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The Football Players’ Labor Market

John Vrooman'

“We are a bunch of fat cat Republicans who vote socialist on football.”
--Art Modell, former owner of the Cleveland Browns/Baltimore Ravens

“Asserting that a single team could produce a game is like a Zen riddle:
Who wins when a football team plays itself?”’
--American Needle, Inc. v. NFL, et al. 538 F.3d 736 (7th Cir.2009)

I Introduction

Sports leagues are unique in that individual clubs are mutually interdependent in
their cooperative production of competitive games. As joint members of natural cartels
each sports team is only as strong as its weakest opponent. Over the last half-century the
National Football League (NFL) has become the most economically powerful sports
league in the world largely because it has also been the most egalitarian. In 2010 NFL
clubs pooled and shared two-thirds of over $8 billion in revenues among 32 franchises.
The underlying source of NFL economic strength has been a survivalist “league-think”
mentality that developed from the outset of the NFL-AFL war 1960-66. Evenly shared
national media money has grown at a compound rate of 12 percent from $47 million
annually at the time of the actual NFL merger in 1970 to $4 billion under the current
2012-13 contract extensions. Over the last two decades, however, a major threat to
league-thinking solidarity has emerged from an individualist counter-revolution in
unshared venue revenue. During the luxury-seat stadium building frenzy that followed
the watershed 1993 Collective Bargaining Agreement (CBA), the proportion of team-
specific venue revenue has doubled from ten to 20 percent of total revenue. This once-
tight syndicate now finds itself split into those teams with new venues and those without.

Sports unions are also divisive in that the internal politics of current players are
often incongruent with interests of unrepresented future and former players. Professional
sports labor markets are horizontally segmented along seniority lines and distinctions
between veterans and rookies have become hard and fast seniority requirements for free-
agent eligibility. It is common for veteran players to coalesce with management to
bargain away the rights of future generations of disenfranchised rookies and forgotten
former players. This creates a twisted bilateral monopoly where veteran players are often
overpaid because of upper-tier monopoly power, while rookies are exploited because of
owners’ lower-tier monopsony power. The solidarity of the NFL Players Association
(NFLPA) is especially fragmented because of the relatively short careers of NFL players.
The unrestricted NFL free-agent eligibility requirement of 4 years exceeds the average
NFL experience of 3.8 years. NFL players are now split into a dual labor market where
horizontal bargaining coalitions cut across vertical labor-management lines. As a result,
CBA outcomes usually reflect the coalition of upper-tier owners and veteran players.
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In spite of ongoing tension among owner and player segments during the media and
venue revenue revolutions in the NFL since the early 1990’s, the 1993 CBA was renewed
three times in 1998, 2002 and 2006 without major confrontation. The 2006 extension was
set to expire after 2011 with both sides having options to end the agreement one or two
years early. In 2008 the NFL Management Council (NFLMC) exercised its option by
claiming that rising player costs were squeezing profits for small-revenue owners trapped
in older stadiums and large-revenue owners who were paying for their new venues.

Initially owners had three proposals. The first was to reduce the players’ salary-cap
revenue base by allowing an 18 percent increase in new stadium cost credits. This base
reduction would cut the players’ share of total revenue (57.5% in 2009) by about 10
percent. The second proposal was largely a divide-and-conquer tactic. The NFLMC
sought to strengthen an existing entering NFL rookie draft pool (also a product of the
1993 CBA) by imposing a rookie cap similar to the NBA rookie wage scale. Third, as a
hint that media rights fees were beginning to weaken, the owners also wanted to increase
the regular season from 16 to 18 games by reducing the preseason from 4 to 2 games.*
The NFLPA preferred to play under the status quo of the 2006 CBA and questioned
whether owners were under financial distress. The NFLMC threatened a player lockout
for 2011, and the fractured League played the 2010 season without a salary cap.?

This chapter argues that while the owners’ threat of a 2011 lockout was credible,
their claims of rising player costs are false and derivative proposals are not justified based
on available evidence. The underlying cause of the profit squeeze of NFL owners is the
polarizing dynamic of unshared venue revenue available to owners in new venues. Since
the 1993 CBA, NFL has leveraged its legalized monopoly power to extort public stadium
subsidies, cartelize media rights and gouge gate, venue and media revenue through quasi-
perfect price discrimination and vertical integration.> The NFL’s current economic
problem is not between owners and players or even between veterans and disenfranchised
rookies. The imbalance diametrically opposes owners of teams playing in new lucrative
profit-max venues built since the 1993 CBA and those owners playing in older welfare-
max cookie-cutter stadiums of the 1970’s. The solution is not for the new CBA to allow
greater player exploitation, public venue extortion and media siphoning. The remedy lies
at the source of the cost squeeze: NFL owners should simply share more venue revenue.

! This tactic was obviously designed to enhance TV rights package because NFL season-ticket prices already
included two preseason games and the marginal cost of annual player contracts is zero. Players countered that
they should be paid proportionally more.

% Three preset safeguards prevented payroll explosion during the uncapped 2010 season. First, free-agent
eligibility was increased from 4 to 6 years. This adversely affected 293 players or 21.6 percent of NFL players
with 4-5 years experience in 2010. Second, according to a Final Eight Plan, the eight divisional playoffs clubs
in the previous season were limited in the unrestricted free agents they could sign. The four clubs playing in
league championship games could only sign UFAs unless to replace those lost. The four clubs that lost in the
divisional Playoffs could only sign one additional UFA after replacing UFAs lost. The first year salary of UFAs
signed could not exceed the first year salary of the player lost. Third, the uncapped 2010 season would also be
played without a team payroll minimum

3 A schizophrenic history of antitrust law has protected the NFL as a natural cartel in the negotiation of TV
rights in the Sports Broadcasting Act of 1961 and as a non-profit trade association in the Internal Revenue Code
501(c)(6). U.S. Courts have consistently treated the League as several and separate firms. In American Needle,
Inc. v. NFL, et al., 560_U.S. (2010)(08-661) the Supreme Court reversed the 7" Circuit’s ruling 538 F.3d 736
(7th Cir. 2009) that the NFL was a single entity. The 7" Circuit was the first U.S. Court of Appeals to consider
a professional sports league as a single entity.
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1. The Media Revolution

The “league-think” solidarity of the NFL was forged in the heat of the rival league
war with the American Football League (AFL) 1960-66. After the NFL-AFL merger was
approved by Congress in 1966, the new super-league soon regained its lost monopoly and
monopsony power.® Empowered with an antitrust exemption allowing the collective
negotiation of TV rights in the Sports Broadcasting Act of 1961, the NFL has become the
most economically powerful sports league in the world. Total NFL revenues topped $8
billion in 2009. The average NFL club in 2010 was valued by Forbes at $1 billion at a
multiple of four times revenues of $250 million.® The combination of league-wide sharing
of negatively correlated win-loss gate revenues, contractually obligated luxury-seat
money, long-term media rights fees, and cost certainty from a hard salary cap has made
the NFL the “perfect portfolio” diversified through time and across regions.

