The-Business of Sposs |

~ Aunique ook at todays
pressires.on téam sports and |
how fans control success

JERRY GORMAN & KIRK CALHOUN |
ERNST & YOUNG




The Name of

the Game
The Business of Sports

Jerry Gorman
Kirk Calhoun
with Skip Rozin

John Wiley & Sons, Inc.

New York ¢ Chichester ¢ Brisbane ¢ Toronto ¢ Singapore



This text is printed on acid-free paper.

Copyright © 1994 by Ernst & Young.
Published by John Wiley & Sons, Inc.

All rights reserved. Published simultaneously in Canada.

Reproduction or translation of any part of this work beyond that permitted by Section 107
or 108 of the 1976 United States Copyright Act without the permission of the copyright
owner is unlawful. Requests for permission or further information should be addressed to

the Permissions Department, John Wiley & Sons, Inc., 605 Third Avenue, New York, NY
10158-0012.

This publication is designed to provide accurate and authoritative information in regard to
the subject matter covered. It is sold with the understanding that the publisher is not
engaged in rendering legal, accounting, or other professional services. If legal advice or
other expert assistance is required, the services of a competent professional person should
be sought.

Library of Congress Cataloging in Publication Data:
Gorman, Jerry.
The name of the game : the business of sports / Jerry
Gorman, Kirk Calhoun : with Skip Rozin.
p. cm.
Includes bibliographical references (p. ).
ISBN 0-471-59423-7
1. Sports—Economic aspects—United States. 2. Professionalism in
sports. I. Calhoun, Kirk. II. Rozin, Skip. III. Title.
GV716.G67 1994
338.4'3—dc20 93-6046

Printed in the United States of America

10 9 8 7 6 54 3 2 1



@@@@@ @@@@

Acknowledgments

This book is based on Ernst & Young’s professional work as consultants,
accountants, tax advisors, and auditors for organizations in all areas of
professional sports. The authors would like to acknowledge the leaders
of the firm’s sports practice and the assistance they gave in writing
this book:

Michael Breit Lester Marks
Don Erickson Russ Rudish

Fred Kuntzman Pat Schaefer

Mark Manoft Todd Sloan

The authors would also like to thank the many outstanding consulting,
tax, and audit professionals who serve our sports clients throughout
the United States and Canada and whose combined expertise and ex-
perience in sports made this book possible. These include:

Yves Anidjar Ron Cooper Tom Maurer
Robert Ballweg Michael DiLecce Don McEntee
Carl Baucum Jim Docks Tom Mitchell
Philip Bass Tom Guilfoile Michael Parma
George Berry Don Gutman Larry Pollard
Richard Birk Brent Hirokawa Ron Price
Dave Brown Bob Johnson Bill Ruddy
Mike Brown Ginger Johnson Joe Scott

John Buckley Brent Jones Steve Seneca
Scott Campbell Doug King Howard Shearson
Tim Cash Brian Lane Rich Stein
Danny Caswell Michele Lanteigne Dick Wood
Joe Chianese Bob Lynch Major Wright

In addition, we are grateful to Mort Meyerson, our National Director
of Public Communications, who first conceptualized—and then managed—
the project. We are also especially grateful for the help offered by Suzanne



Bish, Al Meyers, Ruth Kaplan, and Pat Agard. Among these people, Todd
Sloan and Ruth Kaplan were uncommonly generous with their time and
professional expertise. We are particularly indebted to them.

In collecting information on any subject, it is necessary to rely on the
research of the expert news gatherers in the field. The news gatherers
here are the journalists and writers covering sports and the business of
sports. You will find many of their works listed in the Bibliography, but
we wish to single out, in gratitude for the work they have produced,
Paul Attner, Ira Berkow, Murray Chass, Jack Craig, Peter Gammons,
William Oscar Johnson, Richard Justice, Peter King, Frank Litsky, James
E. Miller, Benjamin Rader, Bob Ryan, Richard Sandomir, Dave Sell, Dan
Shaughnessy, Larry Wigge, and Andrew Zimbalist. Their acute obser-
vations and fine reporting were invaluable in the writing of this book.



