted as guaranteeing the holders that they will not
be excluded. In reality, teams typically allow season ticket holders auto-

types of seats;
luxury boxes, premium seating, and the like. Typically, financing plans
use revenues from these sources to pay for the stadium. An especially
lnteresting source of revenue is the 99êt--li9-e¡g:, w a
customer a fixed fee to obtain the season PSLs
can

'âS are new San Giants þallpark,but more commonly they cover a fixed period, .such as the ten-year life
of a PSL for tickets to rhe Oakland Raiders games. ¡r Likewise, the rishts

-:--*+"lna be but ln own-
ulres a to the team

licenses have obvious

a new

f.'
,rrí

a new

similar

tend to
sales and

the movement to-
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matically to renew their tickets each year, and one's position in the season
ticket queue is lost only if season tickets are not renewed. Hence ensuring
access under excess demand does not seem to be the motivation for
buying PSLs.

If a PSL can be sold, this might appear to ensure a certain value to
one's season tickets; as a practical matter, however, season ticket renewal
rights can be sold in any case simply by not changing the name associated
with the tickets. A sports team has no way of knowing whether a ticket
is used by the person who bought it, and whether a change of address
entails a change of residence or the identity of th.e purchaser. Hence it is
simply not obvious that a PSL confers any rights beyond those held by a
normal season ticket holder.
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Act of 1986 withdrew the right to use tax-exempt bonds to finance sports
facilities if more than 10 percent of interest and amortization was ac-

counted for by revenues from the stadium. Täx exemption is important,
because it reduces the city's interest cost of indebtedness by as much as

30 percent, as explained in chapter 4.

The rule about tax exemption was written in such a way that PSL sales

did not count in the 10 percent limitation, but rental payments do. If a

city is collecting money from ticket sales to pay for the stadium, it can
do so in two ways. It can charge rent and tax ticket sales, or it can sell
PSLs. The former count toward the 10 percent limit, but the latter do
not; hence the city prefers to use PSLs in order to preserve its tax ex-

emption. Likewise, the city would rather have the team sell PSLs and

pay lower rent and taxes than finance the stadium itself from higher rents
and taxes.

The same incentive is present for using up-front commercial licensing
fees to pay for a stadium. If the trade-off is between, say, higher rents
and taxes on concessions versus an up-front rights fee, federal tax rules
count the former toward the 10 percent limit but not the latter. Hence
the team and stadium authority will prefer up-front fees if doing so

enables them to retain the tax exemption for the bonds that finance part
of the stadium.

The preceding analysis leads to a rather sobering conclusion that one

often encounters in analyzing federal tax policy. The recent boom in seat

licenses, staÇium naming rights, and other up-front licensing fees may

have been artificially induced by yet another loophole in the tax code.
Cities, teams, and their tax consultants may have done nothing more
than invent a legal evasion of the 1986 tax reform. And the 198ó attempt
to reduce the use of state and local debt to subsidize private businesses

may have.succeeded only in creating yet another distortion, in this case

leading to practices that reduce the incentive to field high-quality teams.

A third possible reason for the existence of PSLs is that they may

increase total revenues from the stadium. The argument that PSLs in-
crease revenues is that the act of purchasing a PSL confers a special

benefit: a sense ofparticipation in bringing in a new team or keeping an
old one, and a sense of personal ownership in the new stadium. In
essence, a PSL is a kind of private good for achieving a public purpose,
something akin to voluntary contributions to a charity.

Charitable contributions generally are subject to the problem of free
riding. Becaüse a single person has little ef.fect on whether the charitable

The implication
nomic matter PSLs

of the preceding discussion is that 53_Iglg!-gjo-
to be a very bad idea for everyone conceified-

teams, m
extra sources of to team

then do exrst
The first possible reason is that PSLs are a perversity in

the institutional arrangements of baseball and football. In these sports,
ticket revenues are shared between the home and visiting team. JUþgSer
ball, ticket license revenues a shared,
and in filotball these revenues are not necessarily shared if theyãe uìã--
to pay for a stadium. ra The baseball and football rules create a strong

incentive to for stadiums
rents on ticket sales a team sells a PSL anð in return

commlts to pnces, to cause teams
in the league to pay , conces-
sron revenues are they are collected as up-front fees
or royalties.)

Suppose that the rel-e.--v.agt diqçg\lLt.¡ate is 10 percent. In the NFL, if
a ten-year PSL costs $700, the equivalent reduction in season ticket prices
is $100 a year for ten years. If this reduction occurs, visiting teáms lose
40 percent of the cut in ticket sales ($40 a year), which has a present
value of $280. If the present value of the team's share of stadium costs
is really $700, the visiting teams are actually payrng $280 of this cost by
forgoing th? share of revenues that they would have received had ticket
prices been'higher but no PSL had been sold.

The second explanation for the existence of psl-s is that they also are
encouraged by a perversity in the federal tax system.rs The Tax Reform
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goal is achieved, each potential donor has little instrumental incentive tomake a contribution. Hence one wourd expect total donations to be
substantially less than the value of the civic iurpor. to which the funds
are put. Nevertheless, this argument arone does not suppori the conclu_
sion that PSI,s must have no charitabre component. The ley point is that
even if people are prone to contribute less to a civic purior" than thevalue of that purpose to them, they still might contriüutå u ,ignin.unt
amount. If so, some nontriviar portion of pSL revenue may te a net
increment to the revenue stream of teams and stadiumsa 

¿ -

If this motivation exprains part of the revenue from ÈsL sares, pSLs
make a real contribution to stadium financing, and the various distortions
discussed above a¡e less important than they otherwir" *oul¿ i". tutor"-
over, the argument would appry with equar force to rong-term sales ofother premium seats, such as luxury boxes, if these ,"ulnu", also are
used to help finance a stadium. one implication of this account, of
course, is that part of psl charges for stadium construðtion .h";il;;;
Iead to a comparabre reduction in season ticket sales over the rife of the
PSL. Likewise, higher premium seating charges for stadium ñnance
should be feasibre if they are used to pay for a itadium. And, fina[y, if
the thrill of participating in attracting a new team to a city is part of the
motive, this componenr of rhe value of a psl shourd 

"uupárurå 
when the

ream Þeg¡ns to play, so that the price ofsubsequent resale ofpSLs shouldfall more rapidry than the remaining tife in the first few years after they
are issued.

unfortunately, too few teams and stadium authorities have used psl-s
and other premium seating revenues to finance stadiums to permit an
empirical test of these propositions. Nevertheless, one interesting fact has
emerged: the success of psl-s has been quite variabre. The most success_ful PSL can be found in charlotte, where sares achieved expectations,
but others have fallen short. The worst experience is in oaklånd.'u

oakland sord pSLs through a rocal government entity, the oakland
Football Marketing Association, whose proceeds n"t of .eiiing costs went
to the city and county to offset their investment in renovatiãg the coli_
seum to accommodate the Raiders. In the original financial pran, psl
revenues (including fees from special clubs foi pSL holders) were ex_
pected to produce $99.1 million. After one year, the actual revenues were
$58.9 million, a shortfall in excess of $40 million.

Also, the oakrand financiar plan expected renovation to cost g100
*5 million, but the actual cost was $t¡0 miiriòn because the pian failed to
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include several important items: notably, a scoreboard, improved seat
covers, and field drainage to accommodate rain (which occurs only in the
football season). Instead of breaking more or less even (with an expected
loss of less than $1 million), the stadium renovation was $70 million in
the red after the first year. Although some of this loss may be recovered
through PSL sales in subsequênt years, it would be optimistic to believe
that most of the cost of the stadium renovation will not be paid out of
increased taxes and reducqd public services.

The extent to which PSLs distort the decisions of teams and stadium
authorities, and reflect additional distortions created by federal taxes and
league revenue-sharing arrangements, iemains quantitatively uncertain.
Nevertheless, the distortions arising from revenue sharing and taxation
are likely to be an important part of the attractiveness of PSLs to both
teams and stadium authorities. Regardless of altruistic motives behind
the sale of PSLs and other seating rights, an extremely attractive feature
of these revenue sources is that they are not paid by the team, the fans,
or local government. Instead, these financing arrangements pass part of
the cost of stadium construction on to teams in other cities and to federal
taxpayers through the tax-exempt status of local bonds.

Why Cities Subsidize Sports Facilities

The upshot of the discussion of stadium financing to this point is that
the government pays a significant fraction of the cost of sports facilities.
Most financing plans actually do conclude that the facili{ies are subsi-
dized, but the actual magnitude of the subsidy is typically grearer rhan
the estimate in the plan owing to numerous systematic errors in estimat-
ing the costs and revenues of a stadium.

The obvious question that arises is why such subsidies exist. Part of
the answer probably lies in the fact that the social and psychological
significance of sports substantially exceeds its economic value, so that in
the absence of economic and political distortions in the relationship be-
tween teams and cities, some subsidies are bound to emerge (see chapter
2) . Part of the answer may lie in a widespread belief that sports facilities
are an engine of local economic development. Most of this book is de-
voted to demonstrating that this belief is mistaken. Still another part of
the answe-¡ is;that public ownership enables teams and cities to capture
federal tax benefits for constructing stadiums, thereby causing people
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who live elsewhere to pay part of the cost of a facility for the hometown
team (see chapter 4). And, part of the answer also may lie in the peculiar
politics of sports, in which teams, other interests that benefit from sports
facilities, and their political representatives cpntrol the agenda of public
decisionmaking about sports facilities and make use of that power to give
the public a choice among bad alternatives (see chapter 5).

The preceding are only some of the economic and political reasons
for public subsidies. The fact that teams want subsidies and that govern-
ments are willing to provide them does not necessarily mean subsidies
will emerge. In virtually all lines of business, providers would love to
charge more, and most consumers would be willing to pay more rather
than do without. Nevertheless, firms and consumers continue to transact
at prices below the level that would extract the maximal feasible. amount
from consumers and maximize industry profits. Two additional factors
explain why subsidies actually are paid: the relatively weak bargaining
position of citigs, and the fundamental economic irrationality of most
new stadiums as purely private investments.

Monopoly Leagues

Although professional sports has expanded considerably since the
1950s, the number of.teams in each sport remains substantially lower
than the number of cities that can support a major league team. More-
over, because of the rising popularity of professional sports, the minimum
size of a metropolitan area that can support a team is shrinking. Consider
what happens when expansion is contemplated oi an established team
plans to relocate. In either case, many more cities bid for franchises than
the numþer of teams that are available. Until the 1980s, cities such as

Charlotte, Jacksonville, Nashville, Phoenix, and St. Petersburg would
have been unlikely candidates to bid for a franchise, let alone win one.
The success of these small-city franchises indicates that many comparable
cities are also good candidates for new teams. Likewise, multiple teams
seem to be viable in the largest markets.

The reason for the excess demand for teams ambng cities is the struc-
ture of the sports industry. All major sports are controlled by monopoly
leagues. Like monopolists anywhere, these leagues profit from a scarcity
of teams. By creating a situation in which several cities that are viable
franchise sites do not have teams, the leagues set up competitive bidding
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for any team that becomes available, whether through expansion or re-

location. Cities that lack a team then become credible threats to induce

an existing team to move, as well as provide a hungry pack of suitors

when a league decides to expand. This situation bids up the price for

franchises and the subsidy that a city must expect to pay in order to

capture or to retain a team. The underlying economics of this process

are discussed in chapter 2.

Normally, monopolistic behavior such as this would attract entry in the

form of new leagues. Indeed, several leagues have tried to enter profes-

sional sports throughout the postwar era, but none has succeeded since

the World Hockey League and the American Basketball Association

merged some of their teams into the established NHL and NBA in the

1970s. The lack of successful entry since the 1970s also [s based on the

structural features of sports. The success of a professional sports team

depends greatly on the success of its league. The problem is not just that

one team needs other teams to play, but that a league must include some

major cities, The presence of at least some teams from large cities has

two major benefits, both of which are related to the media'

First, national television has become a very important source of rev-

enue for all sports and is essential to the success of a major league. A
league must include big cities to offer an attractive package of television

rights, partly because so much of the TV audience is in large cities and

partly because fans in smaller commuhities are more likely to watch a

team from'a large city than from a smaller one.

second, the free publicity that arises from coverage of a league by

national media is far more extensive if the league includes teams in

national media centers such as Chicago, Los Angeles, and New York'

The relationship between the media and sports is synergistic: sports cov-

erage sells newspapers arid increases audience ratings, but it also en-

hances interest in sPorts.

For these reasons, a presence in at least some of the largest metro-

politan areas is essential to the success of a major professional sports

league. The great problem for new leagues entering large cities is to find

the necessary sports facilities. Because existing teams have exclusive

rights to nearly all facilities of major league caliber, a ne"v team usually

must gain access to a new facility soon after it is created. Of course,

established teams also play in facilities that are subsidized, so that to

compete or¡ equal footing, the new league rnust be able to obtain com-

parable subsidies. But cities are less likely to subsidize a new team in a
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n_ew league if the city arready has a team or two in the estabrished reague.

!1nce a new league faces enormous problems, not just in rocating in big
cities but also in getting the reague off the ground, even though thîre a.e
many other cities that would wercome the new league, subsidiãe iis teams,
and support its games. For these reasons, competitive entry is no longer
a serious threat to existing monopoly sports leagues.

Stadiums as Poor Investments 
I

stadium subsidies exist arso because stadiums are serdom financially
attractive as private investments. As already explained, stadiums are not
financially viabre if they must both improve the proñtability of a team
and pay for themselves. That is why locar governments haue aim"uiif
finding a combination of rents, fees, and taxãs to pay for a stadium.

If a team 'ffere not subsidized directly uy paymånts from state and
local governments and indirectry by the federai interest subsidy on gov_
ernment debt, interest and amortization for a stadium would be ,o,r!nty
10 percent of its construction costs, including site acquisition and clear_
ance. In no sport would the incremental revenue ttrai ¡s kept by a team
be sufficient to.pay for the stadium, except in two cases.

First, a dual-purpose basketball and hockey facility could prausibry
pay for itself. In these sports, game revenues are not shared, so all of the
revenue enhancement from a new facility is kept by the home team. In
addition, arenas can be used for other events, such as circuses uno truã"
shows, second, the baseline revenues for an expansion team are zero,
which means that the revenues from a new faciliiy are entirely a gain to
the team. At the same time, alr of the team's costs are incrementar to
building the stadium. Thus a privately financed facility is worth building
if the excess of revenues over costs exceeds the interest and amortization
on the stadium, in other words, if the annual proñt is $20 milrion to $30million, depending on the sport. wher"u*u"h profits are conceivable,
they would be exceptional in all sports.

For estabrished teams, stadiums are extremery unrikely to pay for
themselves. The gross incrementar revenue from a stadium frequentry
does exceed its annuarized cost, but these greater revenues arso cause
increases in other costs, especiaily player sararies. professionar athletes
receive salaries that are roughly proportional to the revenues that they

$ g"n"r"t", so that much oft¡ã revénuå enhancement from a new stadium
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inevitably goes to players. As shown in chapter 5, most of the incremental
revenues from Oriole Park at Camden Yards were spent on player sala-
ries. This increase would have been less if baseball had an effective salary
cap, but because Camden Yards would have caused the salary cap to
increase, and because no salary cap is completely free of loopholes, even
with a cap players can be expected to capture a substantial part of the
revenue increase.

The bottom line is that for the most part facilities are not financially
viable when assessed on the basis of the incremental profit that a team can
expect over the life of the facility. If teams had to pay for their own facilities,
stadiums would have to be much smaller and much less elaborate.

Why Build a Stadium?

The foregoing analysis suggests the possibility of a cheaper way to
subsidize teams: simply pay them the incremental proñts that a stadium
would provide, rather than pay for a stadium. To return to the case of
Camden Yards, the owners of the Baltimore Orioles seem to benefit from
the presence of the new ballpark by only a few million dollars a year.
Hence, if Baltimore and the state of Maryland had simply paid.the Ori-
oles $5 million a year, these governments could have saved a substantial
amount of money, the Orioles' bottom line would be improved, and the
federal govdrnfnent would avoid several million dollars in annual interest
subsidies.

Why, then, do cities and teams fail to follow that course? The answer
to this question most likely lies in the politics of stadiums. One possibility,
of course, is that the new stadium provides the city with sufñcient spill-
over benefits to make the facility worthwhile. However, as the remaining
chapters of the book indicate, this is unlikely to be the case. We suspect
that, as a political matter, the explanation lies in two areas. First, some
of the interests behind a stadium, such as local contractors and construc-
tion unions, cannot benefitlunless the stadium is actually built. Second,
people in general are more .willing to subsidize a team indirectly by
providing a stadium, even if it costs more. Perhaps they prefer to have a
better team, in which case the benefit to fans of the extra expenditures
on players more than offsets the cost to the team. Of course, this benefit
is likely to þe tþmporary if, as time progresses, other teams also acquire
new stadiums.
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Conclusions

Stadium financing is a complicated business. The effect of stadiums
on the cash flow of teams and cities suggests that new facilities rarel.y, if
ever, are worthwhile, Sometimes they can be financially catastrophic.

Subsidized sports facilities do not exist because they are financially
valuable assets in their own right. They exist, instead, because most cities
have decided that a subsidized team is better than no team at all, and
because scarcity in the number of teams gives owners the advantage in
bargaining with cities.

Appendix
Summaries of Lease Agreements in Professional Sports

Major League Baseball

ANAHETM (celrronnrn) eruoem (name changed for 7997 season). Ana-
heim Stadium built in 1996197 (till construction complete). Capacity in
1996: 64,593. Luxury suites in 1996: 104 @ $22,000-$32,000, but none
in 1997 season owing to renovation construction.

Lease began in 1996 for thirty-three years (until 2029). Tèam can

escape lease after twenty years. Lease can be extended for three-year
period. Tþam controls a// stadium revenue. TÞam pays city $2 ticket sur-
charge for every admission over 2.6 million. Tèam pays city 25 percent of
revenues exceeding $2 million from non-baseball events. The team is
controlled by the Walt Disney Co. (general partner). Disney also helped
finance stadium renovations (Disney, 70 percent; city, 30 percent).

ATLANTA BRAVES. Atlanta-Fulton County Stadium, opened 1964. Ca-
pacity: 69,700. Luxury suites: 60 @ $125,000-$200,000 per year. Lease
expired December 31, 1996.

Rent: equal to 5 percent of gate on first 1.2 million paid admissions
plus 10-16.5 percent of gross concessions receipts plus game=day ex-
penses of stadium authority minus $193,368. Tþam also pays $20,000 for
stadium club rental and $L92,000 for stadium cleaning yearly. Authority
keeps all parking and signage (except at concessions spaces) revenues.
Braves retain 39 percent of net concessions revenue.

"Buruo,r-ue Sr¡oturr¿-CREATE TT¡e Joes!" 31

TURNER F¡ELD. Built 1996. Capacity: 49,831. Private suites: 59. Party

suites: 3. Lease exPires in2017.

Annual operator's fee: $500,000 per year, plus any annual revenues

from naming rights above $1.5 million up to a maximum of $250,000 per

year. Bravei relain 91.5 percent of parking revenues, 100 percent of

concessions revenues, 100 percent of advertising revenues' 100 percent of

suite revenues, and 50 percent of revenues from non-baseball events'

Braves are responsible for operations and maintenance. Opened for base-

ball in 1997.

BALTTMoRE oRroLES. oriole Park at camden Yards, built in 1992 for $210

million. capacity: 48,262' Luxury suites: 72 @ $55'000-$110'000 per

year. club ,"ut.,'3,800 @ $30 per game plus $500 annual fee, or $2,075

per season. Lease is for thirty years.

Rent: 7 percent of net admissions receipts' TÞam pays Maryland Sta-

dium Authority (owner) between 1.7 percent and 7.5 percent of gross

concessions revenues. Authority operates parking but team receives

50 percent of net receipts. Tèam retains 90 percent of luxury suite rentals,

signage, and club seat revenues. Authority is responsible for all mainte-

nance except field conditions.

BosroN RED sox. Tèam owner, John L. Harrington, owns park'

cHrcAco cqes. Tèam owner' Tiibune Co., owns park'

cHrcAGo wHrrE sox. comiskey Park, built in 1991. Capacily: 44,321.

Luxurysuites: 102 @ $60,000-$90,000 a year' Club seats: 1'800 @ $1'620

a season. Lease is through 2009'

Rent: $1 per year. Illinois Sports Facility Authority receives 35 percent

of sum of local broadcast revenues and signage exceeding $10 million.

Tèam retains all signage except that stipulated above and retains all

parking revenue. Tèam retains all income from stadium club and conces-

sions. city pays for stadium insurance and all capital repairs above

$500,000.

crNcrNNATi REDS. Cinergy Field. Formerly Riverfront Stadium, built in

1970. Capacity:52,952(baseball), 59,754 (football). Luxury suites: 20 @

577,220 u y,gu., including tickets for all Reds and Bengåls games' Lease

is through 2017.
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Rent: $175,000 plus 7.5 percent of ticket revenue above $2.3 million.
ïèam retains 90 percent of gross concessions revenue and 30 percent of
suite rental fee (Bengals receive 62.5 percent and city 7.5 percent). city
retains all parking revenue.

cLE'ELAND ¡NDrANs. Jacobs Field, built in 1994. capacity: 42,g65. Lux-
ury suites: L22 @ $36,000-$96,000 a year plus tickãts ($23 each). Club
seats: 2,064 @ $1,600 club fee plus $23 a game. Lease is tirrougiZOt+.

Rent: $.75 per ticket sold afrer 1.g5 million paid admission, ,ip to z.z5
million' $1 per ticket betweenz.z5 and 2.5 mirtion attendance, *¿ sr.zs
per ticket for attendance above 2.5 million. Tèam retains all parking,
signage, concessions, and luxury and club seat revenues.

coLoRAÞo ROCKTE'. coors Field, built in 1gg5. capacity:50,200. Luxury
suires: 52 @ $73,000-$110"000 a year. Club seats: 4,400 @ $2g per game.
Lease expires 2012.

Rent: Tþam retains all revenues generated at the stadium, including
all suite, club seat, signage, and concessions revenues. Tþam also receives
all revenue from the sale of naming rights. Tþam is responsible for park
maintenance and operations. There is also a provision for the team to
pay the authority 2.5 percent of the team's net taxable income if the
partners take a 5 percent cash return in any given year on their paid-in
capital (¡nd tiris return shall be deducted from the taxable basis).

DETRo¡rrroERs. Tiger Stadium, built in 1g12. capacity: 52,4L6. Luxury
suites: 4,2 of. which are sord to the pubric at $à,soo per game. crub
seats: 3,773 @ $1,620 a year. Leasq expires 200g.

Rent: $1.00 a year plus $.90 per ticket sold, not ro be less than $150,000
or more than $400,000. Tþam retains signage, concessions, and parking
income. Team covers operations and maintenance.
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All revenue from baseball events and non-baseball events goes to the

team. Tþam covers operations and most maintenance expþnses.

KANsAs crry RoyALS. Ewing Kauffman Stadium, built in L973. Capacity:
'40,625. Luxury suites: 19 @ $32,000-$42;000. Lease expirès 2015.

Rent: $450,000, plus 5 percent of gross gate receipts between S7.5 and
$12.5 million, 4 percent of gross receipts between S12.5 and $17.5 million
and 2 percent of gross receipts above $17.5 million. The team retains all
revenues from signage, suite rentals, and concessions. Authority covers

operations and maintenance.

Los ANcELEs DoDcERS. Tèam owns park

MTLwAUKEE BREwERs. County Stadium, built in 1953. Capacity: 53,192.

No luxury suites or club seats.

Rent: $1 per ticket sold up to 1 million tickets; 5 percent of gross

receipts from L to 1.5 million tickets; 7 percent of gross receipts from 1.5

to 2 million tickets and 10 percent of gross above 2 million tickets. County
retains 100 percent of parking revenues. Signage is shared on roughly a

50/50 basis. Tèam retains all net concessions revenue up to 1 million
attendance and above 1 million pays the county 10 percent of gross

concessions revenues. County covers maintenance and shares operations
expenses with the team.

MTNNESoTA TwrNS. Hubert H. Humphrey Metrodome, built in 1982. Ca-
pacity: 48,678. Luxury suites: 113 owned by the Vikings and 2 owned by
the Twins @ $39,000-$78,000. For Vikings-owned suites, Twins tickets
must be purchased at $17 a seat. Lease expires in 2009.

Rent: L0 percent ticket tax. Tèam retains between 75 percent and 100

percent of signage, but cannot use scoreboard for commercial advertis-
ing. Tèam receives 35 percent of gross concessions receipts until 1 million
tickets sold and 45 percent thereafter. Tèam retains no parking revenue.

Tèam pays utility and insurance costs. Authority covers other operations
and all maintenance costs.

MoNTREAL Expos. Olympic Stadium (Le Stade Olympique), built in
1976. Capacity: 46,418. Luxury suites: 36 @ C$44,000-C$62,1,14. Club
seats: 15n @ C$3,483.È\¡

FLoRTDA MARLINS. Tèam owns park.

HousroN AsrRos. The Ast¡odome, built in 1g65. capacity: 54,350. Lux-
ury suites: 65 @ $Zt,0O0-$6g,000 a year. Skyboxes: là @ SZggper game.
Club seats: 100 @ $60 per game. Lease expires on August 16, 2005.

Rent: $735,020 for 1997 season plus a $100,000 special-purpose addi-
tional rent; plus 2 percent of parking or $125,000, whicheverìs greater.



È 34 RoGER G. Nour- eruo An¡oRew Z¡N¿eerrsr

Rent: 6.5 percent on gross receipts up to 1 million tickets sord; 7.5
percent on next 800,000 tickets and 9.5 percent on ticket sales above l..g
million. Expos receive no income from luxury suite sales.
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eHTLADELnHIA PHILLIES. Veterans Stadium, built in I"971. Capacity:

62,530. Luxury suites: 89 @ $90,000-$180,000, and 59 super boxes

@ $22,000-$80,000. Club seats: I,296 @ $1,539 a year' Lease expires

2011, with two five-year renewal options.

Rent: greater of $160,000 or 10 percent of ticket sales in excess of $1.6

million, with provision that city credits team against rental obligation

equal to 50 þercent of the city's gross concession receipts. City retains

ail parking revenue. Phillies retain 100 percent of luxury suite income,

but must reimburse Eagles for value of football tickets. Phillies must also

pay the city 10 percent of gross receipts from pay television. Phillies cover

the bulk of operations expenses.

prTrsBURcH pTRATES. Three Rivers Stadium, built in 1970. Capacity:

47,972. Loge boxes: 110 @ $18,000 per season plus $25 per game. Lease

expires in 2010. Rent: 10 percent of net receipts plus a 1.0 percent amuse-

ment tax on every ticket. Tþam retains no revenue from parking,

70 percent of net concessions revenue, 33 percent of signage from con-

course, and no revenues from loge box rentals. Tèam cOvers operations

and maintenance expensed.

sAN DrEco pADREs. Qualcomm Stadium at Jack Murphy Field (renamed

in 1997), built in i968. Capacity 47,750. Luxury suites:78 @ $34'000-

$70,000 a year. Club seats: 582 at $77 a game. Lease expires 2000.