NFL national television rights have exploded eighty-fold since 1970 and the League
will take in $4 billion annually in TV rights through 2013. These collectively negotiated
fees are about 50 percent of total revenue and are shared equally among NFL clubs. Gate
revenue is 21.6% of NFL total revenue and it is shared 66/34 (60/40 after standard 15%
deduction for game expenses) in a straight-pool home/visitor formula (equal visiting-
team shares after 2002 expansion/realignment). League accounting rules distinguish
between local and national revenues (same for each club). National revenue has dropped
from 75% at the time of the 1993 CBA to 63% in 2010.” The emerging importance of
unshared venue revenue from luxury seats has become a chink in NFL solidarity armor.
Club seats and luxury suites have driven the venue revolution over the last two decades,
and un-shared venue revenue has more than doubled from ten to 22.6% of total revenue.

After decertification and legal victory in McNeil 1992, the NFLPA recertified and
bargained successfully for free agency in 1993.% In exchange for free agency the owners
imposed a league-wide hard cap on player costs at 64 percent of defined gross revenues
(DGR). The league-wide “hard” payroll cap imposed on NFL player salaries since 1994
creates cost certainty for the owners.® The 1993 CBA was extended in 1998 and 2002, but
unshared luxury seat money from the ongoing venue revolution created two revenue
asymmetry problems in the 2006 CBA. The NFLPA had a problem with hidden luxury

*“League-think” was the business model of former Commissioner Pete Rozelle, “Revenue sharing is the single
most effective means of balanced competition in a sports league” The AFL sued the NFL for Sherman Act
Section 2 antitrust violation. In American Football League v. National Football League, 323 f. 2d 124 (4" Cir.
1963) the Court found that the “fact that the American League was successfully launched, could stage a full
schedule of games in 1960, has competed very successfully for outstanding players, and has obtained
advantageous contracts for national television coverage strongly supports the District courts finding that the
National did not have the power to prevent or impede the formation of the new league.” VVrooman (1997).

® The AFL-NFL “Merger Act” was an amendment to the Sports Broadcasting Act of 1961, which previously
exempted all four major sports leagues from antitrust liability under Sherman Act, Section 1 with respect to the
collective negotiation of TV rights. In Congressional merger hearings then NFL Commissioner Pete Rozelle
testified, "Professional football operations will be preserved in the 23 cities and 25 stadiums where such
operations are presently being conducted,” Following the actual twenty-six team merger 1970 (16 NFL clubs
and 10 AFL clubs) the NFL added two clubs in 1976, two more in 1995 and one team each in 1999 and 2002.

® Compare other 2009 revenues: MLB $5.9 billion; NBA $3.8 billion; NHL $2.9 billion; and EPL $2.75 billion.
’ National Revenues include common revenues from National TV and radio, International TV, NFL properties,
enterprises and films and the 34% Visiting Team Share (VTS) of ticket revenues.

& NFL’s “Plan B” free agency system where a team could protect 37 of 47 roster players was rendered illegal in
McNeil, et al. v NFL, 790 F. Supp. 871(8" Cir. 1992). After McNeil NFLMC and NFLPA reached an accord in
1993 CBA that granted unrestricted free agency after 4 years and restricted free agency after 3 years.

® The hard NFL cap can be temporarily avoided by paying players signing bonuses which are prorated over the
length of the contract for cap purposes. The prorated bonus carries forward and creates an equivalent amount of
“dead cap space” which limits future payroll.
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seat money being excluded from the DGR salary cap base, and teams playing in older
venues complained about the growing disparity of unshared luxury-seat revenues.

As a compromise the 2006 CBA expanded revenue sharing base beyond DGR and
the salary cap percentage was reduced to 57% of total football revenue (TR).'® Under the
new formula the players received a smaller slice of a larger more inclusive total revenue
pie for 2006-11. (DGR was about 87.5% of TR). The payroll cap was set at $102 million
in 2006 (compared to $94.5 million under DGR formula), $109 million in 2007 and $116
million in 2008. The CBA also had a minimum payroll that progressed in 1.2%
increments annually from 84% to 90% of the salary cap over the course of the 2006-11
CBA. Given cost certainty the payroll cap, the NFL became a fully diversified money
machine. Unfortunately much of NFL value is extracted by monopoly power over an
exclusive fan base and venue extortion power over the general tax-paying public.

All four major leagues were granted antitrust exemption from the sale of pooled
national “sponsored telecast” rights in the Sports Broadcasting Act of 1961 SBA.
Collective negotiation of pooled rights fees was justified by Congress because of the
natural interdependence of clubs in sports leagues and social welfare from competitive
balance. TV rights fees shown in Table 1 reveal the long history of the best case for the
NFL and worst case for the networks.*? At the time of the AFL-NFL merger ABC was
relegated to a prime-time Monday Night Football (MNF) experiment and partnerships
established between CBS-NFL and NBC-AFL during the war were continued for the
NFC and AFC after the merger in 1970." NFL network affiliations were stable until the
emergence of a fourth network FOX as sports rights bidder for NFL TV rights in 1993.*

The cap in 2006 CBA was set at $102 million (2006), $109 million (2007), 57.5 percent of total revenues in
2008-09, and 58 percent 2010-2011. The fail-safe trigger adjustment rate is set at 2 percentage points higher: 59
percent (2006-07), 59.5 percent (2008-09) and 60 percent (2010-11). Minimum payroll ratio increases by 1.2
percentage points each year from 84 percent of the cap in 2006 to 90 percent of the cap in 2011 The top 15
revenue clubs agreed to share $430 million 2006-09 with clubs in older venues whose payroll exceeds 65
percent their revenue and their gate revenue is at least 90 percent of the league average.