Prsoe A ede @

Preface

Baltimore attorney Peter G. Angelos assembled a group of fellow Mary-
landers early in 1993 to purchase the hometown baseball team, the
Orioles. The 64-year-old Angelos, who amassed his personal fortune
litigating workers’ asbestos damage suits, numbered among his partners
writer Tom Clancy, tennis star Pam Shriver, sportscaster Jim McKay,
and movie director Barry Levinson. In the following pages, he addresses
the reasons why any group would spend $173 million—a record price—
to buy a baseball team when players’ salaries are at an all-time high
and climbing, and future profits have been thrown into uncertainty by
shrinking television revenues.

A lot of people in Baltimore were deeply affected by the spiriting
away of the Colts in 1984. I was saddened by the loss of our NFL team,
too, but for a lot of my friends it was even more painful. It was a kind
of spiritual death, not so much for them personally, but for all of us as
citizens of Baltimore and as Marylanders.

People have asked if this had anything to do with my wanting to lead
the effort to return the ownership of the Orioles to Maryland. Well, it
did and it didn’t.

I never felt that Baltimore was in danger of losing the Orioles. This
is far too successful a franchise; the financial health of the club was an
accepted fact, and in the short term losing the team was not a realistic
possibility. But it was the long term that concerned me, and I knew
this could be put to rest if Marylanders once again owned the Orioles.

This does not mean I was offended by the Edward Bennett Williams
ownership [1979-1988], or for that matter the Eli Jacobs ownership
[1988-1993]. Both men made contributions to the Orioles that will
benefit that organization for many years to come. But since this com-
munity was fortunate enough to have a major league baseball club, I
believed there were enough Marylanders—and Baltimoreans particu-
larly—to come together and bring back local ownership and local control.

ix
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I have always believed that hometown control brings the team closer
to the public and more clearly demonstrates that a major league fran-
chise is a key community asset.

When I was growing up in East Baltimore, the ball clubs were a part
of our everyday life. These were not just teams, owned and run as
businesses. They were part of the community. And that’s how I see
baseball today, even in this economic environment. Baseball is not a
business through which one expects to derive great profits, or maybe
any profits at all. Baseball is America’s traditional game, and the Bal-
timore Orioles are a Maryland institution.

Where you have a major league baseball franchise in a city that claims
to be a major city, and you don’t have local ownership, it rightfully
raises a question about the city’s-local business and professional com-
munity and their willingness to put themselves and their money on the
line.

I am not questioning the devotion of the fans. I am questioning the
commitment of the commercial interests, the power centers, the movers
and shakers.

Ultimately, it comes down to a question of pride in your city. Do we
care enough—are we proud enough—to get involved? It would be in-
consistent to claim major city status and permit people from out of
town to own a community asset such as our baseball team.

I never looked at buying the Orioles as an investment. There was
always much more to it. It was intensely more than a business trans-
action, and I knew in the beginning that the eventual price paid might
be more than economics alone could justify. And it happened; it was
how we got to $173 million. But in light of the greater goal—to accom-
plish Maryland ownership—paying that premium, however momentarily
painful, was justified.

That said, the actual running of a baseball club must be done in a
business-like manner. The operation must be financially viable to be a
success and a continued source of community pride. How to accomplish
this is the challenge.

Even as a new owner, I can see that baseball must improve as a
business operation. The entire methodology of compensating players
is obviously an imperfect one. While many ball players get too little
money, some get the lion’s share. The current system serves neither
the players nor the owners effectively. Together, we must find another
way. | have no answers, and I'm sure owners and players have been
searching for one for years. Finding the solution will take luck and more
than a little ingenuity.
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It will also take cooperation, more than we have seen exhibited in
the past by either side.

As owners, we must look at the overall health of the game, not only
at the success of our own individual franchises. I do see this coming.
All the owners—those who are making money and those who are not—
realize baseball has to be looked at in its totality. The day is long past
when we can afford that old attitude of self-interest, ignoring what
happens to anyone else.

Players, too, are going to have to separate themselves from that
narrow, personal perspective and look at the greater good. They fought
the good fight, gained free agency, and now it’s time to make some
concessions to ensure that the game remains healthy.

I may be new to the inner workings of baseball, but I am not new
to the necessity for compromise. I believe my years of experience
representing steelworkers and construction unions will help me see the
other side of an argument. It’s never a one-sided argument; the validity
is never with only one party. Both sides have requirements; both sides
also have good ideas and should be listened to. The key is to get the
good and workable positions from each side and put them together so
that both prosper. Not just survive, but prosper.