Rent: 10 percent of first $15 million in ticket sales and 8 percent

thereafter. Teäm retains 29 percent of luxury suite rentals, 50 percent of
parking revenues above $1.5 million, and 100 percent of gross concessions

NEw yoRK uers. Shea Stadium, built in Lg64. capacity: 55,601. Luxury
suites: 46 @ $95,000-$205,000. Club seats: 3,gg5 @ $23 per game. Lease
expires 2004.

Rent: The greater of $300,000 or a percent of gross receipts. Team
receives 15 percent commission on luxury suites revenue. city receives
8 percent of development cost of suites. Tþam retains remaining 50 per-
cent of luxury suite rentals. Tèarn controls and retains 100 pJrcent of
signage and conbessions revenues. city retains all parking revenues. city
is responsible for all maintenance and shares in oieratio-ns expenses.

NEw yoRK yANKEES. yankee Stadium, built in 1g23. capacity:57,545.
Luxury suites: 19 @ $t02,000. Club seats: 5,000 @ $Z,1SZ p", ,"u.on.
Lease expires 2002, with two five-year renewal options.

Rent: minimum rent is $200,000. Five percent of gross gate and gross
concessions for attendance up to 750,000; 7.5 percent of gross gate and
concessions for attendance between 750,000 and i.5 millián; ldpercent
of gross gate and concessions for attendance above 1.5 million. Team
receives 100 percent of signage revenues, except signage on stadium
exterior' Tèam retains 100 percent of all luxury suitá income and
50 percent of parking. Team pays operations and normal maintenance
costs, but may deduct many of these costs from its rental'obligations. In
practice, the Yankees, claiming various deductions, have paiã less than
$1 million in rent since the late 1980s.

I

oAKLAND ATHLETTCS. oakland-Alameda County Stadium, built in 1g66.
capacity: 47,31.3. Luxury suites: 53 skyboxes and 10 plaza suites
@ $35,000-$65,000. Club seats: 2J00 @ SI,620-ï2,025 per season.
Lease expires 2004.

Rent: $250,000 a year, plus $100,000 for parking rights, $100 for each
club seat membership and 10 percent of net club seat revenue, and
$10,000 a year for use of Diamondvision. ]èam retains all luxury suite
income up to $750,000 and 50 percent thereafter, 100 percent ofsiinage,
and 50 percent of concessions. Beginnin gin 1997, city will collect a $.25
surcharge per ticket.

revenues.

sAN FRANcIsco ctANrs. 3-Com Park, built in 1960' Capacity: 63,000.

Luxury suites: 85 @ $29,880-$74,700 a year. Club seats: 6,900 lower

seats @ $1,660 a year, and 2,000 upper seats @ $i,286 a yeaÍ. Lease is

through 2008.

Rent: Tèam pays greater of $125,000 minimum rental, or 5 percent of

paid admissions. Tèam pays $.25 per ticket to city-sponsored after-school

sports program. City controls all parking and retains revenues.

SEATTLE MARINERS. Kingdome, built in t976. Capacity: 59'158. Luxury

suites: 19 @ $35,000-$190,000 a year. Lease expired March 14, 7997'

Tèam has tuió five-year renewal options.
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Rent: great er of 7 percent of gate receipts for first 1 million tickets
sold or $160,000 prus 5 percent of gate from ñrst 1 milion. Tþam retains
approximately 45 percent ofgross concessions and parking revenues, L00
percent of baseball novelty revenues, and 40 percent of net revenues from
suite rentals for 48 suites, and 100 percent of net revenues from remaining
29 suites. Mariners pay $31g,000 for signage rights and t 

""p 
zi ferc"ntof signage revenue' except Diamondvi.ìon, in *hi.h .ur" tr,å t"uå t""p,

50 percent' Tèam pays county $9,750 sr game-day expenses for 1996
season and 5 percent of any reported net operating proñt, for the fran-
chise. County covers operations and maintenance.

sr' Lours .ARDTNALS. Tþam owns park. Busch stadium, built in 1g66.
Capacity: 57,078. Luxury suires: 64 @ $30,000_$33,000. Club seats: 592
@ $8,505 per season.

TAM'A BAy DEV'L navs. Tiopicana Field (formerry ThunderDome,
1990)' completed for b^aseball in 1997, capacity: 46,0ó0. Luxury suires:
65 @ $40,000-$140,000. Lease expires20)7.

Rent: $.50 for each ticket sord up to 3,3 million tickets and $.75 above
3.3 million, with the ñrst $250,000 är tnese funds paid inro a maintenance
account. Tèam operates and maintains stadium and receives a $4.2 mil_lion management fee from the city. Tèam retains alr revenues generated
for baseball and non-basebail events. Tþam arso retains betweãn g0 and
85 percent of naming rights to stadium.

TEXA' RAN.ERS. The Ballpark at Arlington, built in 1994. Capacity:
4:,178. Luxury suires: LZL @ $40,000-$200,000. CfuU-r"ri* S,:gO
@ $1,215-$1,328 per season. Lease expire s in 2024.

Rent: base rent of $2 milrion a year, and until bond obligations retired
an additional $1.5 milrion a year, along with a $1 surcha-rge per ticket
sold' Tèam retains 100 percent of parking and signage, ar,¿ õs i"r."nr orluxury club suite rentars through 1999 and t00 fercent thereafter. Team
receives all revenues from non-baseball events. 'i"u* puy, op"r",ions uno
maintenance costs above sum co[ected by the tictet surcnårge.

ToRoNTo BLUE rAys. SkyDome, built in 19g9. Capacity: 50,516. Sky-
boxes: 161 @ $100,000-$225,000. Club sears: 5,700 b) CS+,OOô.

Rent: A consortium of thirty businesses owns theiacility.
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Natio nal B as ketball As s o ciatio n

ATLANTA HAwKs. The Omni, built in 1972. Capacity: 16,378. Luxury
suites: 16 @ $175,000-$180,000. New facility planned for 1999.

Rent: 10 percent of gross ticket sales. Atlanta-Fulton County Recre-
ation Authority controls 100 percent of parking revenue. All suite reve-
nue goes to the Authority, but team is paid for the tickets.

I

BosroN cElrrcs. FleetCenter, built in 1995. Capacity: 18,600. Luxury
suites: 104 @ $125,000-$200,000. Club seats: 2,350 @ $10,650-$12,250
a year.

Rent: no payment made. Suite revenue divided among Celtics, Bruins,
and loan debt. Celtics receive suite ticket money.

cHARLorrE HoRNETS. Charlotte Coliseum, built in 1988. Capacity:
24,042. Luxury suites: 12 @ $73,500-$126,000. Lease expires in 2000.

Rent: the greater of 12 percent of net ticket sales or $3,500 per home
game up to a maximum of $9,000 per home game. Tèam and city split
luxury suite net revenue. City retains all parking revenues (approximately
$100,000 per game) and all concessions revenues, except game-day sales

of basketball novelties. Tèam retains all signage revenues. Operating and
maintenance expenses are the responsibility of the Authority, but the
team reimburses the Authority for game-day personnel.

cHrcAGo BULLs. United Center, built in L994. Capacity:21,1[. Luxury
suites: 216 @ $85,000-$175,000. Club seats: 3,300 at $40 per ticket plus

$1,000 annual fee.
Rent: United Center Bulls and Blackhawks Joint Venture own the

arena. They are assessed a reduced rate property tax of between
$600,000 and a maximum of $1 million per year.

cLEVELAND cAvALrERs. The Gund Arena at Gateway, built in i994.
Capacity: 20,562. Luxury suites: 92 @ $8S,000-$150,000. Club seats:

2,000 @ $6,955, $2955, and $8,587 per season a year. Lease expires in
2024.

Rent: 27.5 percent of suite revenue, 48 percent of club seat revenue
and $.75 ptr ticket in excess of 1.85 million tickets up to 2.5 million
tickets, and $1.00 per ticket in excess of 2.5 million. These ticket thresh-
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olds apply to all basketball and non-basketball events held at Gund
Arena. Tþam retains all parking, signage, and concessions revenues from
all events at the arena. Provisions are made for additional rental payments
if an NHL hockey team plays at the arena or if parking revenues exceed

$1.5 million annually. Tèam retains any proceeds from arena naming
rights. Cavs are responsible for operations and routine maintenance
expenses.

DALLAs MAvERTcKS. Reunion Arena, built in 1980. Capacity: 18,042. No
suites or club seats. Lease expires 2008, with two five-year renewal
options.

Rent: If per game receipts are less than or equal to $324,000, team
pays $10,000 or 7 percent of receipts, whichever is less. If per game
receipts eiceed $324,000, team pays $10,000 plus 5 percent ofreceipts in
excess of $324,000. Tèam retains 50 percent of signage revenues from
static advertising and 100 percent from nonstatic advertising. Tèam re-
ceives 10.8 percent of gross concessions up to $4,320 per game when sales
exceed $40,000. IÞam receives 25 percent ofparking revenue from season
parking passes. The city is responsible for most operations and all main-
tenance expenses.

DENVER NUccETs. McNichols Sports Arena, built in L975. Capacity:
17,171. Luxury suites: 27 @ $90,000. Lease expires 2008.

Rent: greater of 5 percent of net ticket income or $250,000, with
maximum of $350,000. Nuggets receive a fixed payment of $140,000 for
concessions. Nuggets retain no parking revenue, all luxury suite revenue,
and 70 percent of signage revenue until city share reaches $200,000, and
100 percent thereafter. Except for game-day expenses, city covers oper-
ations ar¡d maintenance costs.

DETRorr prsroNs. Palace of Auburn Hills, built in 1988. Capacity: 21,454.
Luxury suites: 180 @ $40,000-$200,000. Club seats: 1,000 @ $6,500.
Tþam owner owns facility.

coLDEN srATE v/ARRroRs. Oakland Coliseum, built in 1966; opening
night, November 8, 1997. Capacity: 79,200. Luxury Suites: 72 @ $95,000-

$125,000 a year. Club seats: 3,000 @ $75-$200 per ticket; $8,200, $6,150,

$3,690, $3,075 per season.
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Rent: Tèam pays $1.5 million a year and $500,000 management fee.

Tèam pays Coliseum $7.4 million per year for rental of suites, club seats,

courtside seats. Tèam pays ticket surcharge not to exceed 5 percent. Net

income will be split between team and Coliseum up to $7.5 million. After

that figure is reached, team receives 75 percent and Coliseum 25 percent'

HousToN RoCKETS. Summit Arena, built in 1975. Capacity: 15,997. Lux-

ury suites: 20 @ $65,000-570,000. Lease expires 2003'

Rent: minimum payment of $22,500 per game. Tèam retains 50 percent

of signage income. Arena is subleased from IHL Houston Aeros.

TNDTANA pAcERs. Market Square Arena, built in t974. Capacity: 16,530.

Patio boxes: 36 @ $10,650' Lease expires in2023' I

Rent: $L50,000. If team makes a profrt, team reimburses city for main-

tenance and utilities. Tèam retains 1.00 percent of signage, 50 percent of

parking, and gross concessions revenues. under terms of the lease, city

i,as right of first refusal on sale of the team. Except for frre insurance,

Authority pays for operations and maintenance'

LOS ANGELES cLrppERS. Memorial sports Arena, built in 1,959. Capacity:

. 16,021. Luxury suites: 2 @ $2500 per seat. Lease expires June 30, 1998'

with a frve:year renewal option'

Rent: $15"900 per game. For playoff games' 6 percent of gross ticket

sales. TÞam retains 50 percent of luxury suite income, 100 percent of

signage for basketball events and 50 percent for other events. Tþam re-

"éir"i 
ZZ.S percent of concessions sales from all events. TÞam retains

67 percent of in"o*r from clipper club and 42.5 percent of parking.

LOS ANGELES LAKERS. Tþam owns arena. Great Western Forum' built in

1967. capacity: fl505' No suites' club seats: 2'400 @ $9'200 per season'

MrAMr HEAr. Miami Arena, built in 1988. Capacity: 15'200. Luxury

suites: 16 @ $70,000-$120,000. Lease expires in 1998'

Rent: $600,000. Þam receives between 47.5 percent and 100 percent

of net concessions from basketball games. Tþam retains 100 percent of

suite revenues minus $225,000, 100 percent of signage minus $275,000,

and 50 percent of parking revenues. The Authority covers operations and

maintenance costs. Tèam covers liability insurance'



40 Rocen G. Nor_u ¡1.¡o A¡.loRew ZtMBALtsr

MTLwAUKEE ,y!ï^ îi9f*"nrer Arena, buitt in 1988. Capacity:
18,633. Skyboxes: 6g @ $50,000_$70,000.

Rent: no rental payment. The team receives between 13.75 percent
and 30 percent of gross concessions revenue, 100 percent of courtside
signage, and approximatery 50 percent of skybox ,åu"nu"r. other thaninsurance for the Bradrey center, the Authority covers "o;o*r;;maintenance expense.

M¡NNESOTA TrMBERwoLves. Tärget Center Arena, built in 1gg0. capac-ity: 19,006. Luxury suites: 6g @ $S0,900_$100,000. Club seats: 702
@ $0+, $84, or $175 per game. Lease expiresZ02i.

Rent: $2.9 m'rion in 1995, rising at a maximum of 2 percent per year
over the next thirty years. Tèam and Ogden Entertainr¡ient Services shareall revenues from suites at games.

NEw JERSE' NETS. Continental Airlines Arena, built in 1ggi. capacity:
20,039. Luxury suites: Zg @ 9145,000_$200,000. Club ,eæs, OO @ $205per game, Lease expires after 1999_2000 season.

Rent: 5 percent of gross ticket sales of sales between $5 and $6 million,12.5 percent for sales berween $6 and $7 million, fO f.r""nt for salesbetween $7 and $g mition, 15 percent for sares between $g and $11million, 5 percent for sales between $11 and $15 million, 
"rO 

fS percentfor sales above $15 milion. In addition, a 10 percent admission tax islevied on ail tickets. Tèam receives 25 percenì of net suite revenues,50 percent of parking for first 4,000 vehitres and zs p"r""ni rhereafter,
50 percent on concessions.

NEw yoRK KNrcKs. ïèam owns arena. Madison square Garden, built in
1963. Ca$city: 19,763. Luxury suites: g9 @ $250,000_$300,000 a year.
Club seats: 2,600 @ $110_$115 per game.

oRLAND. MAcrc. orlando Arena, built in lggg..capacity: 16,010. Luxury
suites: 26 @ $80,000. Lease expires in 199g, witn two fr""-y""r renewar
options.

Rent: $9,000 per game and 25 percent of revenue from luxury suiterental' Tèam retains 100 percent of signage except in concourse areas,where city retains 100 percent. Tèam receives 50 percent of ner conces-
sions income from team events. Tèam receives no parking revenue. city

E is responsible for operations and maintenance costs.
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pHrLADELpHre 76pns. Tèam owners own facility. corestates center, built
in 1996. Capacity: 18,168. Luxury suites: t26 @ $75,000-$135,000. Club
seatS: 1,880 @ $6,000, $9,000, or $12,500 per season.

pHoENrx suNs. America West Arena, built in T992. Capacity: 19,023.
Luxury suires: 88 @ $60,000-$70,000. Club sears: 2,2'70 @ $3,300 per
season. Lease expires in 2032.

Rent: team pays zero rent. Tèam retains 90 percent of hárd concessions
revenue and 60 percent of gross suite revenue. Tèam receives no parking
revenue and 60 percent of signage. Tèam pays for insurance and utilities.
City covers other operations and all maintenance expense.

IoRTLAND TRAIL BLAzEns. Tèam and arena owned by team owner. Rose
Garden, built in 1995. Capacity: 21,538. Luxury suires: 70 @ $65,000-
$135,000. Club seats: 2,505 @ $4,000-$13,000 per season.

SAcRAMENTo KrNcs. Arena owned by team. ARCO Arena, built in 1988.
Capacity: 12317. Luxury suites: 30 @ $tt0,000-$130,000. Club seats: 412

@ $2,500.

sAN ANroNro spuRs. Alamodome, built in 1993. Capacity:20,662. Lux-
ury suites: 64 available for basketball @ 561,000-$100,000. Club seats:
6,000 available for basketball @ $22-546 per game. Lease expires May
25, lggg. r ¡

Rent: $5,000 per game. Tèam retains 80 percent of suite and club seat
- revenue. Tèam receives 1.00 percent of signage from arena and concourse;
for other signage team receives 40 percent. Tèam retains 100 percent of
parking revenue on 3,200 spaces after paying a $50,000 yearly rental on
these spaces for Spurs games. Tèam pays operations and city pays main-
tenance expenses.

SEATTLE supERsoNtcs. Key Arena, built in 1994. Capacity: 17,072. Lux-
ury suites: 58 @ $50,00-$135,000. Club sears: I,702 @ $4,100-$5,125 a
year. Lease expires 2009.

Rent: $800,000, adjusted yearly by the consumer price index and 8.5
percent of ticket sales for pre- and post-season games. Tèam receives 100
percent of signage income after $750,000 payment to city over fifteen
years of leaqe. ,ïÞam receives 20 percent of suite revenue with share
increasing to 40 percentby 2004. lþam receives 40 percent of club seat
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revenue with share rising to 60 percent by 2004. Tèam invests in equip-
ment for concessions and receives 100 percent of game-day net revenues
and 60 percent of gross concessions revenues for other erents, with share
declining to 30 percent by 2004. City receives 100 percent of parking,
and the first $750,000 of naming rights, and 50 percent thereafter. The
city covers maintenance and most operations and game-day expenses.

TORONTO RAPÍORS. Arena owned by consortium of thirty businesses.
Air Canada Arena, built in 1996. Capacity: 25,356 skydome. Luxury
suites: 55 @ C$150,000. Club sears: 1,400 @ C$2,960 per season and
C$4,000 subscription fee.

urAH t+zz. Arena owned by team owner. Delta Center, built in 1991.

Capacity: 19,911. Luxury suites: 56 @ $¿0,000-$90,000. Skyboxes: Lg

@ $40,000-$90,000 a year. Club seats: 668 @ $90-$160 per game.

vANcouvER cRrzzLrEs. Arena owned by Orca Bay Sports and Enter-
tainment. General Motors Place, built in 1995. Capacity: 19,193. Luxury
suires: 88 @ $c65,000-130,000. club sears: 2,200 @ c$s9 per game.

wAsHrNcroN BULLETS. Arena owned by team owners. USAir Arena,
built in 1973. Capacity: 18,756. Luxury suites:.40 @ $gt,OO0-$25,000.
MCI Center opening 1997198 season. Luxury suites: 110 @ $100,000-
175,000. Club seats: 3,000 @ $2500 per season.

National Football League

ARrzoNA Ao*or*^*. Stadium owned by Arizona State University. Sun
DevilStadium, built in 1958. Capacity: 73,n3. Skyboxes:67 @ $42,500-
$46,500. Club seats: 4,928 @ $675-$1,800 per season. Lease expires in
1998 with four five-year renewal options.

Rent: greater of 10 percent of ticket receipts or $50,000 per game.
Tèam receives 100 percent of suite revenues and revenues from advertis-
ing on message board and video display. Tþam receives 50 percent ofnet
parking revenues and 50 percent of net concessions income. The univer-
sity is responsible for all operations and maintenance expense.
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ATLANTA FALcoNS. Georgia Dome, built in 1992. Capacity:7L,228. Lux-
ury suires: 703 @ $20,000-$120,000. Club seats: 5,600 @ $1,800 a year.

Lease expires2022.
Rent: L0 percent of net ticket proceeds, but Authority pays Falcons

$4 million each year of lease. Tþam receives 70 percent of net stadium
revenues up to $2,85J144 and 50 percent of revenues thereafter. Other-
wise, Authority retains all concessions, parking suite, and signage
income.

BALTTMoRE RAvENs. Memorial Stadium, built in 1954. Capacity: 68,400.

No luxury suites. Club seats: 1,850 @ $35,000-$75,000 for boxes of
15-31 seats.

Rent: All stadium revenues to team until new park at Camden Yards

is built. Zero rent. Stadium Authority pays all operations and mainte-

nance expenses. TÞam pays day-of-game expenses.

Camden Yards, projected completion for 1998 season. Capacity:
70,000. Luxury suites: 108. Club seats: 2500. Lease is for thirty years.

Rent: zero rent. ïèam (actually the stadium operator corporation,
owned by Art Modell) receives 100 percent of stadium revenues. The
team pays no rent but is responsible for day-of-game expenses and
maintenance. I

BUFFALo srl-I-s. Rich Stadium, built in 1973. Capacity: 80,024. Luxury
suites: 88 @ $25,000-$50,000. Club seats: 7,002 @ $1,669 per season.

Lease expires in 1997.

Rent: 9 percent of gross ticket sales up to $5 million, 4 percent between
$5 and $75 million, and 2 percent thereafter. ïèam receives 50 percent

of net concessions and parking revenue, and 100 percent of signage and

suite revenues. Tèam pays for stadium maintenance

cARoLTNA IANTHERs. Stadium owned by team owners. Ericsson Sta-

dium, built in 1996. Capacity: 72,500. Luxury suites: 160 @ 540,000-
$296,000 a year. Club seats: 10,998 @ $975-$2,975 per season plus $600-
$5,400 PSL fee.

curcAco BEARS. Soldier Field, built in 1924. Capacity: 66,944. Luxury
suites: 116 @ $65,000-$80,000. Lease expires January 31, 2000.

Rent: 12 pgrcent of gross ticket receipts plus $1 surchalge per ticket.
Tèam retains 80 percent of suite revenue, and no parking, concessions,
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or srgnage revenue. Tèam covers operations and city covers maintenanceeXPenSeS. ---J -v'v'

crNc¡NNAT¡ BEN.ALS. Cinergy Fierd, bu't in 1g70. capacity: 60,3g9.

fiï:ffi i:î.'is, : 
47'220 ptus $3õ' 000' f";'.;il; õlot",oo totar),

Rent: 10 percent of gross ticket receipts. Bengals retain 62.5 percentof suite rentar fee 
,and 

10 percent orgross food and beverage concessionsrevenues at footbat game-s and 100 percent of footba' nou"iry sales. ïèamdoes not earn revenue from purking 
,or signage. ïèam maintains thefootbar fierd during season. oirre, #,tr*#;i:oå"ii, the ciry. Thislease was renegotiated in 1ee3, *h.;;;;;;;;;ä;ä il'n, Bengarsa $2'75 m'rion annuar subsidy and to add luxury boxes ås we, as a crubsection to the fac'ity. New rease terms negotiated in 1gg6 hord unr'newstadium is ready; see chapter 9. 

- ---Þvr'srvu L" L>>u rt

DALLAS cow'oys. Tèxas Stadium, built in 1971. Capacity: 65,675. Lux_ury suites: 379 @ $250,000-$1.5 mirion per rerm of rease. Lease expires2009 with an oprion ro renew ro, t**ty_n*;;;;. 
¡vsùv. r

Rent: greater of $g50,000 0r sum of g percent of stadium revenue. ,namconrrors at stadium operations and retains 
"u 

,""."r"11;.*, parking.

DENVER BRoNcos. Mile High Stadium, built in 194g. Capac ity: 76,273.Luxury suires: 60 @ $3g,00õ_SSO,ò00. Lease expires in zOtg.Rent: 6.5 percent of gross gate'receipt. pru, íp"r.;;;;;;r"r, tuxurysuite revenues. city und .ounìy revy a 10 percent seat tax and retain a'
üiäiil,lj¿.parking, 

and signàge ,.u"nu.r. city covers oferations ano

DErRo¡r LroNs. p::l::1,]""rdome, 
built in 1975. Capaciry: 80,368. Lux_

iy",i|||;,1!Jrflof.ro,o00 $22s00. crub seats: zãü öi;; per same.

Rent: $12'000.per month or 7 percent of gross ticket receipts, which-ever is greater' city cotects a $t.30 surcharge per ticket, and retains alrsignage, concessions (except footUall novettiÃ),.tuxury r"i"l_¿ parkingincome' The city pays mosr operations and ari *u¡ntån-*"" J*p"nr".
.REEN BAy pAcKERs. L-ambeau Field, built in 1957. C"pu.i,y, 60,7g9.Boxes: igg @ 924,000_g30,000. Club sears: 1,920 @ $gS per game. ïèam

il 
has the option of a series of on"-y"urìJ"ses throug hZ0Z4.
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Rent: $25,000 per game prus $15,000 of city services and $2 per ticket,
and 10 percent of gross revenues for alr non-footbalr evenis. i"u- 

"on-trols parking, concessions, and advertising and retains all income from
these sources and Iuxury suites. Except utilities, city covers operations
and maintenance expense.

HousroN orLERS. Astrodome, built in 1965. Capacity: 59,969. Luxury
suites: 65 @ $32500-$52,500. Lease expires in 1997. Tèam moving to
Nashville.

Rent: approximately $3 million. Tþam retains suite revenue and
25 percent of parking for Oilers games.

rNDrANApoLrs colrs. RCA Dome, built in 1gg3. capacity: 60,272. Lux-
ury suires: 96 @ $22,500-$45,000. Lease expires in 2014.

Rent: $250,000 per year prus $25,000 for playoff games. Tþam receives
greater of $500,000 or 50 percent of luxury suite rentar revenues. Tèam
receives no parking, concessions, or sìgnage income and is not respon-
sible for maintenance, operation, or game-day expenses, except ticket
takers and security. City collects a 5 percent tax on tickets.

JACKSoNVTLLE JAcuARs. Jacksonville Municipal stadium, built in 1g46
and renovated in 1995. Capacity: 73,000. Luxury suites: 75 @ $50,000_
$80,000: Club sears: 11,000 @ út,S:2. Lease expiresin2020.

^ Rent: $250,000 per year through 2000, $500,000 next five years,
$l-million next ten years, and $1.25 million lasr ren years. There is also
a $2.50 ticket surcharge. Tèam receives a[ suite, concessions, signage,
and parking revenues but pays a $2 per car surcharge to the city. nny
naming righrs revenue will be split 50/50 between the city and the team.

KANSAS crry cHrEFs. Arrowhead Stadium, built in 1g72. Capacity:
79,239. Luxury suites: 80 @ $22500-$92,250. Club seats: 10,199 @ $700
annual fee plus $41 per game. Lease expires 2015.

^_ 
Rent: $450,000 a year, plus 5 percent on ticket sares for sares between

$7.5 and $12.5 million, 4 percent on sales for sates between $12.5 and
$17.5 million, and 2 percent for sales above $17.5 million. Tèam retains
all signage and luxury suite.revenues, and a percentage of parking reve-
nues. The team is responsibre for operations and normal mainteiance.

!l:t,:-*:tt all game-day, operations, and maintenance expenses, excepr
Irabrhty tnsurance, which is provided by the team.
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MrAMr DoLpHrNs. Stadium owned by team owner. Pro Player Stadium,
built in 1987. Capacity 74,916. Luxury suites: 215 @ $55,000-$150,000.

Club seats: 10,209 @ $600-$1,500 a year.

MrNNEsorA vrKrNGs. Hubert H. Humphrey Metrodome, built in 1982.

Capacity: 64,035. Luxury suites: 113 @ $24,000-$61,000 for all events,

or $24,000-$26,000 for Vikings games only. Lease expires 2009.