! Eleven teams had contracts with CBS, two with NBC and the Cleveland Browns had its own network. After
pooled national TV contract between AFL and ABC in 1960 the court ruled against pooled rights selling by the
NFL in United States v. National Football League, 196 F. Supp.445, 446 (E.D. Penn.1961). The Sports
Broadcasting Act reversed the decision to remedy an “apparent inequity” between NFL and AFL. The first
provision of the SBA enacted in 1961 exempts agreement among professional football, baseball, basketball and
hockey teams to pool their sponsored television rights for sale as a package. A second provision of the SBA was
passed in1966 to allow the NFL and AFL to merge without antitrust challenge. The antitrust exemption applies
to agreements by “member clubs of two or more professional leagues to combine their operations in an
expanded single league...if such an agreement increases rather than decreases the number of professional
football clubs.” The same 1966 act also amended the tax laws so that “professional football leagues are exempt
from federal income tax if they are not organized for profit and no part of the earnings inures to the benefit of
any individual.” In Shaw v. Dallas Cowboys Football Club, 171 F.3" 299 (3" Cir. 1999) the Court held that the
exemption applies only to broadcasts provided free to air and not to satellite broadcasts. The second merger
provision of the SBA applies only to professional football leagues.

12 National rights fees for the NFL since the AFL-NFL merger dwarf MLB and NBA revenues four-to-one.
Comparison annual TV rights fees: MLB, $803 million; NBA $930 million; NASCAR $560 million; NCAA
Basketball Tournament $565 million and NHL, $148 million.

3 The AFL originally signed a five-year pooled agreement 1960-64 with ABC for $2.125 million per season.
Immediately following the specific SBA exemption in 1961 the NFL struck an annual deals with CBS for $4.65
million (1962-63) followed by $14.1 million (1964-65). In 1964 ABC had bid $13 million and NBC $10
million per year. After losing the 1964 NFL bid, NBC solidified the AFL with a five-year deal for $36 million
plus $6.7 million for post season. The NBC-AFL deal for $8.54 million per season (1965-69) was tripled a year
later by the NFL-CBS deal for $25 million per season (1966-69). ABC then found a broadcasting relationship
with NCAA college football before acquiring the MNF rights in 1970.

4 By their own admission NBC and CBS overbid 1982-86 contracts, when annual fees doubled from to $420
million and lost over $300 million on 1990-93 contracts which doubled fees again to $900 million.
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Table 1. National Football League TV Right Fees

Total  Annual Broadcast Cable Satellite
Rights  Rights ~ Agc cBS NBC FOX ESPN TBs DirecTV

Term Years Clubs

American Football League

1960-64 5 8 10.6 2.1 2.1

1964-69 5 10 425 8.5 8.5

National Football League

1960-61 2 14 6 3 3

1962-63 2 14 10.5 5.3 47 6

1964-65 2 14 32 16 . 16

1966-69 4 16 98 245 .. 245

1970-73 4 26 188 47 8 22 17

1974-77 4 28 218 55 13 24 18

1978-78 4 28 646 162 60 54 48

1982-86 5 28 2,100 420 115 120 107

1987-89 3 28 1,428 476 125 165 135 51

1990-93 4 28 3,600 900 225 265 188 111 111

1994-97 4 30 4,388 1,097 230 .. 217 395 131 124
1998-05 8 31 19,600 2,600 550 500 ... 550 600 400
2006-11 6 32 22,410 3,735 ... 623 600 713 1,100 700
2012-13 2 32 8,130 4,065 ... 613 610 743 1,100 1,000

*CBS, NBC, FOX two year extensions 2012-13; DirecTV “Sunday Ticket” extended at $4 billion four years: 2011-14.
TV Rights in other leagues: MLB $803 million annually (7 years 2007-13); NBA $930 million annually (8 years 2008-16);
NASCAR $560 million annually (8 years 2007-14). Total TV revenues in Big 5 European Leagues $4.45 billion 2008-09

FOX Network crashed the 1993 NFL TV rights auction by offering $395 million for
prized NFC rights, compared to a second-best offer from CBS for $290 million for 1994-
97.% The after-shock was delayed until 1998-2005 rights auction where CBS regained
AFC rights for a hefty $500 million and FOX retained NFC rights for $550 million. The
second time around NBC was the odd network out of the NFL monopoly auction. ABC
and cable affiliate ESPN paid $1.15 billion for Sunday and Monday nights.*® FOX
affiliate DirecTV paid $400 million per year for exclusive rights to out-of-market games
shown by pay-per-view on “NFL Sunday Ticket” and the NFL Network (launched in
2003) to be delivered via satellite platform.

After FOX blew apart traditional network partnerships, annual NFL rights fees more
than doubled from $1 billion in 1994-97 to $2.6 billion 1998-2005. This explosion in
rights fees forced incumbents ABC, CBS and NBC to allow expensive NFL rights to
migrate to ABC cable affiliate ESPN and FOX satellite affiliate DirecTV. In 2006 rights
again increased by 40 percent and NFL TV siphoning continued. ABC abdicated NFL
rights by allowing MNF to migrate to cable affiliate ESPN for $1.1 billion. DirecTV paid
$700 million annually for PPV Sunday Ticket and NFL Network, which produced its
own exclusive eight-game package late in 2007. After siphoning off its TV inventory to
cable and satellite platforms, all NFL games were still available for a price, but access
was becoming more exclusive through price discrimination and vertical integration.

15 The FOX strategy was to run financial losses and use sports broadcasting to gain legitimacy as a fourth major
network rising from its 1986 start-up with a handful of UHF stations. In its first year FOX outhid ABC for the
MNF package in the 1987 rights auction price of $125 million. The NFL chose the incumbent ABC and offered
FOX eight Sunday night games that ultimately landed with ESPN for the NFL’s first cable contract 1987-89.