Our goal must be to make sure the fan, our customer, gets a first-
class product from management and labor. In the last 30 years we have
seen management and labor wage full-scale war—especially in the auto-
mobile industry—and we’ve ended up creating products inferior to those
produced abroad. As a consequence, both labor and management suf-
fered greatly.

While we in baseball do not have foreign competition, there certainly
are many things competing for our fans’ time and money.

It is important that all of us recognize that if we don’t get our house
in order, the public will become disenchanted. More wrangling and more
acrimony will only lead to fans determining that the great American
pastime has deteriorated into nothing more than a money-making op-
eration, with management and labor fighting over the spoils.

I also believe we must devise a workable system that permits a strong
commissioner, one able to act “in the best interest of baseball.” In the
days when we had a strong commissioner, baseball was a thriving sport
that had the deep respect of the public and the fans. We cannot survive
without that respect—without the fans’ confidence that we are all work-
ing toward the betterment of the game.

This does imply some sacrifice, or at least measured expectations;
we are capable of finding a way.
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Those of us involved with the Orioles know exactly what is needed.
We must assess what revenues we can expect, what savings we can
effect, and from that decide how much money we can commit to improve
the ball club. We are not concerned with how many dollars might be
returned for investors—that is at the bottom of the priority list. This
is a very special kind of business, and profit should not be the primary
goal for owners.

What is a primary goal for this franchise is the providing of long-
term stability and community pride. We see that pride as an active
force and feel a responsibility to nurture it. Love of baseball begins at
a very young age, and if our youngsters are not exposed to the ex-
citement of our sport, they will never know the joy that the game has
been giving for generations. We intend to enter into partnerships with
schools and local communities to see that more of our young people
have the opportunity to enjoy Orioles baseball. They are the future and
we are committed to them.

The perspective is local; insuring that perspective is why we bought
the Orioles. Local owners tend to be right-thinking owners. We are
part of the community; our fans are our neighbors. Regular contact
with the fans who support the ball club reminds an owner who the fans
really are and what the relationship should be between the fans and
the ball club.

We on the Orioles know we are privileged to own this ball team. But
we are not unique in that regard. What owner could feel otherwise?
We all hold our teams in trust for our communities, for our fans and
our neighbors.

Peter Angelos



Paee A eoeo®

INTRODUCTION

(;ames and
Money

he classic images of sports have traditionally been conjured up by
the mind automatically, as each year progresses through its sea-
sons:

Springtime and summer are baseball: the collision of bat striking ball;
the hitter charging out of the batter’s box, legs churning toward first
bases; the flight of the fielder, pursuing the ball across the rich, green
outfield grass.

Fall is football: that tense instant at the line before the ball is snapped;
the crashing together of giant men clad in plastic armor; the receiver
streaking down the sideline, lunging through the air to catch the brown,
oblong projectile, fired by the quarterback.

Winter has basketball: elongated bodies, suspended high in midair
while slamming the ball through the basket. And hockey: the explosion

xiii
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of a puck, rocketed by the mere flick of a wrist from the blueline,
skipping at 100 miles an hour over the ice.

That’s what sport is. Or, more accurately, that’s what sport was
until recently.

Welcome to the modern world of sports. Those scenes remain; the
games themselves have not changed so much. But we the fans are
barraged by other images, fed to us daily by our morning paper and
evening sports report on television.

That baseball player is attending the winter meetings with his agent,
fielding not fly balls but the highest offers for his services. That football
player is in court, forcing his league to grant him the freedom to bargain
as a free agent, doing his best to join the baseball player in the mil-
lionaire’s club. The basketball player is trying to get his league to give
up some percentage of what comes from luxury seating in the stadiums;
the hockey player wants a little of that revenue generated by trading
cards.

How did this happen? When did the world of our favorite games
become the world of big business? The pace may have sped up in recent
years, and the stakes increased, but sports was always business, right
from the start.

The Business of Baseball

To understand this pattern, we look at baseball. Because it is the oldest
professional team sport in this country, it has the most history.