Rent: 10 percent of ticket receipts. Tþam receives 10 percent of gross

concessions sales at football games plus 100 percent of football novelty
salés. Tèam pays $1 million a.nnual fee for right to retain luxury suite

revenue up to 1997 then $1.3 million a year after 1997; Twins receive base

ticket revenue only. Authority retains signage revenue, except in a few

spaces designated for the Vikings. Vikings cover game-day expenses and

associated utility charges. Authority covers other operations and main-

tenance costs

NEw ENcLAND pATR¡ors. Stadium owned by team owner. Foxboro Sta-

dium, built in 1971. Capacity: 601,292. Luxury suites: a2 @ $33;000-

$125,000.

NEw oRLEANS sArNTs. Louisiana Superdome, built in 1975. Capacity:

10,852. Luxury suites: 137 @ $26,000-$52000 a year' Club seats: 14,077

@ $50 per game. Lease expires 2018 with two five-year extension options.

Rent: greater of $25,000 per game or 5 percent of gross ticket receipts,

with a yearly cap of $800,000. Tèam receives 100 percent of signage,

suite, and parking revenues. Tèam also receives 42 percent of gross

concessions receipts. The Authority pays all operations and maintenance

expenses, and all game-day personnel expenses up to 650 employees.

I

New yonr crANTS. Giants Stadium, built in 1976. Capacity: 78,024.

Luxury'suites: 72 @ $115,000. Lease expires in2026.
Rent: 13 percent of gross ticket sales in 1996, 11 percent in 199J and

10 percent in 1998 and after. Tþam receives 50 percent of net signage

income (except for scoreboard), 50 percent of net concessions revenue,

and 20 percent of gross parking receipts.

NEw yoRK .¡ers. Giants Stadium, built in 1976. Capacity:78,024. Luxury
suites: 72 @ $115,000. Lease expires in 2008.
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Rent:15percentofgrossticketsales.TÞamreceives50percentofnet
signage income (excepi for scoreboar¿), 50 Percent of net concessions

,Ju"rir" and 25 percent of net parking revenues. Authority covers all

operations and maintenance expenses'

oAKLAND RATDERS. oakland Alameda coliseum' built in 1966' reno-

uu'"¿ in 1996. Capacity: 62,500. Luxury suites: 143 @ $30,000_s150'000.

Club seats: 9,000 @ $1,6L0 per season' Lease expires in 2010' 
-

Rent: $500,000 plus $1 surcharge per ticket. Tèam retains 100 percent

ofsuiterentals;50percentofclubseatrentalsfor.l0years'and100
percent thereafter; and 50 percent of revenues from parking' signage'

concessions, and naming rights.

PHILADELPHIAEAGLES.VeteransStadium,builtinl9Tl.Capacity:
65,3sl.Luxurysuites:89@$78,000-$180,000'Leaseexpires2012'

Rent:teamretainsl00percentofsuiterevenue(percentagefallsto
30 percent in 2001), 15 percent of gross concessions revenue' and no

puriing revenue. Tþam maintains skyboxes and pays utiliries. city is

responsible for other operations and all maintenance expenses'

prTrsBURcH sreelenò. Three Rivers Stadium, built in 1970. capacity:

59,600.Logeboxes:110@$ls,000perseasonplustickets.Leaseexpires
April 30,2009.

Rent: minimum is $450,000, capped at $852'000' Tèam recerves

10 percent ót'tog. box revenue, 30 percent of net concessions revenue,

unå no parking and 33 percent of net concourse signage revenue' A 5

percent amusement tax is levied Per ticket'

sAN Dreco cHARcERs. Qualcomm Stadium, built in L967' Capacity:

60,T94.Afterrenovation,luxurysuites:110@$34'000-$70'000'Club
seats: 7,800. Lease exPires in 2020'

Rent:l0percentonfirst$6millionticketsalesandSpercentthereafter.
Tèam retains 71 percent of suite revenue' 33 percent of net parking

revenue, 33 percent of gross concessions revenues up to $705'207 and

100 percent thereafter, inð25 Percent of signage' City ticket surcharge

of $.75.

SANFRANcIsco4gnns.3-ComParkatCandlestickPoint,builtin1960.
Capacity: 70,140. Luxury suites: 94 @ $35,000-$88'000' Lease expires

in 2008 with three five-year renewal options'
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Rent: 10 percent of gross ticket sales, plus the greater of $J500 perluxury box or 15 percent of gross suite revenues. Team retains Sg'percentof gross parking revenues, 100 percent of concession, 
"t;;;r""î.urnu",of $4'5 milrion and g5 percent thereafte;-100 pe.cent of scãreboard, andno signage revenue' The rent is reduceå uy io p"r.*iái'p"r"r."r, ,"the city for concessions and parking from footbat ea*ei-alìuät u, uythe sum spent by the team on ,"puìr, and improveå""r, ," ,rr" fac'ity.City is responsible for maintenance.

SEATTLE sEAHAwKs. Kingdome, built in 1976..Capacity: 66,400. Luxurysuites: 48 @ $55,000-$g0,000. Lrur" 
"*pìr"s 

in 2005.
Rent: 7 percent of gross. ticket sales, plus 7 percent of gross rentarproceeds from fifteen press-rever roges. Teåm receives 30 percent ofgrossconcessions revenue and 100 p"r""nt of concessions rights payments, noparking or signage revenue' and a proportion varying from 10 percent to50 percent of suite and loge incomf .

sr' Lours naus' -Tiansworrd Dome, bu't in 1gg5. capacity: 65,321. Lux_ury suites: L24 @ $55,000-$110,000. crub seats: 6,5õõ ä $700-$2,200.Lease expires in 2025.
Rent: $250'000 prus 50 percent of game-day expenses (estimated at$250,000). Tèam retains 75 percent otlignug",in;Ji;; ìo $6 mittionand 90 percent thereafter, 10ô percent of c.ãncãssiorr,-ióo ã"r""nt of suireand club income, 75 percenr of naming righrs ir;;;;,äo $r.rO p",parking space sord for the season. Authority covers the ,!., o, game_dayand operations expenses, as well as ail mainte*n.".---'-"'

TAM'A BAy BuccANepns. Hourihan's stadium, built in 1g67. Capacity:74,301. Luxury suites: 59 @ $32,000_$90,000.
Rent: ¡$63,000 per game. The team.retains arl revenue from ticketsales, signage, suite, concessions, naming rights, 

"nd 
p"rü;;: ä;also receives 27.5 percent of conces;ions and parking revenue from non_footba, events' Houlihan's restaurant chain is zo p"i""nio*ned by Mar-com Glazer, the owner of Bucs, and pays $10 milìion io, n.*ing rights,but this money reverts to Glazer. euìhority pays operations and main_. tenance, as well as day_of-game expenses.

wAsHrNcToN REDSKTNS. RFK Memorial Stadium, built in 1961. As ofopening of Redskins stadium 1gg7, capacity: 7g,000. tuxury suites: 2g0U @ $5e,es0-$tse,es0. club seats: ís,oZi óiõ;ï:r;;fiJr"u.on.
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Rent: estimated at $2 million. Tþam receives 50 percent of concessions
revenue

Natíonal Hockey League

ANAHETM MrcHTy DUCKS. Arrowhead pond of Anaheim, built in 1gg3.
Capacity: 17,'134. Ltsxury suites: 84 @ $69,000-$99,0000. Ctub seats:
2,731 @ $4,000-$6,900 per s'eason. Lease expire s in 2023.

Rent: 7.5 percent of gross gate receipts. Tèam retains between 45 and
55 percent of all suite and club seat revenues, 50 percent of net parking
receipts, 22.5 percent of gross concessions revenues plus 15 peicent of
food and beverage sales to club seats, and 5 percent of food and beverage
sales to suites, 100 percent of hockey-related advertising, and 50 percent
of non-hockey advertising, 50 percent of naming rights up to $1 million
annually, and 100 percent above this. Facility manager, ogden, on behalf
of the city, is responsible for all operations and maintenance expenses.

BosroN BRUrNs. Arena and team owned by New Boston Garden corp.
Fleetcenter, built in 1995. Fleet Bank paid $30 million for ñfteen-year
naming rights. Capacity: L7,565.I uxury suites: 104 @ $175,000_
$258,000. Club seats: 2,350 @ $10,650-$12,250, includes all Bruins and
celtics games. suite revenue divided among Bruins, celtics, and loan
debt. , ,

BUFFALO sABRES. Marine Midland Arena, opened Septembbr 21, 1996.
Capacity: 18,595. Luxury suires: 80 @ $SS,000-$100,000. Ctub seats:
5,000 @ $2,537 per season. Tèam controls all arena revenue.

Rent: $1.75 million, Tèam gets 85 percent of concessions, 70 perÇent
of net signage, and 100 percent of ruxury suite revenues. city is iespon-
sible for maintenance.

cALcARy FLAMES. canadian Airlines saddledome, built in 19g3. capac-
ity: 18,700. Luxury suires: 72 @ C$36,000-$g5,000. Club seats, 1,400
@ C$3,100 per season. Lease expires in 2015.

Rent: 12 percent of first $5 million in ticket revenue; 11 percent of
next $5 million; 10 percent of revenue above $10 million. Tèam receives
40 percent ofluxtrry suite revenue, 70 percent ofdasherboard advertising,
and no revenue from parking. Tèam manages arena.
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cHIcAco BLAcKHAwKS. Arena jointly owned with owner of Chicago
Bulls. United Center, built in 1994. Capacity: 20,500. Luxury suites: 216

@ $53,000-$175,000. Club suites: 3,300 @ $1,000 annual fee plus $50
per game.

coLoRADo AVALANcHE. McNichols Sports Arena, built in 1975. Capac-
ity: 16,061. Luxury suites: 27 @ $90,000. New arena planned.

Rent: Tèam pays 5 percent ofgross ticket receipts or an amount based
on per game attendance. ïèam receives 100 percent of net concession
revenue received by city and 68 percent of parking receipts.

DALLAS srARS. Reunion Arena, built in 1980. Capacity: 16,924. No
suites. Club seats: 5,154 @ $52.50-$82.50 per game. Lease expires in
2003 with three five-year options to rene\¡/.

Rent: For gate receipts up to $324,000 per game, the lesser of Z percent
of gate or $10,000; above $324,000, $10,000 plus 5 percent of receiprs
above this level. Tþam receives 50 percent of net advertising profits, 10.8
percent of gross concessions revenues of first $40,000 in sales, and 100

percent of net revenues abóve this level, 25 percent of parking revenues
from season's passes and 30 percent of gross parking revenues after city
receives $20,000 annually. The city is responsible for most operations
and all maintenance expenses.

DETRorr RED w¡Ncs. Joe Louis Sports Arena, built in 1979. Capacity:
79,n5. Luxury suites: 83 @ $55,000-$175,000.

Rent: 10 percent of ticket receipts plus 10 percent of gross concessions
revenues, 5 percent of merchandise sales, and approximately 7 percent
of suite revenues. The team retains the balance of net arena revenues.

I

EDMoNToN orLERS. Edmonton Coliseum, buitt in 1974. Capacity: 16,437.

Luxury suites: 39 @ C$32,000-$125,000. Club seats: 3,000 @ C$55-$60
per game. Lease expires in 2004, with six five-year renewal options.

Rent: team receives 50 pet.ent of luxury suite revenue and no parking
revenue.

FLoRTDA nANTHERS. Miami Arena, built in 1988. Capacity: 14,703. Lux-
ury suites: 16 @ $70,000-$120,000, includes Miami Heat and panthers

games. Yearly lease.
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Rent: $9,000 minimum per game or 7.5 percent of gross ticket sales

above $200,000, plus a $.75 per ticket surcharge. Tèam receives 45 per-

cent of all concessions revenues paid to the city, and 100 percent of net

revenues frOm NHL or team-related merchandise sales' Suite revenue

and advertising controlled by Heat.

HARTFORD WHALERS. Hartford civic center, built in 1975. Capacity:

15,635. Luxury suites: 45 @ $60,000-$72,000. Club seats: 300 @ $5,000

per season. TÞam bought out lease in1997.

Rent: No rent paid. Tþam receives 85 percent of suite revenue above

a guaranteed amount and 100 percent of hockey-related advertising but

receives no concessions revenues. City is responsible for operations and

maintenance expenses. 
I

Los ANGELES KrNcS. The Great western Forum, built in 1967. Capacity:

16,005. No suites. Club seats: 2,400 @ $9,200 per season' Lease expires

2018.

Rent: 12.5 percent of gross ticket receipts.

MONTREAL CANADTANS. Arena owned by team owner. Môlson Centre'

built in 1996. Capacity 2I,213. Luxury suites: 135 @ C$64,000-

C$140,000. Club seats: 2,676 @ C$1,600 annual fee plus C$70 per game'

NEw TERSEy DtrvrI-s. Continental Airlines Arena, built in 1981. Capacity:

19,040. Luxury suites: 29 @ $145,000-$200,000' Lease expires in2007'

Rent: L0 percent of gross ticket sales up to $20 million, 9 percent from

$20 million to $30 million, and 8 percent above $30 million.'Iþam receives

40 percent of gross suite revenues and 88 percent of gross club seat

revenues (club seats to be added). Tèam receives 34.2 percent of all

concession revenue and 50 percent of gross revenue paid to the Authority

from existing and new restaurants, 35 percent of parking for hockey

games, and 30 percent of arena naming rights (twelve-year deal valued

at SZg mitlion). Team retains 100 percent from all on-ice advertising.

Authority covers operations and maintenance.

NEw yoRK TSLANDERS. Nassau Veterans Memorial Coliseum, built in

1972. Capaaty: t6,297. Luxury suites: 33 @ $84,000-$260,000' Club

seats:292 @ i$80-90 per game. Promenade seats: 139 @ $90 per game'

Lease through 2015.
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Rent: Islanders give a share of suite revenue to the coliseum.

NEw yoRK RAN.ERS. Arena owned by Madison Square Garden Ltd.
Partnership.

Madison Square Garden, built in 196g. Capacity: 1g,200. Luxury
suites: 89 @ $2s0,000-$300,000, incrudés ticklts tó alr Rangers and
Knicks games. Club sears: 3,775 @ $95, $110, anO $tZS p", guri".

orrAwA SENATOR'. corer centre, built in 1gg6. capacity: 1g,500. Lux-
ury suires: 149 @ c$39,000-c$i50,000. club seats: à,soo'@ csi,nl.lz_
C$3,769.75 per season. Lease year to year.

Rent: C$3.9 milrion. ogden uougtrt. concessionaire rights for thirty
years for an initial investment toward arena construction ofcsso million.

'H,LAÞ.EL'H¡A 
FL'ERS. CoreStates Center, built in 1996. Capacity:

12380. Luxury suires: 126 @ $75,000-$155,000 for all 76ers unj Fly"r.
games. Club seats: 1,gg0 @ $6,000_$12,500 per season.

Rent: 25 percent of luxury suite revenues will go each to the Flyers
and 76ers; the remaining 50 percent wilr go to spãctator (faciliiy man-
ager), which will use the funds to pay off th" 

"onrt.u.tion 
debt.

pHoENrx coyorEs. Americawest Arena, built 1gg2. capacity: L6,2LA.
Luxury suires: BB @ $60,000-$70,000. Club seats: Z,ZIO'@ 51,,300 per
season.

prrrsBuRcH pENcurNS . civic Arena, built in 1g61. capacity: 1J1g0.
Luxury suires: 55 @ $62500-$135,000; and gg club seats @ $á,600 p.,
season. Lease expires in 2011.

Rent: $325,000. Tèam sells arena advertising. Tèams pays insurance
and utilities; Authority covers other operations and ari Áaintenance
costs.

sAN JosE sHARKs. san Jose Arena, built in 1gg3. capacity: [1g0. Luxury
suites: 6g @ $62,000-$125,000. crub seats: 3,000 @ soá-szg per game.
Lease expires in 200g with three ûve.year renewal options. 

;

Rent: $500,000- a year, and beginning in 1997 team will pay city20 percent of net luxury suite revenue. city receives ñrst $250,000 ofnaming rights revenues annuaily, plus 50 percent of 
"*c"ss 

above
ur $500,000. Tèam receives 100 percent ãf concession revenue, 100 percent
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of hockey-related advertising, and 50 percent of fixed signage. Ïbam
receives 100 percenr of parking minus $100,000 payment to .ity.

sr. Lours BLUES. Kiel Center Arena, built in 1994. Capacity:19,260.
Luxury suites: 90 @ S32500-$120,000. Club seats: j.,694 @ $3,990 per
season.

Rent: team receives 50 percent of arena's cash flow. There is overlap
of several individuals who are in the syndicate owning the team and in
the syndicate owning the private arena.

rAMpA BAy LrcHTNrNc. Ice Palace, built in 1996. capacity: 19,500. Lux-
ury suites: 72 @ $55,000-$100,000. Ctub seats: 3,300 @ $2,100_$2,500
per season. Lease expires2026. Tèam retains all arena revenues.

TORONTO MAPLE LEAFS. Arena owned by team o\'/ners. Maple Leaf Gar-
den, built in 1931. Capacity: L5,847. Luxury suites: g5 @ $32,500-
$185,000.

VANCOUVER CANUCKS. Arena owned by orca Bay Sports and Entertain-
ment. General Motors Place, built in 1995. Capacity: Iï,4ZZ. Luxury
suires: 74 @ C565,000-C$130,000. Club seats: 2,195 @ C$3,915 per
season.

wAsHrNcroN cAprrALS. Arena owned by team owners. MCi Center,
opening i997-98 season. Luxury suires: 110 @ $100,000-$175,000. Club
seats: 3,000 @ $2500 per season.

souRcEs. Alan Friedman (Team Marketing Report) and paul J. Much
(Houlihan Lokey Howard and Zukin), lggT Insíde the ownership of
Professional sporß Tëams: The complete Directory of the ownership and
Financial structure of Pro sporx (chicago: Team Marketing Report,
1997). The publisher does nôt guaranree that this work is absolutely
accurate or without errors in some cases. Readers should therefore not
rely on any of the information presented in this appendix where such
reliance might cause loss or damage. The publisher disclaims all.warran-
ties, including the implied warranties of merchantability arid fitness for a
specific purpose.
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M. A major league sports franchise places local government in

.ffi an awkward pqsition: the city must either provide subsidized

ffi :::'iå,'iîliffi ::lîï'i*îffi :",'ff Ï:iåix':'"iiÏ:
sidies contend. that a sports facility is a good investment, because it
generates positive net economic benefits for the community' Opponents

counter that publicly financed sports facilities absorb scarce government

funds, which ought to be used for either tax reductions or programs

having a higher social or economic payoff. To make an informed judgment

abouia stadium proposal, how can citizens and city officials determine

the true economic impact of these facilities?

This chapter sets forth the conceptual foundation for a valid economic

impact study of a new sports facility. In doing so it explains why indepen-

d"nt 
".ono*ic 

analysis arrives at conclusions far different from those of

studies sponsored by stadium proponents. A valid economic impact study

also sheàs light on how cities compete for teams; how this competition

affects the mãgnitude of stadium subsidies; and how it distorts the loca-

tion of teams, ihe design of stadiums, and the operation of sports leagues.

il
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Public Investment Economics and Sports Facilities

All levels of government commonly undertake public investments. ul-timately, these investments are basedtn politicar considerations, for theyare financed through budget uuo.utio*'*ade by elected politicians, inresponse to erectoral incentives created by constituents, contribuìors, andlobbyists' Nevertheress, poricy debates uúou, pubri. investmenrs typica'yfocus on two issues: whether trr" pro;".i provides amenities and otherdirecr consumprion benefits that ¡"r.itiiil expenditure, and whethei theproject wiil make a net positive contríbution to economic deveropment.

Stadiums as public Consumption

A classic example of an investment that can provide valuabre publicconsumprion benefits is.a park. According to r"¿.tar óini"t., ,i" 0.**,benefits of the National Park System 
"r"'r""r""tion for visitors and con-servation of places of outstanding historical importance o, nu*r"it"uu,y.Likewise' rocal governments inulst in parts primarily to provide ameni-ties and recreational benefits for their ionìriru"no.

The parallel argument for sports fac'ities is that attracting and retain_ing a major reague sports team is a valid end in itself because the teamis valuabre to rocar residents, uuou" unã u.yond any contribution of thesports facility and the team to the local economy. Thus if a subsidy isneeded to retain or to attract a team, the city shoui¿ provide ir. ïrrrrougtthis is rarely the primary urguo,"n, of ri"åiurn proponents, the notionth.at a sports team provides si-gnificanrilñ consumption benefits is notfrivolous.

total(¡l
\o
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in St. Louis
psgt 2

the figure is 0.2 percent of EBI; and in New york 0 02

By measures such as revenue, a sports team is a considerably smaller
business than many less visibre enterprises. To take but one eámpre, a
major university is not only rarger than any sports team, but many exceedthe size of an entire league. Stanford university expects ,o g"n"rur.
revenues of approximately $1.5 billion in fiscal 199i., I; L99a ffitl univer-
sities each received more than $75 million in research grants irom the
federal government. The top ten universities together reieived approxi-
mately $2.8 billion in federal grants in 1994, *hi.h *u, more than the
combined revenues of the NFL and the National Hockey Lrug"., or the
combined revenues of Major League Baseball and the í.¡ution'ur Basket-
ball Association.a similarly, totar undergraduate tuition payments at agood private university with six thousanã or more undergraduates (in-
cluding payments from funds that endow schorarship aid)"exceeaed therevenues of any professional sports team.5

^ The number of people who actually attend games is remarkably small.over the course ofan entire season, un 
"u"r"g" 

basebalr team sells about
two million tickets, and in other sports the total number of tickets sold
is in the hundreds of thousands. In alr cases, the majority of tickets are
sold in blocks, for the season or for severar games. consequentry, the
number of individuals who attend at reast on" gur. p., ,"uron is muchsmaller than the number of tickets sord and constituies a smalr fractionof the total population of a metroporitan area. Far more peopre watchor listen to broadcasts of the games of local teams, arthough even the
audience is only a smalr percentage of the households in u gîu"n metro-politan area.

Nevertheless, it wourd be inaccurate to concrude from these figures
that major league team sports are unimportant. The reason is that onedoes not need to attend a game o, t,rn" in to a broadcast to derive
consumer benefits from a locar sports team. A major league game is anewsworthy event that is covered extensively Uy túe pr"rlr, 

""¿ 
,þ"r"

coverage takes up a large share of local newspapers and news broad-
cas.ts. The fact that rocar media devote ro *rch attention to sports andplace much greater emphasis on local teams than on teams from other
areas implies that their customers are intensely interested in rocal
teams' These spofts fans consume coverage of locar sports events, andthe media report such events, without prãviding compensation to theteam.
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For these reasons, a major league sports event creates a classic ..ex-

ternality," a benefit accruing to people who are neither buyers nor sellers
of the production of the game. The presence of this externality causes
the direct demand for games that is experienced by sports teams to
understate the total value of sports to local consumers. Hence some
consumers who never attend a game or buy a product associated with
the local team nevertheless may have a considerable willirigness to pay to
prevent the team from relocating to another community.

The practical significance of the preceding argument is, of course,
extremely difficult to quantify. \ù/hether the value of the external benefits
of a major league team to consumers really does exceed stadium subsidies
is uncertain, but by no means implausible. For example, for a stadium
that receives a subsidy of $250 million in a metropolitan area with a
population of five million, per capita capital costs are $50, and the per
capita annualized cost of servicing the debt (interest plus amortizatiãn)
to finance the stadium is about $5. It does not vastly stretch credulity to
suppose that, sa¡ a quarter of the population of a metropolitan area
derives $20 per person in consumption benefits annually from following
a local sports team. If so, the consumption benefits of acquiring and
keeping a team exceed the costs, and one would.expect a local govern-
ment's decision to subsidize a stadium in order to achieve this objective
to be politically poþular.

Stadiums and Economic Growth

Despite the plausibility of the argument that subsidies for sports fa-
cilities generate more than compensating consumption benefits, propo-
nents of subsidized stadiums are far more likely to emphasize the effect
of a stadium on the local economy. All levels of government commonly
make investments for the purpose of facilitating economic growth. ob-
vious examples are investments in streets and highways, airports, and
public education. Indeed, in the mid-nineteenth century, the construc-
tion of the u.s. railroad system was facilitated by federal land grants and
local subsidies of terminals.ó Given that public investment can be eco-
nomically beneûcial, how should one evaluate the contribution of a public
investment such as a stadium to economic growth?

The a,nswer to that question comes from a well-developed subfield
of econdmics, which is devoted to ascertaining whether public invest-
ments contribute enough to economic growth to offset their costs. The

#
t
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central objective of such analysis is to determine whether the stream

of new economic activity that is created by an investment produces an

adequate return. Thus the evaluation of a public investment is concep-

tually similar, although very different in detail, to the analysis that a

private company undertakes to determine whether to build a new pro-

duction facility.
The benefrts and costs of a public investment fall into four general

categories: direct benefrts, indirect benefits, initial costs, and the costs

of operation. Direct benefits can be described as the value consumers

attach to the output from the public investment. In the case of a stadium,

the net direct benefits include (a) any incremental consumer surplus from

all of the consumption activities produced at the stadium for inhabitants

of the city (games, broadcasts, and concession products such as food,

beve¡ages, parking, programs, clothing, and souvenirs) above the con-

sumer surplus engendered by goods and services that were previously

consumed (but substituted for by the stadium); (b) incremental consumer

surplus from any additional expenditures on stadium-related activities

over and above pre-stadium consumer expenditures (after netting out the

welfare loss from the reduction in savings); and (c) any externalities

accruing to residents because of the existence of the team' Indirect ben-

efits include all of the additional consumption that takes place in response

to the generation of any new income in the production of these consumer

products. Indirect benefits arise only if the public investment and its use

Cause a net increase in income, rather than a reallocation of incOme

among products and businesses. \
If an investment does not generate a net increase in income, the public

investment can be worthwhile only if the direct consumption benefits

exceed the costs. Under normal circumstances, if all the benefits of an

investment are direct consumption benefits, the private sector will have

adequate incentives to make the investment because consumers will pay

enough for the products of the investment to enable private investors to

recover their costs.? Of course, for reasons given in the previous section,

a local sports team is not "normal" if it produces significant externalities'

Nevertheless, proponents of sports facilities contend that local teams

generate economic growth as well as consumption benefits and so are

iike investments in infrastructure and education.s According to this ar-

gument, sports teams attfact tourism and new business to a community.

io evaluate tþis argument, it is necessary to ascertain the magnitude of

the net increase in income that a stadium generates.
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Costs, as already discussed, consist of the initial cost of the investment
and the stream of costs associated with producing the stream of consumer
benefits from the facility. whereas the evaluation of consumer benefits
comports conceptuauy with common sense, the proper evaruation of
costs is much misunderstood and is a frequent source of error in evaru_
ating public investments. the relevant cost concept in this case is not the
actual financial costs to a local government, but what economists call the
opportunity cost of the investment, which is defined as the sacrifice in
other outputs that is necessary to undertake the investment. In other
words, the economic cost of an investment is the sacrifice in other activ_
ities that was required to undertake the investment, which is not neces_
sarily the amount spent on the project.