% ABC acquired ESPN in 1984 and Disney acquired ABC/ESPN in 1995. FOX Network launched in 1986 and
is owned by Rupert Murdoch’s News Corporation, which gained control of satellite platform DirecTV in 2003.
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I11. The Venue Revolution

If the media revolution over the last half-century has built NFL solidarity, the venue
revolution over the last quarter century has served to tear it down. Since the 1995 NFL
expansion into Carolina and Jacksonville new or renovated stadiums have been approved
for 27 of the 32 NFL clubs.”” The origins of this venue revolution can be traced to two
maverick owners: Joe Robbie of the Miami Dolphins and Jerry Jones of the Dallas
Cowboys. After butting heads with the City of Miami and Dade County over renovation
of the Orange Bowl, Robbie decided in 1984 to build his own private stadium backed by
luxury-seat revenues. The stadium design combined mezzanine club seats of Kansas City
Chiefs’ football-only Arrowhead with twin tiers of luxury suites in the Dallas Cowboys’
football-only Texas Stadium. Joe Robbie Stadium opened in 1987 just outside Dade
County at a cost of $115 million, including $13 million from the State of Florida. The
prototypical inside-out design was a revolutionary form of spatial price discrimination
where lower bowl and upper-deck seating were attached to a luxury-seat motel in the
middle, rather than the other way around. The revolutionary financial design involved up-
front ten-year leasing of 216 luxury suites at $29,000-$65,000 per season, and 10,214
club seats at $600-$1400 per season. Dolphins’ stadium debt was retired in ten years
from annual payments of $16 million derived from luxury-seat revenue alone.

The second split with the cooperative past occurred after wildcat oilman Jerry Jones
paid a NFL record $150 million for the Dallas Cowboys and Texas Stadium lease in
1989.% During the successful years of the Cowboys in the mid 1990s Jones set up a series
of ambush licensing deals for the Cowboys Texas Stadium that competed directly with
the league-wide sponsorship agreements negotiated by NFL Properties (NFLP). NFLP
had been created in 1963 as the merchandising element of the Commissioner Rozelle’s
“league-think” model. The conflicting sponsorships resulted in mutual law suits that
successfully challenged NFL collectivism and increased local venue money.* The twin
suits were resolved with a legal distinction separating NFLP and the Cowboys brand
from Jones and Texas Stadium. This subtle separation attached revenue to the stadium
and increased unshared cash flow for the individual club that controlled its own venue.

The private funding of Joe Robbie Stadium created a revenue-sharing problem for
the rest of the League that was solved when the other owners agreed to waive the visiting
team share (VTS) of luxury seats if the fees were used in the construction of the stadium
(the premium seat waiver).? The VTS waiver was later extended to personal seat licenses

7 San Francisco 49ers $937 million stadium was approved by Santa Clara voters in 2010. Five clubs playing
older venues: Miami Dolphins Sun Life Stadium 1987; Minnesota Vikings Hubert H. Humphrey Metrodome
1982; New Orleans Saints Louisiana Superdome 1975; Buffalo Bills Ralph Wilson Stadium 1973; Atlanta
Falcons Georgia Dome 1992. Two clubs paying in older partially renovated Stadiums: Oakland Raiders
Oakland-Alameda County Coliseum 1995R; and San Diego Chargers Qualcomm Stadium 1997R

*8 Purchase price included $65 million for 56% of the NFL Club, $75 million for all of Texas Stadium and $20
million for Valley Ranch and deferred salaries. After going 1-15 in 1989, the Cowboys became the NFL’s most
successful team in the 1990s. Dallas qualified for the playoffs eight times, won six division titles, and won three
Super Bowls in 1993, 1994 and 1996.

1 Jones entered into licensing agreements with direct competitors of NFLP: Nike v. Reebok, Pepsi v. Coke and
American Express v. MasterCard. The NFLP argued misappropriation of NFL property (Cowboy brand) in NFL
Properties v. Dallas Cowboys, Texas Stadium, and Jerry Jones, S.D.N.Y., 1995, 95 Civ 7951. In Dallas
Cowboys Football Club, Ltd. v. NFL Trust, No. 95-civ-9426 (S.D.N.Y. Oct. 18, 1996) the Dallas Cowboys
challenged the teams’ agreement allowing NFLP control over their marks. The Cowboys alleged that “[t]he
marks of the member clubs are not of equal, or even comparable, value,” At the time the Cowboys accounted
for one-third of NFL merchandise and twice as much as the second highest team. Jones argued that NFLP
exclusive licensing constituted collusion in violation of Sherman Section 1.

2 Club-seat money is split into club fees and reserve-seat tickets. The ticket portion of the club seat is shared
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(PSLs) used for venue construction after the Carolina Panthers sold $122 million in PSLs
for a 76.3% private funding of Bank of America (Ericsson) Stadium in 1996.

Perhaps the most important factor in the second half of the venue revolution was the
League’s extension of the premium waiver into the creation of a full blown credit facility
for venue finance. After the New England Patriots aborted relocation to Hartford in 1999,
the NFL began a G-3 loan program (NFL Constitution and Bylaws, 1999 Resolution G-3)
where stadium loans were to be repaid from 34 percent VTS of club seat premiums. The
League loaned up to 50 percent of private costs (maximum $150 million) for teams in six
largest TV markets, and up to 34 percent (maximum $100 million) for clubs in smaller
markets. In Table 2 the 25 stadiums built since the 1995 expansion are split into venues
built during the relocation/extortion period after1995 and the G-3 loan period after 1999.

The G-3 loan program was clearly designed to discourage teams in large TV markets
from relocating to smaller markets. Consider the Chicago Bears who contributed less
than one third of the $632 million cost for the New Soldier Field that opened in 2003. Of
the $200 million private share, $100 million came from a G-3 loan and $70 million from
PSL sales. The Bears actual cash outlay was only $30 million. The G-3 program involves
a transparent wealth transfer from the VTS of smaller teams to large market teams
playing in new venues. Premium seat waivers and G-3 loans are also excludable from the
salary cap base. This is the large market owners attempt to protect TV rights and shift
venue cost to the players, and ironically to the smaller revenue clubs.

Since the NFL’s $10.8 billion venue revolution began public coffers have been hit
for about one-half the cost. The twelve stadiums built under the $1.1 billion G-3 program
averaged 59% private share and one-fourth of the private share was from G-3 loans. The
13 stadiums built in relocation/extortion period before G-3 averaged only 26.6% private
funding and 60% of the private share came from PSLs. The good news is that the G-3
program was shifting the financing burden to the NFL teams rather than the general
taxpaying public, but the bad news was that the internal private burden was being shifted
to smaller markets through the premium waiver and to players through stadium cost
exemptions from the salary cap revenue base.

In venue deals negotiated during the relocation/extortion derby expansion, the public
share of venue cost varies inversely with market size.?? To see how the NFL venue
extortion game worked, consider the relocation circus surrounding the 1995 expansion.
The six finalists in the auction were Oakland, Baltimore, St. Louis, Memphis, Charlotte
and Jacksonville. The first three had lost teams to previous NFL relocation-extortions, but
the surprise expansion choices were Charlotte and Jacksonville. Carolina was selected
because of the economics of its stadium design (158 suites and 11,300 club seats) and
$158 million in PSL money.? Jacksonville was granted a franchise based on advanced
sale of 10,000 club seats for $75 million.

with the league (66/34) as gate revenue while the club fee premium is treated as unshared venue revenue.