Most of what we have come to know as characteristics of major
league baseball has evolved because of the pressure of business, from
something so basic as the number of leagues to the complexity of mul-
timillion-dollar salaries. The starting time of games, who plays on a
team, even the existence of a big-league team in your hometown—all,
in one way or another, were driven by decisions of commerce.

Sports on the field, but business at the helm.

Baseball began on the eve of the Civil War, then flourished in the
years that followed, moving rapidly from a recreational activity to be-
come its own industry. Part of the popularity was the times: America
was in a period of transition, a nation of farms becoming a nation of
cities. Baseball aided that conversion. Played outdoors on grass in the
sunshine, it incorporated the rural past with the speed and excitement
of the new age to come.
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The sport struggled with its professionalism—who gets paid and who
doesn’t—until the Cincinnati Red Stockings fielded the first openly all-
salaried team in 1869. Charging money to watch paid players proved
to be so successful that the National League was formed in 1876.
Moving into the new century, it held the keys to what was essentially
a locked house.

Several attempts were made to start other leagues, but the National
League was too well entrenched. It threatened, bullied, and sued chal-
lengers out of existence, while insisting it was keeping the game pure
for America. If one of the new leagues had a team that showed particular
promise, the National League absorbed it.

It exhibited that same control over its athletes. Players were blocked
from changing teams by the reserve rule, and the league established a
salary cap. No player could earn more than $2,400 a season, including
such future Hall of Famers as Honus Wagner, Wee Willie Keeler, and
Cy Young.

But holding down players and competition took energy, and the game
suffered. Instances of drunkenness and rowdiness in the stands kept
more and more people from the games; baseball was becoming an event
nice people avoided. Teams started losing money; four were disbanded.

Suddenly the once powerful National League was vulnerable. A new
rival, the Western League, was headed by a man with a keen sense of
how to subvert the competition.

The man was Ban Johnson. He realized that the country, while fas-
cinated with baseball, was uncomfortable with the crude exhibition the
National League was delivering. Not only were there hooligan conditions
at parks but also a lack of order on the field. Catchers would tip the
bat as the hitter began his swing to disrupt his timing; infielders threw
blocks into base runners. When umpires tried to bring order, they were
booed and baited. All this contributed to the game’s sinking image and
falling attendance.

Johnson had nothing personal against the roughness, but he saw an
angle. Pursuing a more genteel game and a better class of clientele,
he banned the sale of liquor, discouraged the use of rowdyism, and
made games played in his Western League a more civil experience. He
also gave umpires complete control over the game, with fines and sus-
pensions at their disposal to maintain order.

In 1900, Johnson renamed his alliance the American League and
went after the National League. What followed were the great baseball
“wars,” with the American League raiding National League teams of
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some of their top players, paying as much as $20,000 a season for the
stars.

It looked like baseball but it was business, pure and simple. And good
business. In 1902 the new league boasted an attendance of $2.20 mil-
lion, while the National League dropped to $1.68 million. By 1903 there
was a merger, with two leagues and a World Series to decide the
champion.

The Die Was Cast

Baseball arrived early on the American scene, and became a model.
For the most part, the others—first football, then hockey and basket-
ball—would follow its lead, growing as it grew, through the challenges
of rival leagues, through expansion and clashes with labor. That pattern
exists to this day.

And in all these sports, as their histories evolved, it was business
that shaped them. The sizes of playing surfaces differed, as did the
means of scoring and rules for each game, but profit controlled decisions
and policies in every sport.

Basketball got its start as a professional sport because the owners
of arenas needed another attraction for the long winter. Baseball’s All-
Star Game was originally a promotion to announce the beginning of the
season and stimulate attendance during the game’s troubled 1930s.
Sunday became pro football day because early in the sport’s history the
more popular college games played on Saturday and drew all the fans.

Business is what made the Boston Red Sox sell Babe Ruth to the
Yankees, what made the New York Nets sell Julius Erving to the Phil-
adelphia 76ers, what made the Edmonton Oilers trade Wayne Gretzky
to the Los Angeles Kings. Business moved the Dodgers out of Brooklyn
and the Colts out of Baltimore.

Sports is an elite business, its dealings conducted by powerful in-
dividuals behind closed doors, all in sharp contrast to the bright lights
and intense press coverage of games.

Business is the inner game of sports, the game of the really big
players—the owners. This is a book about the forces that make them
do what they do.
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