For two reasons' opportunity costs can depart substantia'y from fi-
nancial costs. First, a pubric investment is coitry to society only if the
resources used to build and operate it are transferred from oiher valuable
economic activities. If the relevant sectors of the economy are operating
at full employment, the financial cost of àcquiring these'resources (the
wages of rabor, the prices paid for equipment, materials, and rand) is
usually a reasonably accurate indicator of the sacrifice in other products
that is required for the public investment. But if the economy is not at
full employment, or if some resources are devoted to activities in which
these resources have low productivity, the opportunity cost of the public
investment can be ress than the amount actually paid ior these ¡esources.
In times of recession, a government usually puyu-*or" for resources than
their current earnings (which may be zero if they are unemployed), in
which case the direct ñnanciar cost of the investment exceed, it, opfor-
tunity cost.

Second, the financiar costs of pubric investments ultimatery are paid
from taxation, eithe¡ immediately or eventually to pay off public debt.
In general, raxation imposes an additionat opiortuniiy cosi because it
reduces the consumption of taxed goods. The real economic cost to
society of the tax system is not the taxes that are paid, for tax coilections
are simply transferred to those who build and oplrate the public invest-
ment. whereas taxpayers naturally regard these taxes u. u òort to them_
selves, from the perspective of society as a whore taxes are simply trans-
ferred from one pocket to another and so are not themselves u n*,o.i"l
cost. Rather, the social cost of taxation is the reduction in net consump-
tion benefits that is caused by imposing a tax. These costs consist of theor costs of tax compliance (of collecting taxes and enforcing the tax code)
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plus the "dead-weight loss" of driving a wedge between the cost of
products, as measured by their market price, and the total amount paid
by consumers, which includes the tax.

Economics research indicates that the opportunity cost of taxes is
significant. Although different methods produce different estimares, a
common conclusion is that the social cost of taxation exceeds tax collec-
tions by about 25 percent.n The implication is that if an economy is
operating at full employment, the opportunity cost of a subsidy can be
substantially greater than its {nancial cost. Suppose that the economic
cost of the tax system is 25 pèrcent of tax collections. Then, with full
employment the true cost of a $200 million subsidy for a sports facility
would be $250 million.

Another common misconception about pubric investments is that the
income they generate ought to be counted as part of their benefits. By
way of example, the wages to be paid to construction workers are fre-
quently assumed to be a benefit of a'publicly financed sports facility. This
perception is incorrect on several counts.

If project workers would otherwise be employed at the same wage if
the project were not undertaken, there is no net income arising from the
public investment. Instead, the public investment is crowding out other
activities of equal cost, and the workers are affected only insofar as the
source of their income has changed. The key point is that under condi-
tions of full employment, expenditures on the project, including the
wages of construotion workers, are a cost, not a benefit, because these
expenditures approximately measure the sacrifice in the production and
consumption of other goods that must be made in order to build the
facility. I

If the workers would otherwise be unemployed, the financial costs of
hiring them to build the stadium are ignored in the economic impact
analysis, so that nothing is subtracted from the consumption benefits of
the stadium to cover the wages of the workers. of course, citizens pay
taxes, which are then paid to the workers, but it would constitute double-
counting to ignore the tax payments as part of costs (because the oppor-
tunity cost of the workers is zero) and then to add in the wages of the
workers as a benefit.

Moreover, the societal benefits of employing unemployed workers can
be obtained without undertaking the public investment. The local gov-
ernment insteafl cpuld simply give the money to the workers as unem-
ployment insurance, or employ half the workers to dig a hole and the
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other half to fill it up, thereby generating the same amount of income
and number of jobs. Thus the benefits of a stadium investment compared
with unemployment insurance or make-work public employment arise
from its contribution to consumption, not the transfer of income to the
construction workers.

Because of the significance of opportunity costs, a public investment
should be evaluated in terms of the best alternative way to use the same
resources. The presence of unemployment may be a legitimate rationale
for a public investment program, but it is not a rationale for building a

stadium, rather than making some other public investment. In order for
the stadium to be the best choice, it must generate net benefits that
exceed the alternative uses. That is, the stadium not only must be more
attractive than unemployment insurance and digging and filling holes,
but more attractive than an equal investment in schools, streets, parks,
and subsidies for other private businesses. The opportunity forgone in
building a stadium is not the cost of the stadium, but the benefits from
the other ways this money could be spent (including tax reductions).

The preceding discussion leads to an extremely important general
conclusion about the evaluation of public investments for society as a
whole: a public investment can be worthwhile in only three circumstan-
ces. First, society may have unemployed resources that can be used most
productively by subsidizing investment. Second, if society is fully em-
ployed, it may be spending too little on investment in relation to curent
consumption (that is, more investment, although sacrificing some current
consumption, would cause a more than compensating increase in con-
sumption in the future). Systematic underinvestment is likely only if an
investment produces significant externalities (such as the externalities
that arguably arise from the presence of a local sports team) or if capital
markets do a poor job of financing some forms of viable private invest-
ments.to Third, the productivity of the subsidized investment, as mea-
sured by the value of the consumption that it creates, exceeds the pro-
ductivity of all other feasible investments. In all cases, in order for a

public investment to contribute to economic welfare, it must increase
future consumption. And, in the first two cases, this objective is accom-
plished because the public investment causes a net increase in total
investment.

If a public subsidy does cause a net increase in investment or invest-
ment productivity, its benefits are not limited to the direct consumption
benefits of the invesrment. Additional benefits will be derived from in-

I
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creased consumption that arises f¡om the additional income created by

producing the net addition to direct consumption. In short, the public

inuart*ant has a "multiplier effect" because producing the direct benefrts

causes an increase in real income, which in turn is spent on further

consumption. Hence a proper evaluation of a public investment differs

significantly from the purely profit-oriented evaluation of a normal pri-

vaie investment. The latter requires only that direct consumer benefits

exceed coits so that the firm can charge prices in excçss of average costs

and thereby earn a profit. By contrast, in evaluating a public investment

one must take into account the additional net benêfits that accrue in other

industries due to the multiplier effect.

Local versus Societal Effects

Thus far the main concern of this discussion has been the global effects

of an investment: whether it causes a net increase in total economic

activity. The underlying assumption here is that the political unit respon-

sible for the investmeni will take into account all of its economic conse-

quences. But public expenditures may have worldwide consequences' as

iilustrated by the decision of France, German¡ Spain, and the United

Kingdom to subsidize investments in Airbus to facilitate its effective

comletition with U.S. aircraft manufacturers. These countries are un-

Iikely to take into account either the benefits or the costs that arise from

the Ãirbus program in other nations (and in particular, any loss in aircraft

production 
"ffr"i"n"y 

that arises from transferring aircraft sales from

Boeing to Airbus).
A fundamental tension exists between global economic analysis of the

type described above and the principle of democratic responsiveness. An

investment can have two kinds ofglobal net benefits: internal net benefits

(which accrue to people who live within the political jurisdiction under-

iaking the investment) and external net benefits (which accrue to people

outsiãe the same jurisdiction). If the primary concern of voters is the

effects of an investment on their own welfare, and if external effects are

significant, public officials will be unresponsive to the demands of their

constituents should they base decisions on global effects, yet will pursue

inefficient investment policies when they consider only internal net ben-

efits. Put another way, to Pass a global benefit'cost test (which includes

both internal;?nd external effects), an investment must generate a net

increase in t<iial worldwide wealth and consumer welfare, whereas to
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pass a local (purely internal) benefit-cost test, an investment need onlyrea'ocate wearth and consumer benefits in favor of the political jurisdic_tion that is undertaking the investment.
' Investments in sports facilities can have international imprications andso create rhis diremma, as they do when canadian 

""ã;;;;"an citiescompete for the same sports f¡anchise. From the p"r.p;;, say, of a'signatories ro rhe Norrh American Free Tiade AÉ";;;;"iñärnn¡, noaggregate economic welfare may be at stake in dJciding *t 
"ri", a sportsteam locates in canada or the united states; however, in neither nationis the decision to invest in a sports facility rikery ro ú";p;;;;" rhe lostbenefits to the other nation-fråm roring (ór *, ät,.*i"eíã'ä.,o. c*-sequently, in each counrry the economic benefits 

"f 
ilidín; a-facility toattract a team are likely to incrude the gross consumer benefits, not thenet benefits in comparison with other lo-cations.

In practice, of course, the internationar imprications of subsidies tosports facilities are not likely to be very important,.,o,tur-u purelynationar anarysis of stadium investments is noi titcety i" ,,'irrì"," appre_ciably its globar economic consequences. Nevertheier., tn" *"*pt" i,instructive, because subsidies for sports facilities usuaily are provided bystate and rõcar governments, in cãmpetition with other state and locargovernments within the same nadon.
The major difference between internationar competition and compe-tition among localities in the same country is that in the latter caseproductive resources are highly mobile, more so than in even reasonablyfully integrared free-trade- aieas ,u.ú ., NAFTA an¿ tr," Èurop"ununion' More than is the case internationaty, competiti"" ;;""g rocar!ties within rhe same natiqn induces uu.in"ír"r-"-nï;;;t."l.ï'retocare

from other communities. By contrast, internation"r .",'ú;ãnlrimarityaffects the market share that a domestic firm can capture from foreigncompetitors.
To be deemed worthwhile, a local public investment, such as a sportsstadium, mus't create a net economic benefit to the locarity that pays forthe facility' To generate a net increase in local economic activity underconditions of fut emprovment, the invesrm";, ñ;;;;;ä.ïiå, u"*outside the local area. This net increasç in rocal economic u"iiui,y 

"unbe, but need nor be, a global net increase. In particular, iiut;;lpublicinvestrnent simpry causes a realrocation of economic activity among lo_calities, a city that gains from the realrocation can perceive its investment
Or(,

J
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to be worthwhile even if its gain is exactly offset by reduced economic
activity elsewhere.

In the case of professional sports, luring an existing team from another
locality usually is more attractive than participating in the net economic
growth of major league.sports by obtaining an expansion franchise. Es,
tablished teams are usually better than expansion franchises and, in any
case, have a history and traditions that add to their value in the eyes of
sports fans. Moreoveç the monopoly structure of all major league profes-
sional sports enables leagues to create scarcity in teams in order tã rnu*-
imize the value of established franchises. Scarcity in teams is achieved
by pursuing a strategy of very slow expansion that leaves many viable
franchise locations without a team. These cities then compete for estab-
lished franchises by offering subsidized playing facilities.

The Dependence of Estimated Net Benefiß on
Arbitrary Line Drawing

An important consequence of the propensity of governments to con-
sider only internal benefits and costs is that the magnitude of net benefits
depends precisely on how the lines are drawn to differentiate internal
and external effects. At one extreme, consider the effects of a sports
facility on the neighborhood in which it is constructed. Most likely, res-
idents of the neighborhood account for a very small fraction of the taxes
used to pay fqr the facility; hence the loss of consumption benefits
through taxatión þrobably will be very small. Likewise, almost no evenr
inside the stadium willmatter economicaily to the neighborhood. Nearby
residents are likely to account for a tiny fraction of attendance inside the
stadium, so that the staging of contests will generate virtually no direct
benefits to the neighborhood.

Indirect neighborhood benefits, arising from the additional consump-
tion generated by employment within the stadium, are arso likely to be
unimportant. Nearly all of the income generated by a sports team goes
to players, managers, executives, and owners. Only if they choose to
move near the new stadium will the neighborhood experience an indirect
benefit, arising from their neigtiborhood consumption expenditures. Be-
cause this circumstance is highly unlikely, nearly all of the income earned
by the team is irrelevant as far as the neighborhood is concerned. A more
plausible neighborhood benefit is that some local residents will find part-

I
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time jobs at the stadium, such as taking tickets, parking cars, or selling
concessions. of course, these jobs would arise règardless of where the
stadium is located, but the extent to which neighborhood residents hold
these jobs plausibly depends on where the stadium is rocared. The neigh-
borhood benefits to the extent that these jobs increase the income of
neighborhood residents.

Some neighborhood businesses may receive indirect benefits in the
form of an increase in sales during both the construction and operation
of a sports facility. First construction workers, and then fans attending
games, are likely to live outside the neighborhood and to increase their
patronage of restaurants, bars, parking lots, and gas stations near the
stadium. The neighborhood effect from fans, of course, is greatly dimin-
ished by the modern tendency to enclose all these commercial activities
within the ballpark or arena. whereas under conditions of full employ-
ment these effects are likely to be reallocations of business f¡om other
localities, the additional income of nearby businesses, net of their pro-
duction costs, will cause an increase in wealth and consumption by neigh-
borhood residents. Indeed, the increase in neighborhood net income is
a rough approximation of the increased value of consumption.

To the extent that the stadium does cause some increase in neighbor-
hood income and consumption, the additional indirect benefits that are
generated by the multiplier effect are likely to be quite small. In general,
as the size of the area that is regarded as internal grows smaller, so, too,
does the proportion of a resident's income that is spent within the area.
The area near the stadium is likely to have a less diverse array of retail
stores than an entire city or metropolitan area, so that neighborhood
residents are likely to spend a considerable fraction of their income out-
side the neiþhborhood. As a result, the multiplier that is appropriare for
measuring the total amount of economic activity that the stadium creates
in its neighborhood is likely to be small in comparison with the multiplier
for a larger area, such as an entire city. Finally, the new facility might
cause increased local congestion and pollution, and even a change in the
local crime rate. In calculating the neighborhood's net benefits, these
spillover effects must also be taken into account. In some cases, neigh-
borhood residents believe that these undesirable spilrover effects are so
large that they vociferously oppose a stadium proposal. For example,
residents of South Boston created "sack the stadium," an organization
that intensely opposed a plan to build a stadiuin for the New England
Patriots in their community.rr
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By contrast, consider the internal net benefrts from the perspective of

the éntire metropolitan area. Now the direct consumption benefits from

the major league sports team and the costs of constructing the stadium,

including the tost of taxation, are far more important, for most of these

benefits;nd costs will accrue to residents of the metropolitan area. At

the same time, the choice of lunch spots, watering holes, and gas stations

by construction workers and fans who live in the metropolitan area, and

túe identity of the employees who work in the stadium, are a substitution

of economic activity in one neighborhood for business in another and so

make no net contribution to metropolitan economic activity. Likewise,

the negative spillovers in the neighborhood of the stadium will not affect

most citizens in a metropolitan area.

Recall that under conditions of full employment, local economic

growth and the multiplier effects are not achieved unless the public in-

vestment increases "exports" to other areas, which then generate addi-

tional income and consumption benefrts locally. Likewise, as increases in

local income are spent and generate more consumption' the subsequent

rounds of the multiplier effect will be higher for the metropolitan area

because more of the increased consumption will occur somewhere in the

metropolitan area than in any given neighborhood'

These examples illustrate some general principles about the relation-

ship betweeri iire size of the. political unit that is contemplating a public

investment and the investmånt's "internal" effects. Most obviously, the

fraction of global benefits and costs that are regarded as internal increases

as the size ãt ttre retevant political jurisdiction increases' Following from

this observation, the global effects of a sports facility are likely to be

almost completely internalized at the national level'

At the level of a metropolitan area, the primary dístortion in an inter-

nal benefit-cost analysis will be that the transfer of direct consumption

beneñts and indirect economic growth effects from other metropolitan

areas will be counted as a net benefit. From a national standpoint, this

transfer is generally a matter of indifference. At the level of a political

jurisdiction within a metropolitan aÍea, a reallocation of entertainment

Lxpenditures by metropolitan area residents from other local jurisdictions

will be counted u, un int"'nal effect, even though at the level of the

metropolitan area this reallocation is generally a matter of indifference'

consequently, as one moves to ever smaller jurisdictions, defined in terms

of the iractioq of the metropolitan area that they include, the difference

between a pollticatty relevant and a comprehensive beneñt-cost analysis

I
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grows larger, and jurisdictions are increasingry rikery to base their deci_sions on the effects of the investment on the alroðation of activity incontrast to its global net benefits.

Identifying a Tèam,s Net Exports

An important distinction between metropolitan and. submetroporitaneffects lies in the nature of the ,,exports,,lt'hutg";;,ut""Ëi""ono*i.
growth. The external. sources of income are in-stadium revenues ac_counted for by fans who reside outside the rerevant p"r,"i"r':"¡sdiction,
plus other team revenuEs, such as those connected with broådcasting orlicensing, that are paid .by businesses outside the jurisdiction. If a teamlocates within a metroporitan area, gross regionar exports increase to theextent that the team artracts tourists and seis uroaoåastinf"nã u""nringrights to national firms.

From the team's gross exports must be subtracted the team,s .,im-
ports'" For example, if out-of-town fans buy concessions, but these goodsare produced elsewhere, the external payments must be subtracted f¡omconcession sales to determine n"t .on.årrion exports. f,ite*ise, to theextent that players' managers, executives, and owners live outside themetroporitan area, the net export value of thç team 

"onsists 
ánry or tneportion of income that is spent rocaily, and not the part th.;i, transferredto the residence location of these pásonnet.

The detairs about^the true net .iport, of a team are important becausethey determine the ñrst-order amount of economic g.o*tt created by ateam' which is then used in a multiprier formula to carculate the netbenefiß of a team to to.cat residents. iypically, 
""on;n,;;-,J;;1, ,ruoi".of stadiums are suscepribre ro two 

"rro.r'r"ratåd 
to ner .*poräiir, .uur.the benefits of the facility to be overestimated: the first is to overstatethe extent to which a stadium uìtru.t, tourists; the second is to overstatethe extent to which the income generated by the team is retained in thelocal community.

To estimate the exports attributable to a team, rocar economic impactstudies frequentry conduct surveys of those in attendance-uigu*". ,oascertain where fans rive and then count as tourists attracted ùyin" ,"u*all fans who reside outside the area. Additionar ,u*.y in*i^'."nts areused ro ascertain how much the average tourisr.p"na.fniåì"ir, r"*uu-rants, shopping, and orher consumer activities. ri",p"riri".iliì, i, ,r,"n¡redited with creating new tourism expenditures equal to the number of
('l
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nonresident fans times average tourist spending. These expenditures are
then multiplied by a number derived from studying the effects of new
industrial facilities to ascertain the overall increase in local þconomic
activity that is accounted for by the imports. Typical values of this mul-
tiplier range from 1.5 to2.0. Thus the estimated net exports said to be
caused by a sports team are the product of three numbers: the number
of nonresidents attending the game, the average amount spent by tourists
who visit the city, and the regional multiplier. Of course, the expenditures
of a fan on tickets and concessions may be a tiny fraction of this total, if
the total includes several days of expenditures on hotels, restaurants,
other tourist attractions, and other consumer goods, all then multiplied
by some number nearer 2 than 1,.

Tiouble with Tourism and Multipliers

The procedure just described overstates the net exports arising from
a professional team in that it credits the sports facility with drawing to
the community all nonresidents in attendance at a game. Obviously, if
tourists who attend sporting events visited the city for another purpose,
or have their visits paid by local residents, these calculations are in error.
The following examples illustrate the point.

-Executivep 
fqom a nonresident client corporation of a law firm visit

the city to discuss pending litigation against their company. The law firm
owns a luxury box at the local baseball stadium, and during the visit
some of the firm's lawyers take the visiting executives to a baseball game.

-A professor of Japanese art at a local university receives a grant
from the National Endowment for the Húmanities to hold a conference
about some recently discovered nineteenth-century wood prints and in-
vites several colleagues from Japanese universities. while in town, the
Dodgers are playing the local baseball team, and Hideo Nomo is sched-
uled to pitch, so the Japanese visitors attend the game.

-As a result of a divorce, one parent is separated geographically
from two children but makes a point each weekend to visit the children,
and occasionally takes them to the ball game.

-A family decides to spend a vacation at Disneyland. One evening
during the visit,, the family attends a baseball game at Anaheim Stadium,
only a few blocks away.
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In all of these cases, the standard practice for evaluating the economic
effect of a sports team would attribute all the visitors' expenditures to
the baseball team, not just the expenditures at the ball park. In other
words, the baseball team would be given the credit for the law firm getting
its nonresident client, for the professor getting a federar grant to pay for
the Japanese visitors, for the parent deciding to exercise visitation rights
for the children, and for all Disneyland visitors who also attend either a
Dodgers or an Angels.game.

How important are these errors? We do not know, but they are likely
to be substantial. The survey instruments used in these calculations do
not attempt to ascertain causality in any form, including who actually
paid for the ticket or why the nonresident is visiting the city. Teams do
sell tickets, even season tickets, to nonresidents, but rarely are data about
ticket sales made public.

Despite the lack of systematic information with which to evaluate the
magnitude of these errors, several observations can be made that shed
some qualitative light on them: First, the importance of sports teams in
attracting tourism is almost certainly declining as the number of teams
grows. until the 1950s, major league professional sports were confined
almost entirely to a few cities in the northeast quadrant of the nation.
The only exceptions were the NFL teams in california. consequently,
the vast majority of Americans could attend a game only by traveling a
great distance to one of these cities. Subsequently, expansion and relo-
cation brought multiple teams in each sport to every region of the country,
The result is not only that a much higher fraction of the population now
has a local team, but that tourists have less reason to plan vacation trips
around the opportunity to attend a major league game. A visit to any
large city þrings a tourist to the home of a major league sports franchise.

In addition, with the growth in demand for sports, a much larger
fraction of attendance is now accounted for by season ticket sales. Most
teams in football and basketball, many teams in hockey, and even some
teams in baseball sell all of their good seats on a season-ticket basis.
Hence planning a vacation on the expectation of seeing a game at Fenway
Park, Giants Stadium, Madison Square Garden, or even lesser-known
venues such as the Duck Pondt'z.and the Shark ränk¡3 would be difficult
at best because a family would have a strong chance of being unable
either to buy good tickets or to purchase any tickets at all.

Most likely, these factors are increasing the proportion of inadvertent
attendance by nonresidents that has nothing to do with their visit and is
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actually arranged by local residents. Hence, as the number of teams

grows and more teams sell all or most good seats as season tickets, the

.agnitude of the error in the traditional economic impact analysis of a

sports facility will probably grow as well.

Just as gross exports âre overstated, so, too, is there a tendency to.

overstate the extent to which the income generated by a team remains in

the local economy. In realit¡ the main source of external revenue for a

sports team is not attendance by nonresidents, but broadcasting and

licensing income. National broadcast revenue is important in all sports,

but in football it amounts to more than half of all revenue, and in baseball

it is more than $10 million per team. Local broadcasting, which is signif-

icant in all sports other than football, is usually sponsored by national

firms: breweries, oil companies, automobile manufacturers, manufactur-

ers of shaving materials, and so on. Likewise, product licensing agree-

ments, whether sold primarily by the league (as is the case in the NFL)

or by individual teams (which is more common in other sports), are

uruuily with national manufacturers of consumer products such as cloth-

ing, athletic equipment, soft drinks, and beer. Hence, with some excep-

tions, these revenues are gross expofts for a local sports team. (Net

exports would subtract the magnitude of licensing fees that are derived

fróm local sales and the increase in non-locally produced goods as a

result of national advertising.) If these revenues were retained in the

local community, they would be a substantial source of new income to

which the muldþlier effect might apply. But to calculate net exports (and

hence the net income subject to a multiplier effect), one must subtract

from the gross income of the team all income that accrues outside the

Iocal community.
In all professional sports, more than half of the gross revenue of a team

goes to uihl"t"r. A signiñcant portion of the rest goes to owners' executives,

on-field managers and coaches, and scouts. To the extent that these person-

nel do not reside locally, almost all of their income is immediately trans-

ferred out of the area in which it is earned. The amounts transferred make

no conlribution to local economic growth. In addition, teams spend addi-

tional funds outside the area: for equipment, travel, and minor league

players, coaches, and managers, among other things.ro In baseball, and to

a lesser extent football, additional expenditures are incurred in pre-season

training at facilities outside the local metropolitan area'

The magnitude of these external transfers and expenditures is sub-

stantial and varies enormously among sports and teams. The career of



72 RocEn G. NoLL e¡¡o ArNonEw Ztrr¡aaulsr

an athrete, a manager' or a coach is short, and even those with longcareers are rikely to change teams severar times during ,h"i, ,"n.rr".consequentìy, athretes unJ *unug"rs are notoriously untikery to havemuch attachmenr to the cities rn wnich they work; rather, they tend toselect a permanent residence on the basis óf tn" uttru.iionr-ot,rr" 
"i,y.In particular, many are drawn ro rocations where th"y ;;;. raised orwhere they attended coilege. [n some cases, these considerations causeathletes and managers to reside in the area where they play, ,";ï #;;cases they do not' In any event, to the extent that a team,s roster incrudesplayers' coaches, and a manager who live elsewhere, their salaries shouldbe excluded from calculating ttre local economic impact of their team.Likewise, the earnings of anãbsentee ov/ner or executive arso should besubtracted.

Yet another concern is whether standard multiprier anarysis is a validway of dearing with rhe rocar income of a spo.ts't;;,":'il" ;remise ofmultiprier anarysis is'that a certain portion of the income generated bya.n investment is spent on consumptiån, and that some ,ignin:"*t fractionthereof is spent rocally and itseri is dåvoted primariry ro consumprion.The extent to which. this income is spent on consumption depends, first,on how much is paid in taxes, and, second, on the ¿".irion;;'å incomerecipient in allocating disposable (after-tax) income U",*""rr"onsump_tion and savings. In both .ur.r, .u.n after taking into account the incomethat is earned by nonresident emproye"r or ui""-, ;;;ä*'regionalmultipliers are rikery to overstate'the extent to which the income of a

:ä:i rteam 
contribures to rocar economic growth ttrrougi a 

-murtiprier

one source of this overestimate is the unusua'y high incomes of thepeople who éarn almost a' of the income generated by a sports team.Multiplier analysis is based on observingìh" .onr"quences of investmentsthat employ ordinary people earnirig ordinary incomes. Athletes,
,r-oïI"_tr 

manage:s.' executives, and owiers account for nearry a'of the¡ncome generated by a sports team, and the incomes trr"v eniov are farlarger than the average wage. Tèam personnel therefore pay a highershare of their income in incãme-relatËd taxes, and so have proportion-ately less disposabre income. Also, whereas most Americans s;ä;;fraction of disposabre income, high,income in¿iviauars iaue tiilh"r r"u_ings rates' Moreoveç because at[letes have very short careers in com-parison with other high-income occupations, they have un 
"u"n 

srronger
¿çotive to save' in order to smooth annual consumption over their tives.{
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For these reasons, a lower proportion of the income of athletes and other
high-salaried team employees is spent on consumption than would be the
case for the income generated by other businesses. consequently, the
in-come generated by a sports team should have a much smalrei murtiplier
effect than the income generated by other new businesses.

The magnitude of the overstatement of net exports and the regional
multiplier effect is not known. To carculate these effects would require
detailed expenditure studies of athretes and other employees of sports
teams, and such studies have never been undertaken. Móreove¡ these
studies would have to be donq separately for each team, because teams
differ in the residences and expenditure pattems of their athletes. what
is known is that the typical economic impact study of a team and stadium
does not assess the validity of the standard assumptions, in spite of thepowerful reasons to believe thât these standard uiru,npiionr'inrroducê
significant errors that systematically overstate the economic benefits of a
sports facility.