2L A PSL is the present value of a season ticket discount over the life of the season-ticket option. For example, if
the true value of the season ticket is $1000 per season ($100 per game), a $5000 PSL would be paid up front for
the season ticket priced at $500. PSLs usually work for a relocation or expansion teams and first time season-
ticket holders. PSLs do not work if there is no discount or there is a limit to the life of the PSL option. The
Oakland Raiders bungled PSL offering in 1995 relocation violated both of these basic principles.

22 This is because the top half of the League occupies the16 largest TV markets (1.5 million and higher), while
the bottom half is auctioned to the highest public funding bid by the 30 or so mid-markets eager to land a club.
% Because the $158 million PSLs were sold by the Carolina Panthers about $60 million was paid in Federal
income taxes. Later $80 million in PSLs were sold by the St. Louis Convention & Visitors Commission (CVC)
for the Rams. The Rams’ PSL funds were not taxable, because the CVC is a public authority. All subsequent
PSL financing schemes shielded PSL revenue from Federal income tax liability by using the public authority
loophole. So about one-third of PSL subsidies were shifted to general taxpayers.
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Table 2. National Football League Stadiums since 1995 Expansion/Relocation ($Millions)

. . Year Total Luxury Club PSL  Total Private 1G-3 PSL  Private
NFL Franchise NFL Stadium Open Seats  Suites  Seats Seats Cost$ Cost$ Loan$ Fees$  Share
Expansion-Relocation
Jacksonville Jaguars® Municipal Stadiumt 1995 73.0 85 112 141 20 142
St. Louis Rams® Edward Jones Dome 1995 65.3 124 6.2 535 299 0 78 .000
Oakland Raiders® McAfee Coliseumt 1995 63.1 143 6.3 39.0 128 0 68 .000
Carolina Panthers™ Bank America Stadium 1996 73.4 158 11.4 62.5 248 187 122 .763
San Diego Chargers Qualcomm Stadiumt 1997 715 113 7.8 78 18 231
Washington Redskins FedEx Stadium 1997 91.7 284 150 251 180 .720
Baltimore Ravens® M&T Bank Stadium 1998 69.3 108 7.9 60.2 229 29 65 127
Tampa Bay Bucs Raymond James Stadium 1998 66.3 195 123 169 15 .089
Tennessee Titans® LP Field 1999 67.7 143 9.6 582 292 71 71 .243
Cleveland Browns* Browns Stadium 1999 73.2 147 8.8 57.0 314 79 25 .252
Cincinnati Bengals Paul Brown Stadium 2000 65.6 114 76 580 458 44 26 .096
Pittsburgh Steelers Heinz Field 2001 64.5 129 6.6 450 284 113 37 .398
Houston Texans* Reliant Stadium 2002 69.5 191 83 440 449 132 50 331
Extortion Totals 13 Venues 70.3 149 9.2 53.0 3,340 888 0 542 .266
G-3 Loan Program}
Denver Broncos Invesco at Mile High 2001 76.2 124 8.2 401 100 48 .250
New England Patriots Gillette Stadium 2002 68.8 80 6.0 412 340 141 .825
Detroit Lions Ford Field 2002 64.4 132 8.6 500 375 100 .750
Seattle Seahawks Qwest Field 2002 67.0 82 7.7 8.3 430 130 63 17 .302
Philadelphia Eagles Lincoln Financial Field 2003 67.6 172 108 29.0 518 330 125 70 .637
Chicago Bears New Soldier Field 2003 61.5 133 86 275 632 200 100 70 .316
Green Bay Packers Lambeau Fieldt 2003 71.0 167 6.3 58.0 295 126 13 93 427
Arizona Cardinals University of Phoenix 2006 63.4 88 7.5 455 147 42 .323
Indianapolis Colts Lucas Oil Stadium 2008 63.0 142 7.1 675 100 33 .148
Dallas Cowboys Cowhboys Stadium 2009 80.0 320 150 66.0 1,200 850 76 470 .708
Kansas City Chiefs Arrowhead Stadiumt 2010 77.1 133 100 375 125 43 .333
New York Giants/Jets New Meadowlands 2010 82.5 217 100 555 1,600 1,600 300 400 1.000
G-3 Totals 12 Venues 70.2 149 83 407 7,493 4,423 1,084 1,120 .590

t Stadium Renovations. f After aborted move of New England Patriots to Hartford Connecticut in 1999, the League established the G-3 loan program for venue construction
(Amendment 1999 G-3 NFL Bylaws). Using a debt facility backed by TV revenues, the NFL loaned up to 50 percent of private stadium contribution for top six TV markets ($150
million maximum) and up to 34 percent of the private share for smaller markets ($100 million maximum). G-3 loans are repaid from visiting team share of club-seat premiums.
X Expansion Teams: Carolina played 1995 in Clemson Stadium; ® Relocation teams: Ravens played 1996-97 in Baltimore Memorial Stadium. Titans played 1997 in Liberty Bowl
and 1998 in Vanderbilt Stadium. The decision whether Cleveland would get an expansion or relocation team was delayed until after stadium elections in Tampa and Cincinnati.
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Each of the four other finalists (with venue subsidies still in hand) became immediate
relocation targets for existing NFL clubs seeking easy public money for new venues. In
1995 the L.A. Raiders moved back to Oakland for 100 percent public renovation of
Oakland Alameda County Coliseum (143 luxury suites and 6,300 club seats) and the L.A.
Rams relocated to St. Louis for 100 percent public funding of the Edward Jones Dome
(142 suites and 6,200 club seats). The Cleveland Browns became the Baltimore Ravens
in 1996 for 87 percent public funding of the M&T Bank Stadium (open 1998 with 108
suites and 7,900 club seats) and the Houston Oilers moved to Nashville for 76 percent
public funding of LP Field (open 1999 with 143 suites and 9,600 club seats). All four
relocation schemes used PSL fees, but not for stadium construction. Each city paid direct
PSL subsidies to the relocating teams and $29 million relocation fees to the NFL. %

The NFL then retro-expanded into Cleveland in 1999 for 75% public funding of the
new Browns Stadium with 147 suites and 8,800 club seats.* After several delays between
competing L.A. investment groups, the NFL retro-filled the Houston market instead for
71% public funding of Reliant Stadium (191suites and 8,300 club seats) in 2002. The
new Cleveland Browns paid an expansion fee of $476 million and Houston Texans paid a
premium fee of $700 million to outbid L.A.* Thisleft the second largest U.S. TV market
L.A. without a NFL team. This was not a major problem for two reasons. First, L.A.
teams rarely sold out games especially in the cavernous L.A. Coliseum, and the black-out
rule makes L.A.’s TV market (5.65 million TV households) irrelevant. Second, the NFL
prefers to keep at least one major market open for the venue extortion triangles of other
clubs. L.A. relocation has been used in subsequent threats by the New Orleans Saints,
Arizona Cardinals, Indianapolis Colts and San Diego Chargers.”

Several problems emerged during the venue revolution. The first and most obvious
was the general shift toward increased reliance on unshared venue revenue. Second, the
venue privatization potential discovered by Joe Robbie went into the owners pockets
because of the heavy public subsidies that were leveraged through relocation/extortion
threats after the 1995 expansion. Third, most of the private team shares of venue costs
were financed by exclusionary schemes of personal seat licenses (PSLs) and luxury-seat
packages. Take-it-or-leave-it perfect price discrimination has exhausted the consumer-
surplus of the marginal fan. Fan-exclusion tactics have become virtually the same in both
media and venue revolutions. The NFL league-cartel and its local monopoly teams have
charged fewer and fewer fans more and more money for the same all-or nothing season-
ticket package. Over a very short period the venue structure of an entire League will have
been transformed from multipurpose public stadiums designed for maximum fan welfare
to publically subsidized exclusive football-only venues designed for maximum profit.

24 St. Louis sold $80 million PSLs: $20 million for $29 million Rams relocation fee, $17 million for PSL
sharing with League, $28 million for Rams lease in Anaheim, and $15 million for practice facility. Oakland sold
$68 million in PSLs: $53.9 million for Raiders non recourse loan, plus $10 million practice facility. Raiders
forewent $46.3 million in court 1987 settlement and paid no relocation fee. Maryland Stadium Authority sold
$67 million PSLs: $22 million for Ravens lease in Cleveland, $16 million lost Browns expansion fee, and $29
million relocation fee. Nashville sold $71 million PSLs, for $29 million relocation fee and stadium costs.

% Cleveland received a replacement franchise as settlement of a law suit against the NFL over the relocation of
the Browns to Baltimore in 1996. The League delayed the decision on whether the Cleveland franchise would
be an expansion or relocation club until after 90% public funding was approved in both Tampa and Cincinnati.
% Al Lerner paid $530 million for the Browns but $54 million was used to repay the League for stadium loan.

2" In lieu of a stadium the Saints get $186.5 million subsidy 2001-10. Cardinals took a two-thirds public subsidy
for new stadium in 2006. Colts received $575 million subsidy for $675 million Lucas Oil Stadium in 2008.
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Table 3. NFL Ownership Quartiles in 2009

Team TVHH  Value Rev V/R Debt D/V Pay PR Gate
League 1

Dallas Cowboys 2.436 1,805 420 4.30 199 110 143 340 2.07
Washington Redskins 2.308 1550 353 4.39 233 150 126 .357 157
New England Patriots 2.394 1,367 318 4.30 273 200 133 418 1.66
New York Giants 3.696 1,182 241 4.90 650 550 166 .689  1.07
Houston Texans 2.051 1,171 272 431 199 170 150 551 0.94
New York Jets 3.696 1,144 238 481 755 660 160 .672  1.04
Philadelphia Eagles 2.940 1,119 260 4.30 179 160 141 542  1.00
Chicago Bears 3.469 1,096 254 4.30 96 .090 144 567 1.05
League 2

Baltimore Ravens 1.095 1,073 255 4.21 268 250 138 541 1.13
Denver Broncos 1.477 1,049 250 4.20 147 140 142 568 111
Indianapolis Colts 1.072 1,040 248 4.19 42 040 142 573 1.02
Carolina Panthers 1.086 1,037 247 420 187 180 148 599  1.02
Tampa Bay Buccaneers 1.784 1,032 246 4.20 144 140 118 480 1.05
Green Bay Packers 1.330 1,018 242 421 20 .020 147 .607 .89
Cleveland Browns 1.534 1,015 242 419 152 150 125 517 .87
Miami Dolphins 1.536 1,011 247  4.09 404 400 150 607 115
League 3

Pittsburgh Steelers 1.158 996 243 4.10 249 250 146 .601 .92
Tennessee Titans .996 994 242 411 129 130 142 587 .87
Seattle Seahawks 1.782 989 241 410 119 120 125 519 .87
Kansas City Chiefs 927 965 235 411 135 140 111 472 .98
San Francisco 49ers 1.210 925 226 4.09 130 140 136 .602 .89
New Orleans Saints .600 955 245 3.90 124 130 150 .612 .81
Arizona Cardinals 1.803 919 236 3.89 147 160 146 619 .89
San Diego Chargers 1.051 907 233 3.89 127 140 150 .644 .98
League 4

Cincinnati Bengals .904 905 232 390 100 110 122 526 .87
Detroit Lions 1.925 817 210 3.89 351 430 139 .662 .68
Atlanta Falcons 2.310 831 231 3.60 274 330 134 580 91
Buffalo Bills 637 799 228 350 128 160 142 623 .83
St Louis Rams 1.244 779 223 3.49 62 .080 135 .605 74
Minnesota Vikings 1.707 774 221 350 279 360 140 .633 .83
Oakland Raiders 1.210 758 217 349 53 .070 156 .719 .63
Jacksonville Jaguars .655 725 220 3.30 123 170 133  .605 .70
NFL Averages 2009 1.688 1,023 250 4.06 202 204 140 572 1.00

Source: Forbes and Nielsen Media; TVHH is Nielsen TV households in millions; Dual markets SFO and NY spilt TVHH/2.

Rev is revenue in $1000; Debt includes stadium debt; V/R is value/revenue multiple, D/V is debt/value leverage ratio, Pay is
player cost including benefits, P/R is player costs as percent of/revenues; Gate is team gate ratio to league average gate revenue.
In 2009, National revenue was $157.8 million per club; salary cap $128.5 million; minimum payroll $107.8 million and player
benefits were about $23 million. Payrolls can exceed cap because bonus money accrues in year paid and is prorated for the cap.