Another economic benefit of sports teams, proponents claim, is that
industry is more likely to locate in cities with major reague sports fran-
chises. This tendency is said to have been one reason that Jacksonville
vigorously pursued an NFL expansion team. According to this argument,
corporate executives prefer cities with major league sports t"u,r¡i and so
in a close decision about where to locate á ne* uusiness facility they will
favor these cities. In fact, severar business leaders have openry ,ru,"d ,hu,
they consider fhe status of major reague sports whén making such
decisions.

There is no systematic eviQence that this assertion is true, and some
even indicates otherwise. Chapter 14, for example, shows t\at sports
teams have no long-run employment effect, and other ,".""r"[, on cor-porate location decisions finds that, statistically, costs (including taxes
net of subsidies), the quality of the locar labor force, and city amenities
(such as the quality of education and health care) are the iactors that
affect corporate location decisions. In any event, the relevant question is
not.whether a sports team makes a city more attractive for corporate
executives, but whether the most effective way to spend $200 miliion to
$300 million with a view to attracting new business is to build a stadium
to attract a team. By contrast, the same amount could be spent on
industrial parks, local tax exemptions for new business facitities, com-
puters for local,scþoors, or an endowment for a high-quarity erectrical
engrneenng and computer science program at a local university. Further-
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more, to the extent that the facility has a lease that is unfavo¡able to the
city, the stadium may experience net operating losses, which would have
an adverse effect on the city's fiscal situation. This, in turn, would put
pressure on both services and taxes and tend to discourage corporate
relocations.

Summary of Economic Impact Analysis

A valid economic impact analysis consists of a comprehensive state-
ment of the net benefits to a relevant population arising from a public
expenditure. Economic impact analysis constitutes a test of whether the
benefits exceed the costs and can be summarized as a simple algebraic
expression:

Net benefit5 = (consumption value of a team to fans)

- (annual cost of stadium + team operating cost)

- (environmental, congestion, and public safety costs)

+ (increase in local income x multiplier).'ó

The consumption value of a stadium has three components: atten-
dance, broadcasting, and the externality value of simply having a local
team. Stadium costs are net of rent, if any, and any increase in local
tax revenues that is due to the stadium but they include local govern-
ment costs of stadium operations, even public services such as police.
The consumption benefits include the value of broadcasts of local
teams (rather than distant ones) to consumers, and team operating
cost includes all costs associated with broadcasting as well as playing
games. And, just as the positive externality of having a team must be
included in the equation, so, too, must the negative externalities as-
sociated wiçh travel to games, such as additional air pollution, traffic
congestion,' and security problems.

Local income can increase in two ways: through increased sales to
people outside the community (net exports), and through higher-
productivity jobs for local residents. Both effects can arise from either
the use to which the investment is put (the direct effects) or the spillov.er
effect on other local businesses (the indirect effect). The indirect effect
includes incidental expenditures by fans and nonresident team employees
in the local community. The direct and indirect increases in local income

I
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include only additional income earned by residents of the political unit

that is paying the subsidy and so exclude any income retained by owners

and employees who do not live in the community.

The multiplier, rn, is calculated as:

m:1.1(I-s),

where s : c * f; c : fraction of the increment to Pre-tax income that

is spent on consumption; and,f = fraction of local consumption ex-

penditures that generate an increase in local net income. Typically'

taxes and savings account for more than 30 percent of income, and

among the highly paid employees who earn most of the income that is

generated by a sports team, this fraction is likely to be even higher.

Even if consumption occurs locally, the businesses that experience

added sales will also have additional costs of goods sold thpt are paid

to residents outside the local community (such as the food sold at

restaurants and grocery stores, the clothing sold at department stores,

and the rights fees for the films shown'at the local movie theater). For

ordinary public investments in a relatively large metropolitan statisti-

cal area (MSA), a reasonable value for c is 2h and for/is 72, so s :
7¡ and m = L.5. Most likely, for sports facilities, the multiplier is lower

for several reasons. First, most of the income of sports teams goes to

high-income individuals, who allocate more income to taxes and sav-

ings than the typical wage earner. Second, athletes are likely to live

outside the.city in which they play, and even those who live in the city

are more likely, along with the team's executives, to spend larger

shares of their income outside the area than is true for employees of.

typical businesses. Third, prices for food items at a ballpark or arena

are considerably higher than at average retail establishments, and a

large part of this price differential is siphoned off by the concession-

aire, which more often than not is based in another city. Thus a sports

multiplier might be conservatively estimated with the following param-

eter values: c is 0.5 (assuming state and federal taxes equal to one-

third of income and savings equal to 25 percent of disposable income),

/is 0.3 (assuming onè-fourth of consumption expenditures are outside

the area), So s = 0.15 and the multiplier for sports teams is 1.2. Finall¡
it is important to stress that the proper multiplier is applied not to

gross spending; but to that portion of spending that constitutes a net

increase in the income of local residents (or local value added).
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The Economics of Competition for Tþams

The next important question to consider is whether interjurisdictional
competition for teams distorts decisions about subsidies, the àesign ofstadiums, and the rocation and operation of teams. To address this ques_tion, we take as given two conditions that are discussed in chapter 1.First, as a poriticar matter, Iocar governments channer subsidiesfrimarily
through stadiums rather than direct cash payments. Second, the numberof teams is smailer than the number of financiaily viabre franchise roca_tions, so that cities compete for either existing teams or a very limitednumber of expansion teams. The latter urru,'þiion 

"n"ulesusiJsimplifythe analysis by contemprating the outcome of a process in which many
cities compete for a singre team. The outcome of this simplified process
does not differ substantiaily from what happens when there are manycities bidding for a much smalrer number of teams, as in the recent
spectacles of ten or more cities bidding for two expansion franchises ineach sport.

we also assume that teams seek to maximize rong-run profits, includ-ing the resale varue of the team. This assumption is compatibre with theview rhar reams wil evaruate competing uioi by giving ån .duuntug. totheir existing home, but it does assumJ that if a team is offered a sub-stantially better deal to rerocate, it will do so. somewhat surprisingry,
this assumption does not produce dramatically different results from thetheory publicly espoused by some sports executives, namely, that owners
seek to maximize the quarity of their team, rather than profits.¡7 Thesetwo views produce similar resurts because team quality is improved byincreasing expenditures on players, training, and coaching, una a teamwith higher revenues is able to spend more on team quarity. The resurtsdiffer primarily in the way teams dispose of their prodtr.

The practical consequence of the assumption that teams maximizeproñts is that this assumption makes tire bìoaing urnong li,i", .onr"-
quential: these bids determine the distribution of tãams .ñonf 

"i,i"r. 
orcourse' frequent moves and threats to move by teams in urr rpoit, frovideevidence that this assumption is not wildly incorrect. Thus in the foilow-ing an¿lysis teams are relativeþ passive piuy"rr, carculating the long-runeffect of location (including ruúrioi", uui aiso including alr other sourcesof revenues) on the várue of the team to the owner, and locating where

this value is maximized.
Oì
\o

Ecoruon¿rc lMpAcr or SpoRrs Te¡us er.¡o Fncrulrres z7

An important point to bear in mind is that the issue at hand is the
subsidy to the team, not the total amount spent by a city on a stadium.
To the extent that the stadium generates additional tax revenues for the
city, the stadium is not subsidized but is a form of business investment
by the city. Typically, stadiums will have a direct effect on local tax
revenues through sales taxes on tickets and concessions, and another
effect through increases in indirect income and the multiplier process in
increments to taxes on retáil sales and perhaps property (if the stadium
increases property values). Thus the analysis in this section refers to the
excess of stadium expenditures over the amount that would be justified
as an investment by its effects on future tax revenues.

In the case of stadiums that cost a state or local government hundreds
of millions of dollars, it is obvious that most of the cost of the facility is
a subsidy. For twenty-five stadii¡ms constructed between tg]-g and 1992,
the average subsidy was nearly $7 million a year.rs Because stadiums have
since become so much more expensive than the average during this pe-
riod, the annualized subsidy of recent facilities is most likely even greater.
counting all forms of taxes to all levels of government, the direct gross
tax revenues from a team are likely to be in the range of 10 to 15 percent
of gross revenues, consisting of rent (if any), sales taxes on tickets,
concessions, parking, and the increment to other retail sales through
indirect effects and the multiplier, and perhaps income tax on the earn-
ings of players and other employees.

For example,,if a football team sells 600,000 tickets at a price of $35,
collects another $20 in gross concession and amenities sales from each
customer, and sells $4 million of signage, total stadium revenues are $37
million. (These assumprions are within the range experienced by existing
teams.) Even a lp percent sales tax would generate only $3.7 million in
taxes. If the indirect effects create an equal amount of new spending
outside the stadium, which is quite optimistic, gross sales tax revenues
are, at most, double this amount. Of course, most of this revenue is a
substitution for other taxes (because stadium revenues from residents are
a substitute for other consumption). If the team's payroll is $50 million
and state and local income and payroll taxes average 10 percent (a very
high number), at most another, $5 million is added to all government
coffers; however, to the extent that this income is earned by residents of
other'states, tax collections by subsidizing governments will be less than
this amount. Co¡sqquently, the increase in local and state tax revenues



\¡
@ RooeR G. Nor-u r¡¡o A¡¡onew ZrMe¡trs¡

from the stadium would be at most $i2.4 million under favorable as-
sumptions, and probably much less.

By contrast, the annualized cost of a $250 million stadium with a

thirty-year life will be about $25 million in interest and depreciation, plus
several million more in stadium maintenance and local public services.
Moreover, to qualify for tax-exempt debt, the rents and taxes from the
operation of the facility must not exceed L0 percent of the financing
costs.¡e Hence, for both economic and legal reasons, it is reasonable to
conclude that most of the cost of a stadium to a city is, in fact, a subsidy.

Under the assumption that the team locates where it is most valuable,
competition among cities will proceed until the last bid prevents all other
cities from matching the offer. Of course, this does not imply that the
winning bid contains the highest subsidy, for the team will also take into
account other sources of revenue. A metropolitan area with a large
population, high per capita income, and a large surrounding broadcast
region with no competition in the same sport will produce higher reve-
nues from attendance and broadcasting, so a large area need not bid as

much as a less attractive location to attract a team. On the other hand,
to the extent that a sport engages in extensive revenue sharing, the at-
traction of a local market is relatively less important in differentiating
among cities. For example, the NFL engages in far more revenue sharing
than any other sport and so has the smallest variance among teams in
total annual revenues. Hence NFL teams are likely to make location
decisions primarily on the basis of competing bids for subsidies. The
movement of the Los Angeles teams to Oakland and St. Louis, the
Houston Oilers to Nashville, and Cleveland to Baltimore, would be far
more difficult to understand in the other sports, where local market
demand is far more important to the overall profitability of a team.

If the benefit to the team of the attributes of the local market are
important, the best markets do not need to bid their maximum willing-
ness to pay to obtain a leam. If an average market makes a bid that
equals the net economic benefit of a team (including consumption value
plus the net gain in economic activity), a strong market can win the team
by bidding the same amount, or even less. Hence better markets can
succeed with lower subsidieq, and to the extent that the strength of the
local market to a team is correlated with the net economic benefits of the
team to the community, better markets are more likely to derive a net
economic benefit from a team. However, with extensive revenue sharing,
as in the NFL, this effect is attenuated. Thus one consequence of more

I
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equal revenue sharing is that better markets must bid more for teams,
and a greater proportion of the total economic benefits of the sport is

transferred to teams. In short, the NFL is able to extract larger subsidies

from local governments than the other sports, relative to the value of its
teams, because it engages in extensive revenue sharing.

The cornerstone of the economics of subsidy competition among cities
is the calculation by a local government of the amount that it is willing
to spend to attract or to retain a team beyond its tax benefits. Two factors
affect the amount that a local government is willing to bid. The first is

the estimated magnitude of the internal net benefits, and the second is
the degree to which the local political process translates these expected
net benefits into effective political representation and action.

The maximum amount that a local government can pay to subsidize
a team without doing economic harm to its constituents is the internal
net benefit of having a team that would arise if the team received no
subsidy. This internal net benefit includes the consumption benefits to
constituents, the net transfers of economic activity to the local juris-
diction if the team locates there, and. the multiplier effects of these
transfers. If many cities are bidding for a team, the city that, in prin-
ciple, can bid the most is the one for which all of these internal net
benefits are greatestì

From the preceding discussion, three factors appear to account for
one city having an economic apvantage over another in competing for a
sports franchise. ,,First, one city can derive a greater net consumption
benefit from a team. All else equal, this puts larger cities at an advantage

over smaller ones, because larger cjties have more people who can derive
a personal benefit from a local team. Of course, all else may not be

equal. A smaller city may have a greater proportion of diehard sports
fans, a higher per capita income (so the intensity of its interest in sports
is backed up by greater purchasing power), or fewer cultural and enter-
tainment attractions that deflect attention from a sports team. Likewise,
a local government that includes a larger proportion of the sports fans in
a metropolitan area is at an advantage. Because only residents "count"
in internal benefit-cost analysis, a government containing a higher pro-
portion of the intense sports fans will have a higher maximum bid. Finally,
if a city has fewer teams, it is will also have an advantage in bidding,
because the presence of some teams is likely to reduce the consumer

bênefits of attracting still another team. This effect is likely to be stronger
if a city already hâs a team in the same sport.
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second, cities that expect to experience a rarger rea'ocation of eco-nomic activity from other communities are at an advantage. In general,this effect works in the opposite way from the first. within ã *.iroporitunarea, each locarity win benefit from the rerocation of a team from.outsidethe metroporiran area to within its jurisdiction. But 
",*;il;;l;;isdictionwill derive a greater benefit because it has more to gain from reallocationswithin the metropolitan area. Most of the expenditures of fans attendinga game are by residents of the metroporita; area who a""ia"ìo rp"nodiscretionary dolrars on professional sports, rather than on movies, res-taurants' the theater, or other things. These expenditures amount to asubstitution of sporting events for-other rocar consumprlon *riuiri"r.Notwithstanding differences in whether the income t o* tr,"råpendi_tures is retained inside the metropolitan area, the net effect of this rear-location of local consumption u.iiuity is zero and so is irrelevant fromthe standpoint of net economic activity within tt e metropåiiàn ur"u.

Ioy"u"t if a rocal government contains a small proportion of these otherbusinesses and expects to retain a significant proportion of the expendi-tures associated with artendance u, g-u*.r, it iitiperceiu"i-nl,-inr"rnul
benefit from rhe purely redistributiie .n".r, ;iil';ñir.än'"rro_
politan-wide government perceives no internal benefit from these rear-locations of local expenditures.

Third, a city wilr experience a larger multiprier effect from the locationof a team if the community captures-a larger proportion of the consump-tion expenditures that are generated froÃ the net rocar income (if any)that the team, generates. This effect again works in favor of communitiesthat are largår and more diverse, including communities that containextensive rerail sares ourrets. Thus a wearthyËedr;o*.,.uùilJïu, 
"uru.,the star athretes but experience a smat rit,ipti", effect because its res-idents spend at of their income ersewhere. Á ""nil;;,, *J, 

"o",u,",extensive retail shopping may attract no star athletes, but if they spend

üå:l 
ar irs retait shops, the city may experience a significuni.ifripri",

similarly, a metroporitan area is more rikery to experience a net gainfrom a team if the sur¡ounding hinterrand is hlav'y o"*u*"J"no 
"on-tains no other teams. For exampre, because camden yar¿. i, oJv to*v-five minutes from downto*n Wåshingron, D.c. llãn#ìi;;;:; r"."D.c. suburbs), the Bartimore oriorei u,ar*, a significant number of fansfrom outside the Bartimore metroporitan area and so generate unusualry\¡

H
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large "net export" sales. were a baseball team to locate in the District
of columbia, neither the orioles-nor the new team would be likely to
generate much in the way of sales in the other community. Thus, i{ neither -

Baltimore nor washington has a team in a sport, each city,s wiriingness
to bid will be enhanced by the possibility of generating revenue from
residents of the other city. The maximum feasible bid fór either city is
lower if the other has a team.

Briefly, the advantage of a metroporitan government is that it incor-
porates all of the consumer benefits from attracting a sports team, plus
all of the net export benefits a team creates. The ãdvantage of a com-
munity that is smaller than a metropolitan area is that it takes into
account trànsfers of consumption expãnditures within the metropolitan
area. Whether a metrepolitan consortium of governments has the !r""t",advantage depends on the relative importance of these effects. From
the preceding arguments, one might expect metroporitan area govern-
ments to be more likely to have the advantage when an ,."" hu, un
especially intense unsatisfied demand for sports, as wourd be the case
when it is acquiring its first team and when its surrounding region is
populous and lacks competing teams. In larger metropolitan areas (both
absolutely and relative to the surrounding regionar popuration), a subgov-
ernment is at an advantage because the transfer effects within the met-
ropolitan area are likely to loom larger. Moreover, because a strong retail
sales base is a necessary condition for capturing indirect benefiìs, the
governments having,the greatest advantage with respect to the redistrib-
utive effects of a stadium are likely to be either central cities or large
suburbs with extensive retail shopping, as compared with small bedroom
suburbs.

- From the standpoint of economic.efficiency, aggregate economic wel-
fare is maximized if teams locate in areas where they lenerate the great-
est global net economic beneñt. competition among metroporitan areas
(or among states) is broadly consistent with rhis oui"orn.. The primary
factor entering into the maximum bid of metroporitan areas is tÀ" -ug-nitude qf net consumer benefits, that is, the intensity of fan demand for
a sports team. A possibly important second factor is the extent to which
employees of the team (primarily the prayers) relocate to the area in
which the team plays. cities that retain more prayers wilr retain more of
the net income generated by a team and so enjoy greater net exports and
a larger multipliel effect. These benefits are not economically valueless



\¡
N)
a2 Rocen G. Nor-l e¡¡o ANoRsw ZtMenulsr

from a global perspective, since presumably, all else equal, players would

rather live where they play and so derive value if their team locates in a

city that is a desirable place to live.
If bidding takes place among metropolitan areas, the ranking of the

maximum amounts that competing areas can bid and still benefit from
having the team is likely to be roughly the same as the actual global net

benefits of the team. Thus, assuming an efficient political process

(wherein the welfare of citizens is accurately represented by elected of-

ficials) or equal distortions in the political process across cities, compet-

itive bidding would tend to cause teams to be located in areas where they

contribute the most to economic welfare. The primary problem from this

competition is that, hoJding aggregate economic benefits constant, a

smaller metro area with a compensatingly larger nearby regional popu-

lation center can have the advantage because it counts the transfer of

economic activity from its hinterland as a net internal benefit'

If submetropolitan govemments also bid for teams, the conclusion

rhat the bidding process is reasonably efficient is no longer sustainable.

Submetropolitan governments are primarily the result of historical acci'

dent and state rules about forming and merging local governments. lvfet-

ropolitan areas vary enormously in the extent to which local government

, is fragmented, from areas in which one city accounts for a large propor-

tion of the fnetropolitan area (examples are Houston añd Jacksonville)

to areas thart contain many medium-size cities and no city that accounts

for even as much as a fourth of the metropolitan area population (ex-

amples are Boston, San Francisco Bay, and Los Angeles). One would

expect governments that cover nearly all of the metropolitan area to

succeed in a bidding \ilar only when they are very large or have an

especially intense demand for professional sports, such as when they have

no teams.
For these reasons, areas with more than one large population center;

such as the Baltimore-Washington and San Francisco Bay areas' are

likely to express a willingness to pay for teams (owing to the reallocation

effect inside the metropolitan area) that is more than the global economic

value of locating a team in the metro area. If so, bidding by medium-

size submetropolitan governments (such as Oakland, San Jose, and the

New Jersey suburbs of New York) may cause them to outbid areas in

which the global economic value of the team is greater. If so, bidding

among cities leads to a misallocation of teams. If the location that max-

imizes consumer welfare (that is, the location that fans would most prefer

I
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for a team) is not in a jurisdiction that would benefit from the local

reallocation of retail expenditures that follows the team, the team will

not locate optimally. Consequently, the winner in a competition among

metropolitan areas will not necessarily be the area in which the team

generátes the greatest amount of fan satisfaction.

Notwithstanding the efñciency of subsidy competition in allocating

teams among cities, for most cities the bidding process strips most of the

benefit of a team from the local government and its constituents' Except

for a few very large, lucrative markets, competing cities are likely to be

reasonably similar in their attractiveness as a sports market and the net

economic benefit (including externalities) that the city would derive from

a team. Bècause the winning bid must be high enough so that no other

city would derive a net benefit from the team at that price, the city that

acquires the team will derive little net benefit from winning'

The Effect of MonopolY Leagues

The magnitude of sports subsidies is certainly due primarily to the fact

that leagues monopolize franchises, but not entirely so. Imagine that the

number of professional teams in a sport is determined solely by compet-

itive market conditions (aS in other industries), rather than by a monop-

oly league. In this circumstance, if a city lost a team but was a financially

viable location, another would quickly replace the departing team. And,

when a city grew,large enough to become d viable franchise site, a team

would be created to serve the market. Hence no city that is a viable

franchise location would have tq pay anything in subsidies to acquire a

team.

Nevertheless, a completely competitive market for teams would not

put an end to subsidies. The externality value of a local team would still

exist. Hence a city that has no team and is not quite large enough to

make a team financially viable can derive a net benefit by providing a

subsidized facility. Thus if leagues freely expand in response to the Pres-

ence of sites where teams are financially viable, teams in better markets

receive no subsidies, but additional, subsidized teams emerge in smaller

markets.
The question arising from this argument is how many teams would

there be, and how many of the existing teams would be subsidized, if
leagues were ngt monopolies? Indeed, if monopoly sports leagues are

altruistic, rather than profit maximizing, they would expand in precisely
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the way described above. How do we know that the new expansion
franchises, with their rarge stadium subsidies, are not the kinds of teams
that need a subsidy to make tþem financiallylviable?

The simple answer to the preceding question is that recent expansion
franchises have paid extremely high fees to join their reague. Fo, e*am-
ple, the price of the NFL expansion teams in charlotte arid Jacksonville,
taking into account the fact that the teams did not receive equal shares
of broadcasting revenue, was in the range of $175 million to $ZOO rnil-
lion'2('Thus most of the subsidy received was not a benefit to the teams,
but a payment to the monopoly league to create an expansion franchise.
In a normal business, new firms do not need to puy 

"rtuthrhed 
businesses

for the right to enter an industry. The expansián fee *as ,oughty the
amount necessary to compensate the NFL for the fact that, evãntuaily,
the new team would receive a fulr share of national terevision and ricen-
sing revenues. The varue of the NFL's nationar broadcasting and licensing
rights increases after an expansion because audience ratiigs, hence ad-
vertising revenues, and licensing income rise in the area tñut obtuin, u
team. However, because some residents of the expansion city watched
NFL games and bought NFL products before the expansion, und because
expansion cities are usualry from areas with a below-average market, the
increased revenues from these rights are likery to be substaüiuiÇ,,nurr",
than the share of rights income that is paid to rhe expansion ,"u-. H"á."
existing teams are rikery to experience a decrine in tireir revenues folow_
ing expansion. of course, an increase in the number of competitors is
likely to have the same effect in any industry. only becaus" rporrr reagues
are monopolies can they extract compensation from entrants. The ex_
pansion fee represents compensation to existing teams for more extensive
sharing of the monopoly profits from broadcurting.

The Reason þr Bogus Impact Analysis

The main thrust of the preceding anarysis is that stadiums are subsi-
dized because sports teams create local consumption value that owners
can extract from state and local government because leagues are mo-
nopolies. An interesting puzzre in rhis story is why citiJs claim that
stadiums are good investments and use bogus economic impact studies
to buttress this pretense. The most prausible expranation forïogus stud-
ies-is political. They create the illusion of a greater pubric benefit than,
in¡ fact, a team creates. vy'e are skepticar of any expranation that rests on
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permanent, massive mistakes on the part of citizens, but in this case such
an explanation does not require a completery pessimistic view of voters.
For instance, in a community in which 54 percent of the voters expect no
personal consumer benefit from a team and so are inclined ajainst a
stadium subsidy and 46 pprcent are diehard sports fans who faior it, a
bogus economic impact study that misleads only 5 percent of the voters
can switch the outcome. Thus, if bogus studies 

"un 
,*uy only a reratively

few people, the interests that benefit from facility construction (the sports
team, local contractors, construction unions, rear estate operatàrs, bank-
ers) are motivated to produce tþem. Regardless of whether a new sports
facility pays off as an economic investment for the city, an influentiar
study, everr if bogus, can cause poriticar officials to be more responsive
to this powerful coalition of local interest groups.

The effectiveness of bogus economic stuaies can only óe enhanced by
the one-sided political environment in rvhich stadium proposars are de-
bated' Local media, owing to their symbiotic rerationship with sports,
are likely to favor a stadium initiative. Moreover, the welr-organized
interests favoring the stadium are rikery to outspend opponents by 

"*.-some amourits. For exaìnple, in June 1gg7 san Francisco and the siate of
washington held referenda on whether to subsidize a new NFL football
stadium' Both referenda won by tiny margins. In san Francisco, propo-
nents outspent oppopents by 25 to 1, while in Washington the splnding
ratio was an amazing 80 to lrzr If as few as 2 percent of voters were
misled by the incorrect claims about the economic effects of the stadium
proposals in these campaigns, the bogus studies determined the outcome
in these elections. with campaign spending so unequal, .u.i, un oui"or"
surely is not implausible.

Conclusion

The system of bidding for teams by promising subsidized stadiums
arises in part because Americans are intensery intãrested in sports. sub-
sidies also arise because localities that rure a sports team usually expe-
rience a modest increase in net economic activity. The amouni of the
increased activity depends, among other thinþs, on the extent to which
people from outsidq the city attend sporting events and spend money at
the stadium and'in the surrounding neighborhood, and- the extent to
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which high-salaried employees of the team choose to live in the same

community.
Whether a team can increase global economic welfare by relocating,

depends completely on the consumption value of sports itself. Tþams are

likely to experience higher fan interest in some cities than in others. If
relocation increases attendance, broadcast audiences, and overall fan

interest, it improves economic welfare. Consequently, with a few impor-

tant qualifications, teams should be free to relocate where demand is

most intense once they have fulfilled their contractual obligations to their

host city.
If stadium subsidies were motivated solely by consumer welfare and

there were no distortions in the incentives facing cities, bidding among

cities for teams would not cause a misallocation of teams among cities.

The primary effect of these subsidies would be to transfer income from

citizens in general to those who are engaged in sports, owners as well as

players. Misallocation occurs because cities differ in the extent to which

they perceive economic benefits from the transfer of business that accom-

panies a sports team. A city's willingness to bid depends on the perceived

value of the team to consumers, the extent to which the political unit

subsidizing the facility is the beneficiary of transfers of business from

other jurisdictions, and the political influence of the private economic

interests that benefit from a stadium project. In general, Iarge cities that

constitute a small fraction of the population of a markét area are at an

advantage in competing for teams. A large market area is beneficial

because it enables the city to caPture substantial consumption benefits

from having a team and a larger share of the indirect effects of the team.

Yet a subgovernment that does not contain the entire market area is at

an advantage because it increases the fraction of the economic activity

associated with a team that is transferred frorn nearby jurisdictions.

Economic impact studies of a sports facility raise many complex ques-

tions and are difficult to evaluate. One source of these difficulties is the

uniqueness gf the sports industry. A sports team is very different from

most busineèses that cities try to attract, such as shopping centers, cor-

porate headquarters, or manufacturing facilities. These operations are

more likely to attract sales from other communities-that is, to have high

net exports-and so are likely to induce a net increase in local economic

activity. In addition, standard formulas for calculating indirect and mul-

tiplier effects, because they are based on ordinary businesses paying

ordinary wages, are less accurate when applied to a sports team in which

I
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almost all of the income is earned by a relatively small number of people

who are very highly paid.

Unfortunately, the standard method of assessing economic impact ov-

erstates the extent to which a team generates a net increase in business

(its net exports) and then overstates again the multiplier effects arising

from this business. However, it also ignores the consumer benefits of

having a team. These benefits may be large enough to offset the subsidy,

even if the team has no net effect on local economic activity, although

quantifying them is extremely difficult. Most likely, these consumer ben-

efits presumably are the real reason that cities are willing to spend so

much on attracting and keeping a team.

If the ìeal reason for extensive subsidization of major league team

sports is public consumption, the validity of the economic impact studies

is not very important. But if the purPose of sports subsidies is consump-

tion, not economic development, the effect of luring a major league sPorts

franchise to the local economy is to substitute sports events for other

forms of discretionary spending, suih as movies, restaurants, regreational

activities, and media. One consequence of this substitution is a highly

regressive redistributiòn of income. Far more than half of the gross

revenue of sports teams is paid as salaries to players, managers, coaches,

and executives. These salaries are substantially above median income.

Moreover, if stadiums are financed by sales and property taxes or lottery

revenues, the financing is also regressive. In other words, redirecting

consumer expeftditures from almost all other consumer goods to Sports

stadiums redistributes income from people with lower incomes to people

who are very wealthy. The exceptions are when sports substitutes for

some other forms Of popular entertainment, such as rock concerts and

movies, which also remunerate'performers handsomely.

The magnitude of stadium Subsidies is greatly increased by the mo-

nopoly structure and behavior cif professional sports leagues. The scarcity

of teams is caused by a very slow expansion process that leaves many

viable franchise sites without a team. Then, league processes for govern-

ing relocation, which involve prior discussions with league officials and

uliimately supermajority approval by other teams, have the effect of

allowing a city to negotiate with only one team at a time. ln 1991-92,

Victor Kiam sought to move the New England Patriots out of the Boston

area. He attempted to negotiate with representatives from several cities,

including Baltimore and Jacksonville, but the NFL central office prohib-

ited these discussions in order to preserve these cities as competitors for
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the i995 expansion.22 As a resurt of those reague policies, when a ream
becomes available,.it can enjoy many potential ,uito^ and no competi-
tion for their attention.23

An important pa-rt of the subsidy is simpiy rhe extraction of monopory
prices from cities; however, the profits toowners or,poriri""ms are arelatively smail part of the totar amount of the subsidy.'ey r". it 

" 
biggesteffect of subsidized stadiums is that perfectly gooo iaciíiti", ur" forcedto retire prematurery and new facilities are fai Ãor" 

"tuuooæ"ã;å],-l;tha¡ is justiñed by the business that they generate. The next rargest effect
is that player sararies capture more than harf of the value of thË subsidy,
as explained in chapter 1.

one way to reduce such subsidies wourd be simply ro cap them. In themid-nineteenth century, rocar governmentr t."qu"ntty lu"r"*t"n¿"¿
themselves in offering subsidies to railroads so as to influence decisions
about routes and rerminals. states responded to these p-ur"*rl/rlg-
ulating both railroads and rocar goveinment subsid¡es. of course, the

l:*1:,:T,:,"1_,lt:-uoo'oach 
is that sometimes a subsidy t, ;;;;;i;

va¡¡o actlon tÒr a community. If subsidies were banned, communities thatcannot support a team from direct revenues but that are willing to pay asubsidy would not be abre to have a team. If one sets un upp"rËound on
subsidies and does nothing.else, monopory sports leagues wiìr stilt expandtoo slowry, and ail cities wilr have to puy ii,è maximim .n,ouni, not just
those in which the team needs the subsidy to be viable.

If the primary cause of massive stadiuå ruu.ioi.r ir'monopory sports
leagues, rhe most effective poricy is not ìo regulate staaiums àåJ leagues,but to make leagues competitive. Monopoly sports leagues fail to expandinto cities that are viable franchise sitei, and fail to add o"" ,*är'ii
areas that courd support them, because existing owners benefit from ascarcity of teams. This scarcity bids up both ,tãdiuo, subsidies and thefranchise value of teams. But leagues can succeed i" ,"r.i"giranchises
scarce onry because the threat of competitive entry by anoth?r reague isminimal. If there were multipre leaguei, a league *ooíd d"riu" no benefit
and would suffer a cost from a failure to expand into an area that courdsupport a team, or to add a team to un 

"r"u 
ttut.oul¿ su;ñilüi;teams. I "

likely to generate much rocar ecånomic deveropment; 
"rp".iulty 

in unentire metroporitan area rather than a city within that area. stadium
¡ubsidies facilitate building expensive monuments to sports that benefit
(Jl
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no one and transfer income from ordinary peopre to highry paid prayers,
owners, and executives. Moreover, they arise becaus",port, leajues are
monopolies that by and large have been created and pråtected b"y pubric
policy.
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Funds, Fees. Foot Soldiers Combined to Give 49ers Win in Overtime," San.lose Mercury
Ne¡vs, June 5, 1997, p. 204.

22. Jon Morgan, Glory þr SaIe: Fans, Dollars and the New NFL (Baltimore: Bancroft
Press. 199?), p. 162; and Frank Cooney, "NFL Could Find Itself in Court Again If It Snubs
Jacksonville." San Francisco Examine4 November 7, 1993, p, L8.
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23. Bud Adams, the owner of the Houstôn oilers, in commenting about the Rams

deal in St. Louis. remarked: "If you had asked NFL teams if they would be interested

in the same deal in St. Louis, seyen or eight would have raised their hands and there

would be a stampede . . . like the ruirning of the bulls at Pamplona," sporting News,

March 27. 1997.
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Batter Up: Public Sector Support
for Professional Sports Facilities

As a new major league baseball season commencôs, we
turn our attention to an often-overlooked part of the
municipal bond market - the use of municipal bonds to
build and renovate professional sports venues.

lf people don't want to come out to the ball park, nobody,s
gonna stop'em.

YogiBerra

Thomas McLoughlin, analyst
thomas.mcloughlin@ubs.com, 2i2 7 13 39j4

Joseph Krist, analyst
joseph.krist@ubs.com, 21 2 7 13 3959

David Wang, associate

david-g.1vang@ubs.com, 21 2 7 1 3 92gs

lntroduction
Professional sports have experienced dynamic arowth over
the past two decades. States and local governments have
responded by competing vigorously for the bragging rights
associated with the location of a professional sports franchise
in their jurisdiction. Franchises often leverage their privileged
position as a source of civic pride by extracting concessions
from states and local governments reluctant to risk their
departure for greener pastures.

ln an effort to convince professional sports franchises to
remain in a particular city - or to encourage their relocation -
states and local governments often have relied on the sale of
tax-exempt bonds to finance the construction of new arenas
and stadiums. The lnternal Revenue Code permits public
agencies to issue the bonds on a tax-exempt basis under
certain conditions. Not surprisingly, tax-exempt municipal
bol9: . represent the least expènsive source of capital
available to most team owners and are the preferred meihod
of financing stadium construction.

This report has been prepared by UBS Financial Services lnc. (UBS F5). Please see important disclaimers and disclosures
that begin on page 34.
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Sixty years ago, most of the professional sports facilities in

the United States were privately owned. Patrons would
queue up for admission to an arena or stadium and their
entrance fees constituted a significant part of the revenue
generated by the team owner. For example, every team in

the National Hockey League (NHL) and in Major League
Baseball's (MLB) National League occupied a facility that was
still privately owned and operated in 1950.1 MLB's American
League had just 12o/o of its stadiums in public ownership at
that time. However, the National Football League (NFL) was
something of an outlier with 46% of the teams already
renting their stadiums from public authorities.

The introduction of televised broadcasts, complemented by
advertising and licensing fees, diversified the income
statements of sports franchises and allowed them to
generate a national following. Meanwhile, broader
demographic shifts were underway. America's suburban
migration and population shift to the south and west created
a competitive challenge for older cities in the Northeast and
Midwest. Competition among cities to attract or to retain a

professional team provided the franchise owners with the
leverage necessary to transfer ownership of the facility (and

the associated property tax liability) to the public sector.
Franchise owners who understood the changing dynamics of
their business encouraged the transition from private
ownership of spectator facilities to the public treasury in

subsequent decades. The resulting flurry of new stadium
construction dramatically increased the revenue available to
team owners by allowing them to lease luxury suites and
offer more seating options.

By 1991, according to researchers at the University of
Maryland, three-quarters of the arenas and stadiums were
owned by the cities and counties in which they were located.
The trend accelerated in the last 20 years. Many of the
stadiums built after the Second World War were abandoned
in favor of more modern facilities. By the end of 2012, 125 of
the 140 teams in the five largest professional leagues (NFL,

MLB, NBA, NHL, and MLS) will play in stadiums constructed
or significantly refurbished since '1990.2 The net effect is a
cycle of construction and abandonment in which the life
cycle of a major sports facility is roughly 30 years.

Economic impact
The 

"conornL 
impact of lrofessional sports on local

economies has been debated for years. Proponents of public

NYC Mayor: Robert Wagner in 1'957
Recounted in "Stickball in Sán Fiancisco"

by Agostini, Quigley, and Smolensky.
The Dodgers and Giants departed to Cq!!!g¡qþ

"lf we. to subsidize

weight.
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subsidies have argued that a new stadium or arena offers
tangible benefits by creating employment opportunities for
construction workers and permanent jobs upon completion
of the new facility. ln their view, new stadiums promoie civic
pride, raise property values, and stimulate the creation of
new retail establishments to accommodate an increase in
tourism. Urban redevelopment projects adjacent to Oriole
Park at Camden Yard (Baltimorefand Jacobs Fíeld (Cleveland)
are cited frequently as evidence of the ancillary benefits
generated by the construction of new sports venues near
central business districts.

Of the 3A arenas that host NHL teams, only
three older facilities - loe Louis Arena in
Detroit, Madison Sguare Garden in
Manhattan, and Nassau Veiterans Coliseum
on .Long lsland - have not sotd naming
righs to busnesses.

Unfortunately, independent academic research studies
consistently conclude that new stadiums and arenas have no
measurable effect on the level of real income or employment
! the metropolitan areas in which they are 

'loiated.¡

Feasibility studies for professional sports facilities often fail to
account for the substitution effect. lndividuals generally
maintain a consistent level of entertainment speñding sá
money sp-ent on sporting events typically comes at the
expense of cash spent in restaurants, on travel, and at movie
theaters.

- Glen Flodgson ahd Mario Lefebvre
Conference Board of Canada

August 20'1'l

- Robert Baade and Victor Matheson
College of the Holy Cross

January 201 I

These same studies also fail to accurately assess the degree to
which sports crowd out other types of économic activñy. The
physical infrastructure of a city, whether it,s a private hótel ora public airport, cannot abruptly increase capacity. As a
consequence, sports fans tend to displace other visitors. As a
case in point, Robert Baade and Victor Matheson at the
College of the Holy Cross have examined the number of
visitors to Beijing during the Summer Olympics of 2008.
Tourist arrivals for the month of August d¡d'not fluctuate
year-over-year and the number of visitors to Beijing actually
declined on an annual basis. similar results can be found for
Olympic Games held in the US and for such sporting events
as the Super Bowl.a rhere appears to be no increasJin retail
sales, hotel occupancy rates, or passenger enplanements in
cíties that hosted Super Bowls and Olym[ic Games, at least in
the decade prior to 2003. s

critics also highlight the misallocation of scarce pubtic
resources as a fatal flaw in the arguments supporting public
subsidies. Capital expenditures associated with a neùr'.r.n.
and sports stadium are directed towards a relatively narrow
group of individuals (the fianchise ownership and the sport,s
spectators). Moreover, the resulting infrastructure is not easily
convertible for other uses and plainly does not provide the

Construction costs a/one for majoi league 
'

p rofe ss i o n a I s p o rß f a ci t i ti e s n a ie' toià ít d ¡ n
excess of \JSD3| bn in nominalterms óver
the past two decades with over half th'e èost
being paid by-the public.
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same broad societal benefits associated with an airport,
highway, or public utility improvement.

The use of public subsidies to underwrite the cost of
construction for a new stadium or arena was a contributing
factor in the rapid increase in the valuation of sports
franchises. The fees paid by ownership groups to obtain a

new franchise when Major League Baseball expanded in
'1997 was 37% higher than the fees paid by new owners five
years earlier. The increased valuations of National Basketball
Association (NBA) franchises were even more dramatic. Based

upon fees paid by the owners of new expansion teams in

1989 and again in 1995, NBA franchise values increased by
roughly 47To every year.6

This type of growth is difficult to sustain without greater

leverage (see sidebar at right). An uncertain economy, labor
strife, and volatility in the financial markets all have taken a

toll on some ownership groups in each of the major sports.
The leverage employed to meet the asking price for a new
sports franchise has undermined the financial stability of
some ownership groups. Major League Baseball, the National
Basketball Association, and the National Hockey League
currently operate franchises directly in place of ownership
groups that are facing insolvency.T lronically, these situations
may prompt another round of team relocations and another
cycle of public sector bidding for professional sports.

lnvestor perspective
We expect the debate regarding the use of sports facilities as

an economic development tool to continue. Despite

consistent evidence that subsidies are counterproductive in

the long run, the public sector remains intent on directing
expenditures for this purpose. Rather than dwell any further
on whether such a policy is prudent, we must examine the
type of subsidies offered and whether the resulting bond
issues represent a good investment.

Bid for the Dodgers Shaüers Record

ln a pre-emptive move to acquire the Los
Angeles Dodgers baseball club, a group of
investors have offered to purchase the franchise
for: USD2.15 billion. The bid was submitted on
27 March before an auction scheduled for the
following dqy in which two other bidding groups
weie expected to- participate. The offer¡hatt-q¡gd
the previous record for an American p¡olessjgnal'
sports franchise. Major League Baseball (MLB);

which assumed control of the club in April 2011
"deep concerns

more than satisfied the result.

rchased inr2
Frank McCourt fer

financia

turnaround for the team owner. .., .,: : : '

The purchase price also provides an illustration
of thê degree tö which interested parties will pay
extraordinary prices for trophy

évidence that f inancial
properties -
margins are',not

We

grabs; Concession fees and ticket prices ãre
headed higher but the real battle will occur,
when the rights to broadcast,Dodger games will
be rrenegotiated. ln all events, the new
benchmark price for a nationally-recognized
sport franchise will drive more current and
prospective team owners to seek public sector
subsidies to defray the cost of new venues.

Public sector participation in new stadium and arena

construction projects takes many forms and runs the gamut
from the donation of publicly owned real estate to general

taxation. ln at least one instance, public opposition has

dictated a private sector solution. After San Francisco voters
repeatedly rejected public subsidies for a new stadium for the
Giants baseball club, the ownership group decided to
commence construction without financial aid. The

construction of PacBell Park (subsequently renamed AT&T

BO Weahh Managernent Researdr 5 April 2012 4
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Park) did involve tax abatements, zoning variances, and
targeted public infrastructure investment but otherwise was a
privately funded venture.

Elected officials often seek voter approval for the levy of
broad-based sales taxes to support the construction of a new
arena or stadium but the results of these referenda have
been inconsistent. ln 1991 ,65% of voters in Arlington, Texas
voted in favor of a O.5%o sales tax increase needed to support
the financing of a new stadium for the Rangers. The
Arlington Sports Facilities Development Authority
subsequently sold bonds secured by a general sales tax iñ
1993. The bonds featured a super-sinking maturity structure
that allowed the Authority to retire the bonds l0 years earlier
than expected.

The electorate in King County, Washington was less
supportive of the direct public subsidy in September ,l995.

Voters in and around Seattle narrowly rejected a proposition
to levy a special sales tax to finance the construction of a new
stadium for the Seattle Mariners baseball club. Within weeks
of the popular vote, the Mariners defeated the New york
Yankees in the American League Division Series and
Governor Mike Lowry promptly convened a special session of
the state legislature to seek new financing alternatives. The
result was the creation of a public facilities district to build,
own and operate a new stadium in Seattle. The county
subsequently assessed special taxes on restaurant meals and
car rentals to support debt service on the bonds.

Resistance to public financing often finds an outlet in the
courts. Disgruntled voters in Washington sued to prevent the
implementation of the restaurant tax but were unsuccessful.
The State's Supreme Court concluded that the ,,public

development of a major league baseball stadium serves a
public purpose even though the Seattle Mariners baseball
club also would benefit from the expenditure of public
funds."8 While conceding that the degree to which the
baseball stadium improved the economy and quality of life
was "debatable," the court left the decision up to the state
legislature.

Cities and public authorities increasingly have opted for
special taxes in the hope of taxing business visitors and
tourists at a disproportionate rate. The Harris County
Houston Sports Authority elected to levy automobile rental
surcharges and hotel taxes to help finance the construction

Weafth Management Researdr 5 April2}l2 5 81
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of three separate venues for the City of Houston's MLB, NFL,

and NBA franchises. The pledged revenue thus far has proven

to be particularly volatile and the debt service reserve

accounts have been tapped periodically. The distinction
between general sales taxes and more limited special taxes is

an important credit consideration for investors. The former
tends to perform better, by and large. Special taxes, by
contrast, expose the investor to more idiosyncratic risks such

as hotel occupancy trends.

The lnternal Revenue Code restricts the use of tax exempt
bonds for private sector purposes. According to the
Municipal Securities Rulemaking Board, a municipal bond is

classified as a private activity bond (and therefore ineligible
for tax-exemption) if it meets two separate tests (with some
exceptions). First, more than 1 oo/o of the proceeds of the
issue are used for a private business use (the "private
business use test"). Second, the payment of debt service on
more than 10% o'f the proceeds is secured by or payable
from property used for a private business use (the "private
security or payment test").

The net result is a reasonably complex text that permits tax-
exempt bonds to be used for stadium construction only if the
public bears a disproportionate burden of the responsibility
for debt repayment. Professional sports franchises usually
providê an up-front payment while structuring their leases to
minimize their annual rental päyments and thereby avoid
running afoul of the private security test. The construction of
Miller Park for the Milwaukee Brewers baseballteam provides
a useful example. The tax-exempt bonds are secured by a
general sales tax. The team occupies the facility for a nominal
fee.

The search for value: selecting credits from among a
crowded field
Fenway Park in Boston will celebrate its 100th birthday on 12

April 2012 with a game between the Red Sox and their
perennial rival, the New York Yankees. Wrigley Field in

Chicago will do the same in 2014. These ballparks - we
hesitate to use the term stadiums - are among the last of
their breed. Celebrated by baseball's most passionate fans,

they evoke memories of a day when the action on the field
was sufficient to encourage capacity crowds. Over the last 25
years, the atmosphere has changed markedly. As ownership
groups seek new sources of revenue to satisfy the debt
incurred to purchase the franchise, spectator facilities have

B2 Weahh Management Researd¡ 5 April2012 6
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become more elaborate. Personal seat licenses are sold to
fans interested in securing season ticket privileges (and, in the
case of the NFL, allowing the home team to shelter income
from their revenue sharing obligation). Luxury suites cater to
corporations eager to. entertain clients in comfortable
surroundings. Bars and restaurants have gone upscale and
now compete with the action on the field for the attention of
stadium and arena patrons.

We expect the pace of change to continue. The competition
among sports franchises to offer the most innovative
entertainment experience will drive ownership groups to
threaten relocation to ensure the construction of modern
facilities, often at the expense of the general public. For
investors, we urge a degree of discipline. Rooting for one's
home team is all well and good but the credit quality of the
municipal bonds in this sector varies considerably. New york
Mets fans may prefer the comfort and relative intimacy of
Citifield over Yankee Stadium but the bonds used to finance
the latter stadium represents the better credit.

State and local governments have used a wide variety of
bond structures to finance sports stadia. Each bond
transaction has unique characteristics due to divergent state
statutes and the degree of financial flexibility enjoyed by the
sponsoring unit of government. While generalizations are
always difficult, we have divided the myriad deals into four
broad categories.

For sports facilities that have relied upon the use of
municipal bonds to finance part of the construction
bill, we prefer transactions where a generalsales tax
is levied to pay for debt service. These bonds have
performed relatively well through the recent
recession. Abrupt declines in sales tax collections
were registered but collections rebounded as the
country emerged from recession. The tax bases
include essential as well as discretionary spending,
thereby reducing their vulnerability to economic
cycles.

2. More narrow tax pledges, such as those which rely on
hotel occupancy taxes and auto rental surcharges,
tend to exhibit more volatility and respond more
slowly to economic recovery. They should be
structured with higher pro forma debt service
coverage to accommodate the additional credit risk.

CitiField versus Yankee Stadium bond
prices

ln bid prjce

il0

106

t02

98

94

Apr-l I Jul-l 1_ ciri fietd 5 4/l/2028
oct-l'l laelz

Yankee Stadium 5 3/1/2046
Apr- I 2

Source: Bloomberg, UBS WMR as of 3 April 2012
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All too often, however, they have been marketed
with ascending debt service schedules. The result is a
bond issue which relies upon consistent growth in
pledged revenues to cover debt service. Economic
recessions undermine the credit quality of bonds with
narrow tax pledges such as those associated with
hotel and rental car taxes. The Harris County-Houston
Sports Authority, TX and the City of Orlando, FL S¡xth

Cent Tourist Development Tax issues are two
examples of transactions reliant on such taxes that
have been impaired recently.

3. Bond issues that are ultimately backed by the general
credit of municipal governments offer reasonably
strong security but also pose more ratings volatility
than bonds backed by a general sales tax. As
municipal governments are squeezed by .higher
pension payments and reductions in state aid, their
ratings are more susceptible to revision. This does not
necessarily mean that the related stadium bonds are
performing poorly but rather that the ratings are
more closely tied to - and exposed to - the general
credit of the sponsoring government. The facilities in
Atlanta, Memphis and Glendale (AZ) are good
examples.

4. Bonds secured primarily by ballpark revenues
represent the fourth and final category. From a credit
perspective, they are among the most volatile
instruments because they depend in no small part on
the competitive performance of the home team. The
attractiveness of a new stadium to the casual fan
tends to dissipate as the novelty of the venue wears
off. From that point forward, the revenue generated
by parking, concessions, and season ticket sales is
more closely correlated with the team's playoff
potential. The Citi Field issue is a good example.

Looking downfield: the next wave
Serious proposals have been advanced for a new basketball
arena for the Sacramento Kings of the NBA and a new arena
in Seattle for possible NBA and NHL franchises. New stadia
for the Minnesota Vikings and San Francisco 49ers of the NFL

also are on the drawing board.

ln Minnesota, the Vikings would pay about USD 754.1mn for
its share of construction and operations at a publicly owned

tt's plw-qys been our ftrst preference -
particui,zrly when government agencies or
st?tes are helpful-- to keep a team where a
team is if they)¡e playing in a good facility.

NBA Commislíoner
. ',l.Aplil20l,2
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USD 975mn stadium for the National Football League team.
The state would pay USD 398mn for construction cósts using
gaming revenue. The City Council of Minneapolis ha"s
endorsed a plan that would extend hospitality taxes imposed
in Minneapolis by the state through 2045 to finance the local
share of costs.

ln Sacramento, the city and ihe owners of the Kings
basketball franchise have engaged in contentioüs
negotiations over the construction of a new arena. Both
parties agreed in principle to a term sheet before renewed
disagreements over responsibility for site preparation
threatened to scuttle a deal earlier this week. Båsed on
preliminary reports, the city of Sacramento would own the
arena; the Kings would serve as the principal tenant. The risk
of cost overruns over and above those accommodated by the
construction contract is borne by the city.

Anschutz Entertainment Group (AEG) shall pay USD 58.750mn towards development and construction of the
F.ll.tlryl.nt and Sporrs Comptex (ESC). The Kings shail pay
USD 73.25 mn towards development and construã¡on of in¿
ESC. The City shall identify, provide, or cause other public
and/or private entities to provide a total of USD 255.525 mn
and an estimated USD 3 mn from a capital campaign toward
the planning, design, development and constructión of the
ESC.e Sacramento will attempt to fund ¡ts 65% share of arena
construction costs through the sale of its parking system or
debt issued through and secured by the parking sysiem.'o

ln seattle, a private effort is underway to finance an arena for
NBA and NHL franchises. lnvestor Chris Hanson plans to raise
USD500 mn for the purchase and relocation of an NBA
franchise to seattle. under the proposal, the city of seattle
and King County would be obliged to pay no more than
USD200 mn from taxes generated directly from the arena.T!" NBA team (and any NHL team if,rt srbsequentÇ
relocates) would execute a 3o-year non-relocation
agreement. The fate of Seattle,s existing Key Arena has not
been determined but presumably any-new NBA franchise
would be obliged to play at the existing arena until the new
facility is completed.

On 8 June 2010, voters in Santa Clara adopted Measure J,
which.allows the city of santa clara to lease land, currently
occupied by Great America theme park,s overflow parking
lot, to the 49ers Stadium Authority in order to conitruct ã

new arena

Cost

' 73.i2]5.,

'58:2s'
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new 68,500-seat football stadium. The San Francisco 49ers
will be the primary tenant. The necessary funds were secured
on 13 December 2011 via a direct loan from three
commercial banks. A special hotel tax district near the site of
the new stadium is contemplated. Groundbreaking is

scheduled for 19 April with a projected opening in 2015.

As we go to press, the outcomes of these proposals remain
unclear. ln Sacramento, the goal to retain the existing NBA
franchise appears likely despite disagreements over
responsibility for site preparation. ln Minnesota, the outcome
is less certain. The investor's goal in Seattle is to obtain both
an NBA and NHL franchise. ln the case of an NHL franchise,
the most likely candidate is the Phoenix Coyotes franchise.
Any such relocation would be to the detriment of the existing
Glendale, AZ arena and its credit - a prime example of the
complexity and risk inherent in the stadium finance sector:

ln terms of other projects involving existing franchises, the
Oakland A's of MLB.are hopeful of developing a new stadium
in San Jose. At least two proposals have been floated for a

new stadium in Los Angeles to accommodate an NFL

expansion franchise. Based upon the recent bid for the
Dodgers, an NFL franchise in Los Angeles would be an
expensive proposition indeed.

Look, we play the Star Spangled Banner before every game.
You want us to pay income taxes, too?