1V. Owners Divided

In the wake of the venue revolution NFL Clubs can be divided into distinct revenue
quartiles as shown in Table 3. Unfortunately for the old-school “league think” business
model these tiers reflect the polarity TV market size and unshared venue revenue. The
ordering is based on revenues and franchise values, but the actual quartile segments more
closely reflect Value/Revenue multiples (V/R) used in appraising those franchise values.
V/R multiples reflect the underlying risk inherent in expected positive and negative cash
flows for the 32 clubs. The top eight clubs in League 1 enjoy advantages of greater cash
flow from new venues, and they also benefit from its contractually obligated certainty.
During the venue revolution it was common practice for NFL owners to trade more risky
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(high variance) gate revenue for more certain (low variance) venue revenue.?® The
opposite is true of the lower and more volatile team-specific revenues of clubs relegated
to Leagues 3 and 4. Collective bargaining coalitions between club owners usually sets
top-tier League 1 against bottom-tier League 4 with swing coalitions from Leagues 2 and
3. Without direct access to NFL financial records, these data are the best available way
(even for the NFLPA) to analyze the NFLMC claims of financial distress.

Exogenous profit pressure could possibly result from the negative cash flow of debt
service on a team’s private share of venue costs or for the going $1billion franchise price.
The NFL owners’ goal was to reduce an internally set debt limit from $150 million per
club in 2008 to $120 million by 2010. The current level of debt in the NFL is $6.5 billion
or $200 million per club (including stadium debt). Leverage ratios and the players’ share
of revenue are shown in Table 3. There are only eight clubs with leverage ratios above
the league average of 20% debt/value (D/V) in 2009. Three of those clubs: N.Y. Giants
55%, N.Y. Jets 65% and Detroit Lions 43% used debt to finance their private share of
their venues.® The other five clubs are still paying down recent acquisition costs for their
respective franchises: Baltimore Ravens 25%; Miami Dolphins 40%; Pittsburgh Steelers
25%; Atlanta Falcons 33% and Minnesota Vikings 36%. Based on this evidence NFL
clubs do not appear to be overburdened from the “outside” weight of club acquisition or
private venue construction costs.

The 2006 CBA extension established a supplemental revenue sharing (SRS) pool to
redistribute $430 million from the top 15 revenue clubs to the bottom 8-12 revenue clubs
through 2009. SRS was a modest compromise designed to relieve player cost pressure if
the club had a player-cost/revenue ratio (P/R) over 65% and receive a full share if its gate
revenue was above 90% of the league average (Gate).* Based on the NFL benchmark of
65% players’ share, there is evidence of an exogenous player-cost squeeze for only a
handful of teams. NY Jets and NY Giants player costs exceed two-thirds of revenues for
their last season played in old Meadowlands. Revenues in the New Meadowlands
Stadium (2010) should increase by 20% which will return these ratios to below 60%.
One-half of the teams in the League are experiencing player costs above 60% of
revenues. Player-costs are cyclical in the middle two quartiles, but the squeeze appears to
be a burden for clubs in League 4 and those at the bottom of League 3. A similar pattern
with the Gate ratio confirms that player cost pressure in the NFL is due to unequal
revenue distribution rather than the player’s overall share of league revenue.

% One of the most valuable aspects of NFL venue revenue over gate revenue is its contractually obligated
certainty. V/R multiples also reflect league-specific risk on revenue and player costs. Compare the NFL league
multiple of 4.0 to MLB 2.5; NBA 2.91 and NHL 2.34 (Forbes). NFL ticket demand is relatively price and win
inelastic compared to the other leagues because of its 16-game regular season compared to 162 games in MLB;
and 82 games in NBA and NHL. NFL demand could become more elastic with a proposed 18-game season.

% The NY Jets and NY Giants each borrowed $650 million in addition to G-3 loans of $150 million each to
finance the $1.6 billion New Meadowlands Stadium that opened in 2010. The Detroit Lions privately financed
75% (including $100 million G-3 loan) of $500 million Ford Field in 2002. Steve Bisciotti paid $275 in 1999
for 49% and $325 million in 2004for the remaining 51% of the Ravens, Stephen Ross paid $1.1 billion for the
Dolphins in 2008-09; Arthur Blank paid $545 million for the Falcons in 2002; Zygi WyIf paid $600 million for
the Vikings in 2005; Dan and Art Rooney Il borrowed $250 million to buyout other Rooney brothers in 2009.

% According to the plan $100 million to be distributed for 2006; $110 million to be distributed each year 2007-
09. SRS replaced a pool that previously distributed about $30 million-$40 million annually. SRS was funded by
the league’s top 15 revenue teams. SRS was discontinued in the 2010 uncapped season when the owners opted
out of the final year of the CBA. Owners in new stadiums were not eligible for 5 years and new owners during
term of the 2006 CBA were not eligible. Player costs include benefits of about $23 million per club in 2009.
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Table 4. National Football League Revenues and Player Costs

Year Total National ~ National Player Player  Payroll Cap Mean Percent
Revenue  Revenue Percent Costs Percent Cap Percent  Salary Change
1989 943 561 59.5 535 56.7 344 255
1990t 1,216 834 68.6 639 52.5 395 15.1
1991 1,158 804 69.4 635 54.8 463 17.0
1992 1,471 1,082 735 842 57.2 484 4.6
1993* 1,745 1,312 75.2 1,196 68.5 666 37.7
1994t 1,819 1,279 70.3 1,079 59.3 969 53.3 628 -5.7
1995 2,142 1,439 67.2 1,219 56.9 1,113 52.0 717 14.1
1996 2,235 1,474 65.9 1,372 61.4 1,223 54.7 788 9.9
1997 2,382 1,531 64.3 1,402 58.9 1,244 52.2 737 -6.5
1998t 3,138 2,179 69.4 1,770 56.4 1,572 50.1 993 34.7
1999 3,423 2,301 67.2 2,040 59.6 1,809 52.8 1,056 6.4
2000 3,938 2,502 63.5 2,430 61.7 1,927 48.9 1,116 5.7
2001 4,284 2,716 63.4 2,446 57.1 2,090 48.8 1,101 -1.4
2002t 4,944 2,964 59.9 2,774 56.1 2,275 46.0 1,316 19.6
2003 5,330 3,196 60.0 2,894 54.3 2,400 45.0 1,259 -4.3
2004 6,029 3,546 58.8 3,437 57.0 2,579 42.8 1,331 5.7
2005 6,160 3,690 59.9 3,394 55.1 2,736 44.4 1,396 4.9
2006% 6,539 3,996 61.1 3,819 58.4 3,264 49.9 1,687 20.8
2007 7,090 4,338 61.2 4,112 58.0 3,424 48.3 1,712 15
2008 7,575 4,708 62.1 4,371 57.7 3,734 49.3 1,947 13.7
2009 8,016 5,044 62.9 4,577 57.1 4,064 50.7 1,858 -4.6