BillVeeck

Endnotes
I Dennis Coates and Brad Humphreys in "The Stadium Gambit and Local Economic
Development" (Economic Development Polícy). According to Coates and
Humphreys, the National Basketball Association has 36% of the arenas in public
ownership in 1950.
2 Robert A. Baade and Victor A. Matheson, "Financing Professional Sports Facilities",
College of the Holy Cross, January 2011. The data set includes venues in both the
United States and Canada.
3 See Coates and Humphreys, "The Stadium Gambit and Local Economic
Development" and also "Professional Sports Facilities, Franchises, and Urban
Economic Development. "
¿ See Coates and'Humphreys. The authors also cite data generated by Phillip Porter
in "Megasports Events as Municipal lnvestments: A Critique of Sports Analysis"
(1999) and by Porter and Deborah Fletcher in "Capacity Constráints Limit the
Economic lmpact of Sporting Events: Lessons from the Olympic Games" (2002).
5 tbid
6lbid
7 The New Orleans Hornets (NBA). The Los Angeles Dodgers (MLB). The Phoenix
Coyotes (NHL).
8 CLEAN, 130 Wash.2d at792-97,928 P.2d
e Sacramento Entertainment and Sports Complex Term Sheet, March 1 , 2012
r0 Los Angeles Times, 27 February 2012
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Individual cre dit surnmaries
The following is a compendium of summaries of the wide varieties of financing structures and security
structures that support stadrum and arena developments across the country.

Arlington, TX

Stadium
(Dallas - NFL)

CUSIP: 041800

i'sjiiËj;,Þ.gË.i?1'1,', .,,.,.,: :,.*i",i{l¡;ì¡:i;.ï"i,j: i,,,,.'1i

Sec_urity: Limited obligations of the City payable froma 1Oo/" tax on tickèts sold for all 
-eüeñts 

at the
Stadium; _USP3 per vehicle tax on parking at
Cowboys Stadium.

lssue Date: B/1105

Series 2005 SpecialTax Bonds: A1 / A+

Security: ,4 95% citywide sales.tax, a 2o/o citywide hotel occupancy tax, and a 5y" cityw¡¿n rf.,ãÀ-t"r,motor vehicle rentaltax secure the bonds.

Photo: Nicole Cordiero
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Atlanta, GA

d Fulton

Arena,Private I

Atlanta Hawks - NBA

CUSIP:047681
f,:,yS$* L1!?;?A1O;. ..,.,, 

,,, , ,,;:,r,;;!lu* ¡**

by payrn

Photo: Mike Gonzales
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Baltimore, MA

Oriole Park at Camden Yards
(Baltimore Orioles - MLB)

Team contributions: Orioles - USD 4.5mn
Ravens - USD 20.0mn

Photo: Oriole Park - @ by James G. Howes, 2008.
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Chicago

US Cellular Field
(Chicago White Sox - MLB)

Photo: Enoch Lai at en.wikipedia
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Cincinnati

Great American
(Cincinnati Reds

Photo: Great American Ballpark - Eric Kilby
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Cleveland

92 Wealth Management Research 5 Aprll2012 16



Municipal Bonds

Detroit

Photo MJCdetroit at the English language Wikipedia
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Glendale, AZ

Photo: en:Flickr user MCSixth
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Glendale, AZ

Photo: Betp at fr.wikipedia
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Houston

Reliant Stadium
(Houston Texans - NFL)

Junior Fixed USD 317. mn
Junior VRDO - USD 80.3mn

Photos: Reliant Stadium - eschupil on Flickr; Minute Maid Park - Flickr
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lndianapolis

Lucas Oil Stadium
(lndianapolis Colts - NtL)

The stad
Board (C

ium is owned bv the
lB) through Decémber

the lndianapolis Marion County Capital lmprovernentState and leased to
31,2O4O under separate Lease Agreements.

Photo: Josh Hallett

lndíanapolis

Bankers Life Field House
(lndianapolis Pacers - NBA)

',Ç,ä51g1 sozl: ''
A+

. f e4 ryr,,Cpntr:i b ut! on¡ .uS'b:S;7n ñi¡;,,.ifi -.. ...',1,.,1, 
; 

¡..1,,:

Security: The Authority presently leases the Bankers
Life Fieldhouse located iir downiown lndianapolis to
the . Capital lmprovement Board of Manaiers of
Marion County. Lease payments securinq the- Bonds
are payable from a 5% admissions tax oñ tickets and
a 6% hoteltax levied county-wide.
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Memphis

Security: The County imposes a 2.O%o surcharge of the gross proceeds on all rentals of passenger motor
vehicle! in the Couríty fòr per:iods of 31 days õr less. Thè County has pledged the Car Rental Taxes on a
subordinate basis to the reþayment of the tionds until the Bonds-are fully pãid. The Coçinty and.City have
pJedged dll Seat'Rental Fees fo the payment of the Bonds until the Bonds are f ully pai-d, Tgop: $he team
bwnér) is obligated to pay to the Couhty and City, a Seat Rental Fee in the amount of US,D J.,J5'Ber,seat
sold td be col[ected by'Hóops on all spoiting, entêrtainment, exhibition, performance and öther events.at
the Arena.

The city also levies a 1.75o/o hotel occupancy tax. The tax has been dedicated until 3O''June'201Q.to the
paymeñt of debt service for the expansion'to the Cook Convention Center. Thereafter, the City has
tleilicated all City Hotel/Motel Tax Revenues to pay debt service on the Bonds.

Comment: The relatively high rating is driven by the additional security provided by th9 back-up pledge
to appropriate funds netesíary for ðebt service.-ln the event the Revenues pledged io the sqppqrt of the
Bondi sfiall prove to be insufÍicient to pay debt service in any bond year (ending on 31 October'), the
County and'the City have covenanteci t-o timely appropriatê from 

-legally 
available non-ad valorem

revenues.
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Miami

of the 2% Countv tourist devefoom
ls in revenues for dãbt service-

ent tax; a pledge of non ad
on hotel
valorem

revenues to meet any

Photo: 2011
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Milwaukee

,:1 :r:::.

Security: The bonds are secured by revenues generated from a 1-cent district-wide sales and use tax that
shares the same base as the state's sales tax. The district collects sales tax in the counties of Milwaukee,

Racine, Washington, and Waukesha in southeastern Wisconsin

Photo: Royalbroil on en.wikìpedìa
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Minneapolis

CUSIP:

Twins - MLB)

lace until,
State authórized the sales tax for this projêct in 2006. The sales tax

are reti or until, accumulated reserves are sufficient to retire the
sales tax

on;the

The stadium is owned by the Minneso-ta Ballpa.rk Autho_rity.and leased to and utilized by the Twins
pursuant to a 30-year lease agreement that wai signed in october 2007.

Photo: Randy Stern
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Nashville

Metropolitan Govern ment.

Nashville

Bridgestone Arena
(Nashville Predators - NHL)

:riiúe,¿iât.: ì'þe6 ". " ,

CUSIP: 592090

Security: Bonds are payable primarily from ticket surcharge revenues collected with respect to the Arena
ln the évent of a deficiency, the seriês 1998 bonds are pãyable f rom nontax revenues on parity with the
series 1996 bonds. Nontai revenues available for debt service payments include: charges for services;
f ranchise f ees; additiona I payments-in-lieu-of-taxes; a nd license f ees.

EÈ

702

. Photo: EVula, Wikipedia Takes Nashville

Wealth Management Research 5 Aprrl2o12 26



Municipal Bonds

New York

Photo: Matt Boulton
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New York

Photo: Delaywaves
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Orlando

through

Photo: Ray Villalobos
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Phoenix

718937

dbacks MLB)

: USD 126.9mn
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Pittsburgh

Heinz F-ield

Photo: Heinz Field Gilliganfanatic
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San Diego

Petco Park
(San Diego Padres - MLB)

Photo: Nehrams2020 on en.wikipedia

Seattle

Safeco Field

CUSIP:569027
'[¿1 

,..; ' 1.: ,t ''] '': :.,1 i ::
'.1.¿\:.., ... . j:-: I :. . . ..:

Security: general obligation of King County secured
by a one-half-cent prepared food tax in King County
and 2'/o rental-car tax.
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Photo: Safeco Field - Caeophony on en.wikipedia; Century Link Field - Seattle Municipal Archives
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Washington, DC

Nationals Park
(Washington Nationals - MLB)

tsiüôùåtè:',tò0e. ,' '.' ' ,r
.::-',, t:il-:r.':-.'-t r , ,, .. 

'1.., 
', " ,

CUSIP: 25476W

,,e È;g i,;;$ 
-' 

lli:.!'r.,;i;'.;.-'':":

coverage.

Each year, the CFo must determine the ball park fee. lf there is a deficiency in the precedinq months of
collections, the CFo is expected to have enôugh information w¡tn wñ¡cr'-io ¿éiãri¡¡ne ã råté iÅliäãt.
suffícient to cover debt service. Cash in the sta"bilizatíon tunO woulO Ue táppeO to rnäkè üóäry ¿ü;;ìyear shortfalls; if the CFO determines that the shortfall is reoccurrinj,'a rate increaie vúoutO Èe
i.mplemente.d to cover the shortfall and to replenish required reserves. Excãis ievenues iròiñ tt.rô b;iipt[
fee and utility tax are pooled in a subaccount and maintained in trre stãu¡lüãtiònlunï uni¡i tË" uutjñãàì
meet the stabilization fund requirement.

The stadium is owned by the UrGtria and leased to the Wash ington Nationals.
Photo: Nymfang at the English languaqe Wikipedia
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Appendix

Statement of Risk
Municipal bonds: Although historical default rates are very lory all municipal bonds carry credit risk, with the degree of risk largely following
the particular bond's sector. Additionally. all municipal bonds feature valuation, return, and liquidity risk. Valuation tends to follow internal and
external factors, including the level of interest rates, bond ratings. supply factors, and media reporting. These can be difficult or impossible to
project accurately. Also, most municipal bonds are callable and/or subject to earlier than expected redemption, which can reduce an investor's
total return. Because of the large number of municipal issuers and credit structures, not all bonds can be easily or quickly sold on the open
market.

Terms and Abbreviations
TermZAbbreviation Description/Definition Term / Abbreviation Description / Def¡n¡tion
GO General Obligation Bond TEY Taxable Equivalent Y¡eld (tax free yield divided by

S&P Moody's titcMBCA Def¡nitign -
r M Aaa AAA lssuers have exceptionally strong cred¡t quality. AAA ¡s the best credit qual¡ty.

i AA* Aal AA+ lssuers have very strong credit qual¡ty.

Aa2
Aa3

AI
A2
A3

Baal
Baa2

Baa3

AA
AA-
A+

A-
BBB+

BBB

BBB.

AA
AA.
A+
A

BBB+

BB8

BBB.

lssuers have high credit quality.

lssuers have adequate cred¡t qual¡ty. This is the lowest lnvestment Grade category.

BB+

BB

BB.

B+

B

B.

CCC+
ccc
ccc-
cc
c

Bal
Ba2

Ba3

BI
82
B3

Caal
Caa2
Caa3

Ca

BB+

BB

BB.

B+

B

B-

cCC+ lssuers have extremely weak credit qual¡ty.

lssuers have very h¡gh risk of default.

Obl¡gor failed to make payment on one or more of its financial commitments. th¡s is the lowest quality of the Speculative Gråde

cate9ory.

lssuers have weak credit.quality. This ¡s the highest Speculative Grade category

lssuers have very weak credit quality.

D c

ccc
ccc-
CC+
cc
cc-
DDD

UBS FS and/or its affiliates trade as principal in the fixed income securities discussed in this report.
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Appendix

D¡scla¡mer
ln certain countries UBS AG is referred to as UBS 54. This publication-.is for our clients' information only and is not intended as an offer, or
a solicitation of an offer, to. buy or sell any investment or òther specific product. lt does not constitute ã personal recomreÀ¿ãtiòn órìä1"
i1g-1!!prll,!!e particular investment.objêcrives, .financiat situatión and 

'needs 
of any.specific recipient. wõ-rãèorrãnã tÁaì recip-¡är,ts ìã[e

f¡nanc¡al and/or tax advice as to the implications of investing in any of the products meniioned herein. We do not provide tax adv¡ce.ihe añaivs¡s
contained herein is based on.numerous a-ssumptions._Différent ássumptíons could result in materially different'results. Otf'ãi iÀã" ä¡rcfiriür.t
relating to \l9! AG, its subsidiaries and affiliatei, all information expresied in this document were obtáined from sources Oef¡evéO io Uã rel¡ãUie
and in good faith, but no representat¡on or wárranty- express or implied. is made as to its accuracy or completeness. All information anO àpìn,oìs
are current only as of the date of this report, and are s.ubject to change. without not¡ce. Thií publicaiion is not intended to U" u-cóãìôf"te
statement or sum-mary of the securities, markets or develoþments referrãd to in the report.
Opinions may differ or qe çollrary to those expressed by other business areas or groups of UBS AG, its subsidiaries and affiliates. UBS Wealth
Management Research (U-BS WMR) is written by Weálth Management & Sw¡síBãrik and Wealth Management Americas. UaS investmìÀt
Research is written.by UBS lnvestment Bank. The research proõess of UBS WMR is independent oíÙSS tnvestment Research. As a
consequence research methodologies applied and assumption; made by UBS WMR and UBi lnvestment Research mav differ. for er.ró|"
in terms of investment horizon, model aisumpqþs, and valuation methods. Therefore investmént riommeniãt¡oni il¡äüàätú, ;öi&ìjby the two UBS research organizations can be different.
The.anallat(s) resppnsible for the preparation of. this report may interact with trading desk personnel, sales personnel and other constituencies
ror.tne purpose ot gathefln9, synthesizing and interpreting market information. The compensation of the analyst(s) who prepared this reoort
ls determ¡ned exclusively by research management and senior management (not including investment bankinq). Analyst conipensation is-not
based on investment banking revenues, however, compensation may relate to the revenues of UBS as a wholel of which ¡nveitment bánfing,
sales and trad¡ng are a part.
At any time U85 AG, its subsidiaries and affiliates (or employees thereof) may make investment decisions that are inconsistent with the ooinions
ïpr9.::eq in this publication, may have.a long or short pdsiti-ons in or actas piincipal or agent in, the securitier(ò.dàr¡uut¡"õi if'å;ö;i ;ñì;;ä
ldent¡r¡ed in th¡s.publ¡cat¡on, or prwide advisory or other services to the issuer or to a company connected with an issuer. Some'investmeñts
may not be readily realizable s¡nce the market in the securities.is illiquid and therefore valuin'g th-e investment anO iOeniitying iüel[k 1i.;ñi¿i
you are.exposed lnay be difficult to quantify. UBS relies on informaiion barr¡ers to control t-he flow of informat¡on contáinéd ¡n one õr móie
areas w¡thin UBs, ¡nto other areas, un¡lç, group.s or affiliates of UBS. Some investrnents may be subject to sudden and large falls in valueand on
real¡zation yo-y may receive back less than you invested or may be required to pay more. C'hanges ín foreign iurrency exãhanqe ratei maì hauu
91g$yersg.eftect on the price, value or iniome of an investmênt. Pait perforñrairce of an inveitment iinät ã guidãtóìË fut;¿Ë-rfôffi;:j.
Add¡t¡onal ¡nformat¡on will be made available upon request.
This document may not be- repr-oduced or copies circulated w¡thout prior written author¡ty of UBS or a subsidiary of UBS. UBS expresslv orohibis
the d¡str¡butaon and tranfer of ,this.document to third parties.for any reason. UBS will ñot be liable for any ciaims or lawsuiti froní åny thirã
parties,arising. from the use or distribution of this docuóent. this repôrt is for distribution only under such éiriumstances as may be permitted
by appl¡cable law. The securities described herein may not be eligible for sale in all jurisdictioni or to all categories of investors. ' '

?,ltl[b-rJ9d to.U,S-Þersons by UBS Financial Services lnc., a subsidiary of !Q! nÇ. ÚBS Securities LIC is a subiidiary of UBS AG and an affiliate
ol UBs F¡nancial Services lnc. UBS Financial Services lnc. accepts responsibility for the content of a report prepareó by a non-US ¿ffiliate when
it d¡stributes,reports to US persons..All transact¡ons by a Ui persoh in the iecurities mentioned in lh¡s repäñ if'ouiO Ue effected throuqha
Us-reg¡stered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this reþort have not been and will noi bå
gpproved by any secur¡ties or ¡nvestment authority in the Unitðd States or elsewhere.
Version as per January 201 2.
O 2012. The key symbol and UBS are among the reg¡stered and unregistered trademarks of UBS. All rights reserved
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ATTACHMENT 4

Municipal League Foundation
Report on Issues Concerning the Seattle-King County Arena Proposal

June 6,2012

This report is intended to advance the publíc discussion about the proposed new SODO stadíum.
However, this report does not present the final or official position of the Foundation on any issue
presented. The Foundation does not make qny recommendation about the proposal at this time.
We invite your questions and comments, with a view to spørking additional study and discussion
about the proposal.

Summarv

The Municipal League review of the proposal for a new sports arena proposed in the South
Downtown (SODO) neighborhood reveals the need for additional study to ensure the arena does
not result in unanticipated costs to taxpayers. The City of Seattle and King County have
developed a Memorandum of Understanding (MOU) with private investor Chris Hansen. The
MOU is cunently before the City and County Councils and must be adopted by these bodies.

The Municipal League has a 1O0+-year tradition of examining public proposals like the proposed
sports arena. The Municipal League of King County's mission is to promote government that is
open, effective and accountable, and to improve the caliber of public offrcials and the quality of
public decisions.

The League believes the proposal has great potential to benefit the economy of oui region and
delights those of us who still moum the loss of the Seattle Sonics. However, at the League, we
also believe that the proposal is not risk-free and may not be self-financing as claimed by
proponents.

Our review identifies questions we believe should be studied further before the MOU is adopted.
How likely are sports and events fans to shift their dollars from other purchases to spending at
the new arena? How inuch will traffic generated by the ne\¡/ arena afGct the SODOãistriciand,
especially, the significant maritime and trade industries already located there? Can Seattle
support two more first tier pro teams? Is enough being set aside to keep the new arena "first
class" through 30 years of ever changing standards for sports facilities? We are not the first or
the only group to ask these questions, but we hope this analysis will focus the attention of elected
officials on further research that may be needed.

The Arena Proposal

Investor Chris Hansen has presented the City of Seattle and King County with a unique proposal
to build a new major sports venue ("arena") in SODO, return a National Basketball Association
("NBA") team to Seattle, and perhaps acquire for the first time a National Hockey League
("NHL") team. This proposal includes several explicit mechanisms to limit financial risk to the
public and places the major cost burden of land assembly, arena construction and facility
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operations on the private investor group(s). Hansen has also made a commitment to
constructively participating in the sometimes lengthy process that precedes most major public
sector decisions in Seattle.

This may well be the best deal the City and County are offered for bringing professional
basketball back to Seattle. The question is, is it good enough? To help frame that question, the

City and County have set forth three criteria that a proposal must satisfy: '

o Existing and general fund resources are protected;
. The City and County should be significantly protected from any ftnancial risks; and

¡ The partnership should result in an investment into the community and region.

This is a complicated proposal with many moving parts. Making it work well will require careful
consideration of many choices and details. Conversely, there are many ways the deal could go

wrong. Compounding the difficulties is the fact that this is a 30-year pact, which includes some

relatively new and untested mechanisms such as a team non-reloc&tion agreement. It is difficult
to anticipate all the challenges the governments, investor group(s), and sports
associations/leagues may face that far into the future and far more so to identiff ways to hedge

those risks.

The proposal has been characterized by elected officials and proponents as "risk free" and "self-
frnancing," which is to say that the public portion of the costs would be paid from revenues that
wouldn't exist were the new arena not built. As impressive as the proposal is, the proposal is not
risk free and it is questionable (and has certainly not yet been demonstrated) that the public share

of costs is really self-financing.

The Municipal Leaque's Approach to This Review

There has already been considerable discussion and analysis of the proposal in the media, by
various stakeholders and most importantly and ably by the City/County-appointed Arena Review
Panel, which released its final report on April 4,2012.In preparing this report we watched the
video of the Panel's four meetings, reviewed the materials posted on their website, studied their
final report, reviewed the letters from Chris Hansen to Mayor McGinn and County Executive
Constantine, watched news conferences and searched the web. The Municipal League's goal is
to build on the foundation of what's already been done by l) raising new questions or drawing
attention to under-appreciated questions regarding the proposal; 2) more clearly framing key
questions are already on the table; and 3) broadly suggesting approaches to answering these
questions at a level sufficient to decide whether this proposal merits advancing to the next stage

- an MOU between Hansen and the governments.

2
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Analvsis

We've organized the issues into three categories based on their relationship to the three
City/County criteria. The categories and the issues are:

l) Issues related to whether "existing general fund resources are protected"
o Substitution
¡ Extemalities
o Future general fund reçources

2) Issues related to whether the Cit¡and County are "significantly protected from any fìnancial
risks"
r Demand - whether Seattle can support two more top tier professional sports teams
¡ Risk during the 30-year tenure of the partnership of arena economic obsolèscence and

provisions for paying for major remodels, and

3) Issues related to thp extent to which the partnership "results in an investment into the
community and the region"
¡ How to incorporate broad City/County social justice and environmental values and how

we will know that benefits outweigh potential costs of the proposal.

1) Does the proposal protect exístìng generalfund resources?

A key and perhaps the most important issue bearing on this is substitution. Substitution is an
economic term that refers to decisions by consumers to spend money on different goods and
services based on cost, availability, and preference. The Àr"nu Panei acknowledges the need for
further study on the substitution effect (Arena Panel Review,4l4/12, Section 4).

When the Sonics left Seattle, those who had been going to the games, buying meals and drinks
near the Key, and buying team paraphernalia faced a decision. They could substitute the
purchase of other goods and services for those Sonics-related ones that were no longer available
or they could save that money for the future return of the Sonics. Perhaps they wentout to dinner
more often, remodeled their kitchen, bought a special sports cable package, or went to more
Storm games. The point is that unless they simply saved the money, they bought the same dollar
utnouni of other gobdt or services, probaúly neãiwhere they live. ÁnO itre Ciiy and County
realized some general fund revenues in the form of sales tax, B&O tax, fees and other regulatory
charges from those expenditures.

Now imagine this process in reverse after a new NBA team comes to Seattle. Fans may reduce
their savings rate to go to games, or they will forego some other expenditures (substitute) to
make funds available for Sonics tickets. If they reduce savings, the general funds will rcalize
new revenues from taxes on arena-related expenditures. However, if people forego other King
County expenditures to attend games, the tax revenue isn't actually "new". Even if the extent of
substitution is minor, the general funds will be affected because all the arena-related revenues are
to be committed to arena expense and non-arena revenues will be diminished.

-)
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To what extent? At one of the Panel meetings, the Arena Review Panel staff stated that they

assumed no substitution as a base case and l5% as apessimistic scenario. These numbers seem

improbably low and without support in economic studies of spending by sports fans, We believe

the City and County should provide a more specific basis for these assumptions so citizens can

decide for themselves whether they are credible. (This might be possible if there is data on the

residences of Sonics game attendees. Dwight Dively stated that there was such data') No

substitution is plausible only if Sonics fans have been burying the money they previously spent

on Sonics gurnèr and related entertainment. Moving sales tax receipts from elsewhere in Seattle

and King County to SODO does not meet the Review Panel's goal to ensure the arena results in

an investment in the City and region.

Another form of substitution concerns the Key Arena. In the past year the Key Arena has

managed to break even by attracting more large concerts, despite its acknowledged limitations as

a concert venue. Seating at the Key is substandard and it is a very inefficient venue for promoters

to stage large shows because of the difficulty of getting sets and sound equipment into and out of
the Kãy Arãna by its single loading dock. If a new state -of-the-art arena opens in SODO then

111uny òf th" shows that are using the Key Arena now will choose the new arena instead. And the

City will get a smaller fraction of concert goers' expenditures at the new arena than it does at the

t<ey Rrenã. The City as owner-operator at the Key gets the full profit on concerts there but will
oniy get tax revenues under the proposal at the new arena. The profit would go to the investor

group(s).

(Despite the severity of the Key Arena problem, we believe an argument can be made that the

current proposal offers a favorable opportunity to address it. If this arena in SODO doesn't

happen, it ß possible that a state-of-the-art major venue will be built elsewhere in the region in

thé next decade or so. When it is built, the Key will lose business and if the new venue is in

Bellevue or Renton, then the City of Seattle will have much less leverage to work with the

investor-developers to mitigate damage at the Key Arena.)

The second "protecting general fundso' issue is that of externalities. Externalities, like

substitution, is anothei economic term. It refers to a negative cost or consequence not borne by

the parties who create the cost. In this case the most frequently mentioned negative consequence

is aáditional traffîc congestion,.which threatens to make the Port of Seattle operations less

efficient by impeding freight movements from the docks to the rail yards and harm businesses in

the area. The Panel avoided this issue and reasoned that the EIS and MUP processes would shed

light on the extent of congestion and possible remedies.

The City and County should do more detailed study and should require traffic improvements

from the arena sponsor to maintain mobility and access in the area. The City, County, and

investors should include the costs to maintain mobility and access in the package, and ensure that

revenues will exceed these costs. Costs of congestion are possibly of a scale that makes the entire

arena pioject infeasible; the impact analysis needs to occur early enough in the process to bear on

the go/no go decision of whether to enter into the MOU. Some have dismissed this problem by

noting that the arena capacity is much smaller than that of the two stadiums in SODO now. But
when traffic is already congested, the response of the system to additional stresses can mean a

small change in the traffic can result in a big change in congestion.

4
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A recently released transportation and parking study by Parametrix (funded by Chris Hansen)
determined that the existing and planned transportation and parking infrastructure would
accommodate the new sports arena. In the coming weeks it will be important to carefully analyze
this study and its assumptions. For example, the study states that planned improvements will help
accommodate the additional traffic and parking requirements. But SODO is already waiting for
several planned improvements. What if some of these improvements don't happen or happén on
a delayed schedule? What are the consequences?

Decision makers need to understand the potential impacts early in the process since the general
funds would bear the cost of building infrastructure to address increasing demands placed on the
system by the new arena and ancillary development. Additionally, the City and County need to
fully consider the trade-offs if port-related and industrial businesses relocate because freight
movement is further impeded.

2) 
.Does 

the proposal "sígnificantly protect the Cíty and County.fromfinøncíal rísks?"

The Arena Review Panel carefully considered what remedies the governments would have
should the investor group(s) default or go bankrupt at some future date. Questions included what
collateral the governments might have in such a situation. These are important questions but the
emphasis here is somewhat different. The question we focus on is what due diligence steps can
the governments take now to minimize the probability of bankruptcy or default by their private
sector partners? Once a default or bankruptcy has occurred, the City and County options nanow.
The best defense is to make sure this doesn't happen.

Can Seattle support two more first tier pro teams? This question was posed to Panel
members and some of them offered unsatisfactory opinions that Seattle could. Hansen suggested
that the govemments need not worry about this question because the investor-owners weren't
about to make a losing investment by bringing a $250 to $500 million franchise to an area that
couldn't support it. Furthermore the leagues which must approve ownership changes and moves
have an incentive to make sure a franchise will remain viable over the tenuie of an agreement.
But there is no shortage of league-approved ownership changes and relocations where a
franchise failed to flourish because of lack of demand or local resistance to paying for expensive
venue upgrades.

We believe the data show that were an NBA and an NHL franchise to move here we would be
among the smaller metro areas having so many top tier teams. But a far more detailed analysis is
needed to answer this question. With the growing emphasis on suites and luxury seating to make
professional sport team ends meet, the question of viability includes many dimensions in
addition to population. To the extent that customers are major corporations, one needs to look at
corporate headquarters in the region. One would also have to consider competition from major
collegiate teams.

Is enough being set aside to keep the new arena ífirst class" through 30 years ofever
changing and seemingly increasing scale of improvements? The Key Arena went from "first
class" to "we can't play there" in only l3 years -- precipitating the Sonics' departure. This
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wasn't because of physical obsolescence but rather, economic obsolescence. Over that time the

square footage per participant in a first class NBA arena approximately doubled - in line with the

necessary increase in revenue per spectator. Seattle Center simply didn't have enough room to

easily accommodate the new "first class" nor the City enough money to fund it. Only l3 years

after a successful $95 million remodel, estimates to bring the Key Arena up to the new first class

ranged from $200 million to more than $300 million. If a region has to replace its arena every l0
to l5 years (and the replacement time has been decreasing for decades), it would suggest that the

new arena's capital improvement fund would require annual deposits of $20 to $30 million in
today's dollars. Are the investor group(s) prepared to provide capital improvement funding at

that level? We have seen no indication of what funding level is considered necessary. If the

investors are not and the local governments are not forthcoming, the usual fix is to move the

franchise to a more cooperative locale. But the non-relocation agreement that is part of this
proposal would prohibit this and the investors could find themselves in financial trouble, which
trouble could eventually redound to the govemments who would be the arena owners and

fÏnanciers of last resort.

Note that as initially conceived there would be two investor groups sharing the cost of building
the arena and subsequent upgrades. One group would own the NBA team and the other, the NHL
team. And the arena would not be built until'both team franchises had been acquired. Now in the

draft MOU it appears that an NHL franchise is no longer an integral part of the deal. If this is so,

the question of whether the region can support two new teams is less urgent but the question of
the ability of the private investors to meet their share of the expenses much more so. With only
one investor group and no local NHL team, the cost of building the arena and subsequently

upgrading it will fall on a smaller group of investors who must recover these costs over a much

smaller number of events in the new arena. This, of course, increases the financial risk for the

investors but ultimately for their City and County partners as well.

Ð Wíll the partnershíp result ín an ínvestment ín the community and the regíon?

We conclude the answer to this is clearly yes. The new arena and one or two new franchises

alone constitute a tremendous investment of resources and will create jobs during construction
and subsequently in operating the facility. But is this enough? Will the City and County
standards for minority hiring, apprenticeships and job training opportunities, and social justice

and equity be met? Will the community's sensitivities for environmental sustainability be met? Is

it fair to impose these standards on the private investors? Will the overall benefits be offset by

the loss of other foregone public investments or other high-value industries and jobs? The

particular difficulty here is the arena is to be designed and operated for 30 years by the investor
group(s) but owned by the City and County. The City and County will have to carefully consider

how to structure the design process and specify the operating standards if their larger goals and

values are to be reflected in the partnership.

This analysis was preparedfor the Municipal League by Bitl Alves wíth research assistancefrom Jane Hadley' Bill
Alves ís a retired Seattle City Councíl central staffpolicy analyst whose last bíg assignmentfor the Council was the

Sonics/Key Arena proposal of 2006. He previously worked in Finance at Seattle City Light and Seattle Public
Utitities and was an Assistant Professor of Regional Economics and Land Use qt the University of Alaska. Jane

Hadley is a retired reporter with the Seattle Post-Intelligencer.
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ATTACHMENT 5

OPEN LETTER FROM CHRIS HANSEN
TO THE COMMUNITY

I am writing this letter to address certain concerns and correct several misconceptions and
inaccuracies about my proposal to build a state-of-the-art, multi-purpose Arena in Seattle's Stadium
District and bring NBA basketball and professional hockey back to the Pacific Northwest.

While this is no doubt a highly complex transaction that requires careful and thoughtful analysis, I
remain convinced that if people take the time to evaluate its merits they will see that it is, as a local
newspaper columnist recently claimed, "the best deal for the public of any sports stadium built around
here in nearly 75 years."

I think a good place to start is with the recent report published by- the King County Municipal
League. In their analysis the League said the following:

"This may well be the best deal the City and County are offered for bringing professionat basketball
back to Seattle. The question is, is it good enough? To help frame that question, the City and County
have set forth three criteria that a proposal must satisfr:

' Existing and General Fund resources are protected;

' The City and County should. be significantly protected from any financial risks; and

' The partnership should result in an investment into the community and. region.

f) Issues related úo whether'existing General Fund resources are protected'

Substitution

Externalities

Future General Fund resources

2) Issues related to whether the City and County are 'significantly protected from any
financial risks'

' Demand - whether Seattle can support two more top tier professional sports teams

' Risk during the 3O-year tenure of the partnership of Arena-economic obsolescence and
provisions for paying for major remodels, and

3) Issues related to the extent to which the partnership'results in an investment into the
community and the region'

' How to incorporate broad City/County social justice and. environmental values and how
we will know that benefits outweigh potential costs of the proposal."

The MOU currently under consideration by the City and County Councils was negotiated over several
months between experts specializing in municipal andgþadium finance representing both my investor
group and the City and County. With this in mind, I will, on behalf of our investor group, do my best
to respond to the questions/concerns raised, as well as attempt to correct some of the factual errors
which have been published about the MOU terms.

Ê['J¡N]Ã
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DOES THE PROPOSAL PROTECT EXISTING
GENERAL FUND RESOURCES?
In regard to the fi.rst issue, "whether existing General Fund resources are protected," I would make

a coupìe of points. The ûrst is that the Municipal Leagueb opinion that the substitution effect was

too low was based upon a slight but critical oversight. Their conclusion was based on the substitution
of entertainment dollars, rather than the TAXES on those entertainment dollars - which is what
matters in the context of this transaction. The second, and equally important point, is that in
order to prqperþ factor in the substitution effect, you must do so from each of the tax jurisdictions

in question here (Seattle, King County, Washington State), as the impact on each is going to be

different.

While I will leave the speciûcs of the substitution analysis to theCity staffl as outlined below, the

substitution effect on the City of Seattle's incremental taxes attributable to our agreement should be

minimal (less than 15%) and the City will generate incremental new taxes that are not a part of our

deal. The main reasons for this are as follows:

1. There is rninimal substitution for admissions taxes: The City does not collect
admissions taxes for events at Safeco or Centurylink, and the vast majority of
competing entertainment options (restaurants, bars, etc.) do not charg€ admissions

tax. The only direct substitution from an admissions tax standpoint is from other
events that charge admissions tax, like concerts at other venues within the region

- and that is minimal. While other forms of entertainment would be subject to
sales tax, the CiW's General Fund's portion of sales is just 0.85o/o, or one-sixth the
admissions tax rate.

We then need to consider that a large portion of Arena patrons will be coming

from outside of the City of Seattle. While it is impossible to come up with a precise

percentage without hard data from the former ownership group. Considering the
Ctty's tight boundaries and the fact that many of the former season ticket holders

reside outside of the City limits, we believe a conservative assumption would be that
50-60% of the attendance from all events will come from communities outside of the
C.ty's tax base. By way of example, the Mariners have publicþ stated that over 60%

of their fans come from not only outside of the City, but outside of KING COUNTY.
Obviously from the perspective of the Crty's General Fund, there is virtually no
substitution for tax dollars brought to it from neighboring cornnrunities.

When these two factors are cornbined, it is clear the vast majority of Arena
adrnissions taxes collected by the City of Seattle will be truly new to the
City and thus should not be "marked down" due to substitution effects.

2. Sales of merchandise and concessions generate siguificant incrernental tax
revenue: While there will be a substitution effect on the sales taxes of merchandise

and concessions sales in the Arena from "seattleites," as described above such

substitution does not apply to the patrons that come from outside of the Crty's limits -
and again, we think out-of-city attendees of the Arena will tikeþ be greater than 50%.

2
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Furthermore, the City of Seattle will keep 100% of the incremental sales tax that
out of town guests spend on ancillary goods and services outside of the Arena (in
particular bars, restaurants, hotels and rental cars), as such taxes will not be
reinvested in the Arena. This is in stark contrast to the ûnancing methods for the
other sports facilities in SoDo, which relied heavily on hotel and rental car taxes
which taxed all visitors to the Puget Sound region, not just those visiting for the sole
purpose of using those facilities.

3. Sales tax on construction is all incremental: There is no substitution of sales tax
on the construction of the Arená]

4. B&O taxes are all incremental: There is no substitutiôn of "business and.
occupation" taxes that would not exist without this project.

5. Increased property taxes: While the Arena will not pay taxes once it is owned
by the City/County, as is the case with other public venues'(Benaroyâ Hall, Mccaw
Hall), there will be no substitution effect on the incremental property taxes collected
by the City.

6. The City will receive incremental úax strearns that are not a part of úhe
MOU: In addition to the incremental sales tax on spending outside the Arena by out-
of-town guests, the City of Seattle will also receive taxes from:

a. Hotel taxes: The City of Seattle receives 0.85o/o of the sales tax, although that
amount is currently deferred until the PFD bonds are paid off on Safeco and
Centurylink.

b. Increased property values: The City will see a further increase in its property
tax revenue resulting foom increased property values ofland surrounding the new
Arena. Our group alone has already purchased ancillary real estate surrounding
the Arena at a significant premium to its appraised value.

c. Parking taxes on street parking and non'afûliated lots: The City will
receive parking tax revenues from Arena patrons for lots not covered under the
MOU.

d. Multiplier effect: In total, the salaries from the direct jobs ðreated by the
construction and operations of the Arena and incremental spending brought to the
City from out-of-town Arena guests will recycle through the local community and
create further incremental revenues (as when Arena employees and construction
workers spend their income), and thus new taxes for the City of Seattle. While
opinions as to the correct multiplier to use vary, the typical range assumed by
most economists is 1.5-2.0x.

When one factors in all of the incremental tax beneûts that the City of Seattle will be
receiving and combine it with the security provisions that we are providing to insure
that the debt service is covered through direct Arena tax revenues, it is abundantly
clear that not only are the City of Seattle General Funds protected, but our proposal is
actually likely to result in a net-positive eontribution to the General Fund.

I2L
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FINANCIAT IMPACT ON COUNTY AND STATE
As discussed above, the MOU transaction virtually guarantees the SoDo Arena will have a positive

net impact on the General Fund of Seattle. It is also demonstrably clear that it will be a

net-positive to both the County and the State.

The County, in the same manner as the City, is reinvesting certain tax streams to finance its
ownership of the Arena, and will be repaid by a priority share of certain Arena revenues. Apart
from this, the County will beneût from its portion of incremental sales tax generated that Arena
patrõns spend on "out-oÊarena" dining, entertainment, and retail sales. While lve are hesitant to
put an estimate to the percentage of "out-of-county" Arena patrons, the Mariners have publicly
stated that over 60% of their fan base comes from outside of King County. Additionally, like the City,

the County will also benefit from its portion of the increased property tax valuations in the broader

stadium zone that are likely to occur as a result of the Arena's opirrations.

From the State's perspective, the Arena clearþ represents a windfall. The State will directly benefit
from the sales tax on the construction and the rise in property valuations of both the Arena and

the ancillary real estate. Additionally, like the City and the County, the State will benefit from any

guests that come to Arena events from outside of Washington. While again tough to quantifu it is
inevitable that some out-of-state tourists will come to NBA and NHL games, as well as the concert

and family events the new Arena will host.

FUTURE OF KEYARENA AND ECONOMIC IMPACT
With respect to the imFact of the proposed SoDo Arena on KeyArena, and thus the City's General

Fund, the aspect many have failed to account for is the gain in efÊciency from operating two Arenas

and the reduction in operating expenses we would thus be able to offer the City. While it is true that
KeyArena operated at breakeven the last couple ofyears, this success was achieved in the absence

of adequate investment in the Arena to keep it functioning at anything approaching modern Arena
standards. The business plan of KeyArena readily acknowledges this fact, and forecasts a need

for $20 million to be invested over the next 5 years for "basic asset preservatiod' and another $56

million for even the most basic modernization.

By bringing the NBA back to KeyArena for the 2-3 year new Arena construction period, our team's

games would generate enough incremental tax revenue to at least partially address the eapital
improvement requirements and, at a minimum, leave KeyArena in better status than it is currently.

However, the key point that was not raised in the Municipal League report is that after the new

Arena is operational, we would have a second booking, promotional, ticketing and operations staff
dedicated to a publicþ owned Arena in Seattle. With our operation up and running, we would be able

to effectively operate KeyArena at minimal incremental cost. As such, while KeyArena may lose some

of its "major concert" business to the new Arena, we would likely be able to lower the operating costs

of KeyArena to a point that the City would be in an improved financial position compared to today.
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Additionally, as the Municipal League correctly points out, KeyArena is considered by most concert
promoters to be sub-par due to its configuration, poor "load-in, load-out" capabilities, and antiquated
data and A/V infrastructure. If KeyArena can be successfully re-purposed to a smaller venue, we
believe there is a good chance that, in addition to being a better asset for the City, it will be more
economically viable as the operating cost reductions and incremental dates from smaller events would
outweigh the loss of the select few large concert dates the KeyArena is currently able to attract.

But most important to the City should be the fact that a new Arena will undoubtedly be built in
this region at some point, and if it is built outside of Seattle's tax base the negative consequences to
Seattle's General Fund will clearly be much higher.

EXTERNAUTTES (TRAFHC)
Our investor group recently funded a detailed independent analysis ofthe trafiôc and parking
situation in the SoDo area, which concluded that the impact on trafûc and parking in the area
would be manageable. The major facts supporting this conclusion are (l) the adequate parking in the
area as a result of the inventory built to accommodate the larger Mariners and Seahawks/Sounders
crowds, (2) the minimal date overlap with Safeco and Centurylink events, and (B) most importantly,
that Arena patrons would tend to arrive well after Terminal 46 and BO's scheduled 4:80 pm closing
time, minimizing the impact on Po¡t and industrial traf6c.

Despite the findings, several constituencies have derided the results as inaccurate, and claimed that
as with Mariners games, Arena traffic will begin arriving as earþ as B:00 pm, thus stifling SoDo
trafûe from 3-5 pm while the port is still open.

While such critics have yet to provide any substantive, independent analysis of their own to support
such a point of view, common sense would tell us that people are simply not going to arrive at
3:00-4:00 pm for an Arena event that starts after 7:00 pm. On the contrar¡ we believe most of our
attendees will be at work until at least 5:00 pm. But equally important is the fact that the Arena
will not even open its doors to the public earlier than 5:30 pm for weekday NBA and NHL games
and most concerts- While some may choose to come to the SoDo area earþ for a drink or a bite to
eat, many Arena patrons. are in a rush to make tip-off/face-offand arrive just prior to game time --a fact that is clearþ evidenced by a simple glance at the stands of an NBA or NHL game for the ûrst
half of the first period. Thus, the assumption that all of our patrons and their 5,000-6,000 vehicles
will descend on the Arena site between 3-5 pm is grossly inaccurate.

And while we âre conûdent in our argument outlined above, we are all the more comfortable letting
reality speak for itself. SDOT has recently begun broadcasting live trafÊc cameras in the Seattle
area that are updated in real time. A link can be found here, which provides numerous camera
angles of the Arena site. I.would encourage the Municipal League, the Seattle Times Editorial
Board, City and County offrcials, and everyone in the City to have a look at these cameras and judge
the traffic conditions for themselves.
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After monitoring these cameras for a few weeks, our experts have drawn several conclusions. The

first is that there are certainly traffrc issues in the areain the late afbernoon, though the trafñc
tends to diminish soon after the port closes at 4:30 pm. The traffic also seems to exist in a similar
pattern whether or not the Mariners are playing - a fact that can be verified by looking at the

traf6c cams during the time when the Mariners are on the road. The second is that there is LITTLE
CONGESTION during the 6:00-?:15 pm range when most of our fans woultl be arriving and after
g:00 pm, when our events would be concluding. And once again, we would prefer that residents

do not take our word for it and instead kèep an eye on the traffic cameras and draw their own

conclusions

While we are conûdent that the facts speak for themselves and that there has been no credible

research provided to conclude that the Arena will cause freight mobility problems for Port

businesses, we would also remind our detractors that an extensiv-e trafûc study and traffic
management plan will be part of the required SEPA process.

DOES THE PROPOSAL "SIGNIFICANTTY PROTECT
THE CITY FROM FINANCIAT RISKS?''
As a reminder, the basis for our transaction is that the City and County have agreed to reinvest

certain tax streams generated by the Arena to fund its construction. As such, we would like to
remind the citizens of Seattle and King County of the myriad levels of protection that have been

afforded to them in the Arena MOU.

There are three clearþ defined sources ofrevenue that guarantee the debt service on the City and

County bonds:

1. Guaranteed minimum rent paid to the City and the County by the investor group.

2. The incremental tax revenue generated by the Arena and teams that would not be

available to either the City or the County were it not for the Arena being built.

3. If the revenues from the two previous sources are not enough to cover the cost of
repaying the bonds, the investor group has agreed to pay additional rent to make up

Jhe difference.

In addition, we have built into the Memorandum of Understanding further guarantees which

include:

1. Agreeing to a 30 year specific performance lease with the City, insuring the team will
stay for the entire life ofthe lease.

2. Agreeing to cover any cost overruns of the Arena constructi'on-

3. Agreeing to fund a major maintenance and capital investment fund to insure that the

facility's long-term capital maintenance needs aie met.

4. Agreeing to apply any excess tax streams to a separate reserve fund which can be

used only to fund Arena repairs and improvements (which will be owned by the City
and County) or to retire the public debt early.
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5. Agreeing to pay Arena base rent and additional rent ahead of other Arena lenders
and investors.

6. Agreeing to maintain a reserve fund of one year's debt service for the City and
County's protection in the event we fail to pay base rent or additional rent.

7. Agreeing to maintain a level of Arena profitability (EBITDA) that would provide 2x
debt service coverage (two times the total public debt service payments, not simply the
base rent or additional rent, and thus a MUCH higher multiple of actual debt service).

8. Agreeing to increase the reserve fund by a proportional amount if the Arena
proûtability (EBITDA) totals less than 2x debt service.

9. In the extremely unlikely case of a default that requires the ownership group to sell
the team, the City and County also have ûrst right to theproceeds of the sale after
obligations to the NBA are satisfied (capped at 40% of theJranchise's present value).

10- Agreeing to sell the City/County the land and shell (the most valuable and enduring
assets), which they will hold directly as security in the unlikely event of a default by
investors.

In a ûnal appeal to reason, I would just like to remind the public that the investor group will
be putting up well in excess of $300 million in equity into the project and it is just unrealistic
to assume that in any scenario the group would jeopardize a g300 million equity po'bition in an
attempt to avoid a payment that is under any realistic scenario going to be less than $8 million.

CAN SEATTTE SUPPORT TWO MORE
FIRST TIER SPORTS TEAMS?
Again, I would prefer to let the facts speak for themselves here. As shown in the table below, Seattle
is clearþ the top market in the US in which to put a nerry major sports franchise. It is the l.Bth
largest TV market, one of the fastest growing, one of the most affi.uent, and one of the economically
strongest.In terms of numbers, Seattle wôuld rank 4th in the US in terms of TV users per the top
four major sports leagues, and Gth if you include MLS.
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However, equally important to consider is the fundamental change in the professional sports

business. Due to the escalation in media rights fees.(both nationally and locally), professional sports

franchises in major markets are much less reliant on attendance revenues than they were in the

past. In fact, we would predict that well over half of team/Arena revenue streams will be contracted

on a multi-year basis. This obviously helps to significantly reduce the "cyclicality" of the business,

driving to near-zero the likelihood of a team insolvency in such a strong media market.

IS ENOUGH BEING SET ASIDE TO KEEP THE ARENA
FIRST CTASS FOR 30 YEARS?
Before delving into this question, it's ûrst worth noting the debt outstanding will be declining over

the 30 year period, just as a homeowner's mortgage does. At the qame time, the value of the land,

which the City hotds DIRECTLY, will under even the most draconian of assumptions be worth more

than $100 million, giving it great protection in the event that the Arena is struggling.

However, even if this reality is completely ignored, our investor group has agreed to privately fund

all capitat repairs and improvements. In addition to setting aside $2 million per year for such

expenses, we have agreed to quarantine all future tax surpluses toward those costs or toward
paying down the public sector debt on the project.

We also vehemently disagree with the inferences that the Muni-League and Arena critics have

attempted to draw from the history of KeyArena. F3r from being an indicator of the short life of
sports Arenas, KeyArena vyas built in 1962 and was home to the NBA for over 40 yea,rs.

White KeyArena was remodeled in 1994 at a cost of $9.5 million, it is now common knowle$ge that
that remodel was poorly conceived and did not result in the building being "First Class," as has been

asserted. The remodel left KeyArena without proper loading, premium parking, adequate suites, and

other modern amenities. Additionally, KeyArena has an offset ice rink, which makes it incompatible

for the NHL due to the limited seating capacity for hockey fiust 10,000-11,000 unobstructed view

seats). But either way, KeyArena had a 50 year life with one major remodel. This is far
from an Arena needing to be replaced every 13 years.

To furt]her this point, we would also just highlight that virtually all of NBA Arenas built in the last

20 years are operating just fine. The Arenas in the table below have been in operation for lnore
than l0 years, and in none of these rnarkets are the teams lobbying for a new Arena.
There is absolutely no factual analysis to support the claim that.the average life of an
NBA/NHL Arena is just 10-1õ years.
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B TD Gorden 18,624 1995 l8
Philodel o/Sixers Wells Forgo Cenler 20,328 1996 17
ïoronto/ Air Conodo Centre r9,800 1999 14
Atlonto/Howks Phillips Areno 18,729 1999 t4
Miomi/Heot Americon Airlines Areno t9,ó00 1999 t4

DC/WizordsWoshi Verizon Cenler 20,282 1997 ló
ullsChicq United Center 20,917 1994 l9

Clevelond/Covoliers Quicken Loons Areno 20,562 1994 t9
lndionopolis/Pocers Bonkers Life Fieldhouse l8,ló5 1999 14
Dollos/Movericks Americon Airlines Cenler 19.200 200r 12
Houston/Rockets Toyoto Cenler r8,043.' 2003 l0
Son A AT&T Cenler rB,58r 2002 l3
Denver/Nu PepsiCenler 19,155 1999 l4
Utoh/Jozz Energy Solutions Areno t9,9ì r l99l 22
Los A Lokers, Cl ers Cenler r9,0ó0 1999 14

CftilEIEh AIEIiE cñ ffi

IS THERE INCREASED RISK FROM HAVING
JUST THE NBA?
The first thing to note is that the MOU mandates that the Arena be capable of hosting an NHL
team' This means my investment group 

- as we are responsible for all costs in excess of the fixed
public investment - will be funding several million dollars i¡ improvements which will only
benefit an NHL tenant, giving us huge financial incentive to attract an NHL team. But in
the unlikely event that we are unable to bring an NHL team, the risks to the City and County
would go DOWN, not up. The amount of public sector funding would decline to g125 million, with
the $75 million difference becoming the sole responsibility of the investor group until the NHL team
is located and brought to Seattle.

If the new Arena should open prior to bringing an NHL tenant, the NHL regular season dates
would indeed be lost, but many of those dates would be replaced with concerts and other events,
and the sole Arena operators would keep 100% of all revbnue streams (naming rights, suite sales,
sponsorship, concerts, etc.) instead of splitting them with a second tenant.

WHAT IS THE IMPACT ON SEATTTE PROPERTY TAXES?
Because of the method used by the State of Washington for levying property taxes, and because the
City and County (two non-taxpaying entities) will ultimately own the Arena, other King County
landowners will absorb the taxes associated with the increased valuation. These property tax
payments flow directly to the City and County, and total approximately one million dollars per year.
That amount is spread among the owners of the other $300 billion in real property in King County.
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This means the property tax increase due to the public ownership of the Arena is approximately

33 cents per $100,000 of assessed value. Thus a family living in a $300,000 home would pay roughly

one dollar per year extra, so that the City and County can retain ownership of the Arena. The one

dollar amount is the worst case scenario, and assumes that land in SoDo and Pioneer Square does

not increase in value whatsoever due to the development of the Arena. In reality, land prices in the
vicinity have already risen due to the possibility of an Arena and would likely increase much more

if the Arena and surrounding development are completed. If land within a l0-minute walk of the
Arenrincreases in value by even 10olo, then the property tax impact to other King County residents

will be more like 10 or 20 cents per $100,000 of value.

WHY NOT REBUILD KEYARENA? :

There are three key reasons we do not believe a rebuild/remodel of KeyArena is a viable solution:

1. The cost would be two high: Given the limitations of the current structure, the
lack of parking in the area, the excavation that would be required to solve these
issues, and the incremental time and cost that would be required to attempt a
construction project of this magnitude at this publicly owned location, we believe the
cost to rebuild KeyArena at the existing site would be prohibitively expensive.

2. The traftc and load-in problems would be too severe: Given the limited. ingress
and egress and the lack of parking stock, we believe the site would be permanently
challenged from a traffic/logistics standpoint. Even if a signiûcant amount of
excavation was done to create improved load-in and load-out for concerts and
underground parking, patrons would still be faced with the challenge of trying to exit
onto lst Ave or Mercer, which could result in delays of as long as an hour to get out of
a new, large underground garage.

3. We need KeyArena as an interim solution: Even if the above two challenges could
be solved, it would not change the fact that we need KeyArena as an interim solution
to play in while the new Arena is constructed. Our current transaction is structured
so that the City is not required to put up any funds until we have secured an NBA
team (and the team has signed a binding non-relocation agreement). However, the
NBA team would obviously need a place to play and if we tear down KeyArena,
there would not be an acceptable alternative for the NBA team to play in until the
KeyArena rebuild is complete. The only way around this "chicken and egg" scenario is
thus to play in KeyArena while we build a new Arena in another location.

While some have proposed Hec Ed Pavilion could serve as a similar "interim
solution," given the limited seating capacity (10,000) and possible scheduling conflicts

between the UW and NBA teams, I can assure you that this is not a solution that
would be acceptable to the NBA.
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WHY IS THE CITY BUYING LAND FOR $IOO MILTION
THAT WE PA|D $40 MTLHON FOR?
First, it is important to understand that my investors and I are paying in excess of $50 million for
the property and will be spending an additional $15 million in soft costs in the entitlement process
prior to selling the property to the City - which will likely push our total cost well in excess of
$70 million. Second, we have agreed to sell the property to the City at appraised value, not any
contractually fixed amount. Additionally, the $100 million valuation is the MAXIMUM possible
amount - not the agreed upon price as some have speculated.

But most critical to understand is that the stipulated land price has no bearing on the underþing
economics of the City/County's investment. The City and County's-total investment into the project
is contractually capped at $200 million. For this price we are selling the City/County the land and
the building. If the land is appraised at $100 million, we will sell the building (when it is completed)
for $100 million. If the land appraises at $40 million, the City's price for the building is ûxed at g160
million. If the land appraises at $90 million, we will sell the building for g1l0 million and so on.
Thus the only thing the land appraisal imlracts is the timing of the City,s contribution, as the land is
being purchased up front, and the balance of funding occurs only upon satisfactory completion of the
project.

In fact, from a pure cost point of view, we will be selling the City assets that cost us much more
than $200 million. As such, vve are not profiting in any way from the land sale. The funds
received from the City in exchange for the assembled land may only be used to fund. construction of
the Arena and count dollar-for-dollar against the City and County's maximum contribution of g200
million toward its construction.

- Chris Hansen
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