Sources: NFL, NFLPA and Forbes.*CBA and uncapped 1993 season. tTV contracts. $CBA extension with TV contracts.
Player costs include player salaries and benefits. Benefits increase from 10% of player costs in 1993 to 15% in the uncapped
season 2009 ($736 million). National Revenues include common revenues from National TV and radio, International TV, NFL
properties, enterprises and films and the Visiting Team Share (VTS) of ticket revenues. Revenues do not include fees from
Houston Texans (2002 expansion fee $700 million) for $150 million in 1999-2003 and $100 million in 2003; Cleveland Browns
(1999 expansion fee $530 million less $43 million stadium loan) for $487 million in 1998; Carolina Panthers and Jacksonville
Jaguars (1995 expansion fees $140 million each) for $84 million in 1993, $56 million in 1994 and $35 million 1995-98.

V. Owners and Players Divided

Since the AFL-NFL merger in 1970 NFL owners have held the greatest monopsony
power of the four major North American leagues. NFL players gained unrestricted free
agency in the 1993 CBA, but only after the NFLPA had decertified as a union in 1989,
sued the NFL in McNeil in 1992 and agreed to a hard salary cap.** The only threat to the
NFL’s monopsony power occurred during the rival league war with the USFL 1983-85.%
Given the symbiotic relationship between TV and the NFL, new rights contracts are tied
to player salary increases. For example, the doubling of salaries during the USFL war
1983-85 was fueled by a 160 percent increase in TV rights fees 1982-86. More recently
the doubling of TV rights in 1990-93 worked together with NFL free agency to create a
38% increase in players’ salaries in 1993. The jump of the players’ share of total revenue
from 57.2% in 1990 to 68.5% in 1993 triggered the NFL salary cap for the 1994 season.*

® After 1987 bargaining impasse over unrestricted free agency, the NFLPA decertified in 1989 to remove the
NFL owners’ labor-law antitrust exemption. NFL’s Plan B restricted free agency system where a team could
protect 37 of 47 roster players was rendered illegal in McNeil, et al. v. NFL. 790 F.Supp.871 (8t Cir. 1992).

* NFL average player salary doubled during USFL competition from $120,000 in 1982 to $245,000 in 1985. In
United States Football league v. National Football League, 644 F. Supp. 1040 (S.D.N.Y., 1986) a jury found
that the NFL had violated Section 2 of the Sherman Act, but that the USFL had damaged itself and was entitled
to damages of only $1. The NFL successfully argued that the strategy of the USFL was to force an NFL merger.
The NFL-USFL war ended with the financial collapse of the USFL, followed by two seasons of frozen salaries
for NFL players, a failed NFLPA strike in 1987 and a five-year collective bargaining impasse through 1992.

* The 1993season was uncapped but the salary cap and payroll minimum would become effective if player
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Table 5. NFL Total Revenue Lexicon

Year PAY/TR* PAY/TR TR/TR* PAY/DGR DGR/TR DGR/TR* DGR% TR%

2000 .565 .617 916 .708 872 .798 .6300
2001 .528 571 .928 .644 .884 .820 .6300
2002 519 .561 .925 .636 .882 .816 .6400
2003 .502 .543 .922 .620 .879 .810 .6425
2004 522 570 .907 .657 .875 794 6475
2005 .505 .551 .930 .623 872 811 .6550
2006 527 .584 .903 .6450 .570
2007 518 .580 .894 .570
2008 .510 577 .883 .575
2009 .506 571 .886 .575

Source: NFLPA. The payroll cap ratio was scheduled to be 58.0% in 2010-11.
Pay is total player cost including benefits (15% of total costs in 2009); TR* is all NFL revenue; TR is TR* after stadium cost
credits; DGR includes gate and media revenue and excludes venue revenue: DGR% cap share for DGR; TR% cap share for TR

As shown in Table 4, since the salary cap began player salaries have risen in synch
with each new TV deal, and then remained stable until the next rights auction. This
happens because the salary cap and payroll minimum were tied to the contracted TV
portion of defined gross revenues (DGR) from 1994 to 2006. In a similar manner, each of
the four-year CBA renewals since 1993 was strategically synchronized with new TV
contracts in 1994, 1998, and 2006 (8-year TV deal in 1998 spanned the 2002 CBA).

Much of the current tension among owners was already apparent in the 2006 CBA
extension, in which the players received a smaller salary cap slice of a larger total
revenue (TR) pie. The payroll cap base was increased from DGR to TR while the payroll
cap share was reduced from 64.5% of DGR to 57.0% of TR. This actually resulted in a
higher salary cap for 2006 under the new TR formula ($102 million per club) than under
the DGR formula that it replaced ($94.5 million). During the current CBA negotiations
there has been major confusion about three different definitions of NFL revenue. DGR
was essentially the NFL’s revenue sharing base used among its teams. This included all
(home and VTS) gate receipts (net of admission taxes and surcharges deductable for
purposes of revenue sharing) including ticket revenue from luxury suites and club seats
subject to gate sharing among NFL teams, and radio and TV broadcast revenue.

Venue revenue was therefore excluded from DGR, but is partially included in Total
Revenue TR, which includes concessions, parking, sponsorships, club fees, and luxury
box income (PSL revenues were included in DGR and TR unless they were used in venue
construction). So in effect the players after 2006 were given a share of local revenues not
available to other teams in the League. The current CBA problem concerns stadium
credits that are still allowed as deductions from local revenue “to the extent that such
revenues are used to pay for or pay financing costs for the construction of a new stadium
that increases TR”.* The NFLMC prefers to discuss the players’ cost share in terms of its
percentage of TR (including deduction for stadium costs), whereas the NFLPA frames
the players’ share as a portion of “all revenue” before credits and deductions (TR*).

costs exceeded 67% of defined gross revenues (DGR). Guaranteed league-wide salary was set at 58% of DGR
and the 1994 cap was set at 64% of DGR less league-wide benefits. The cap was set at 63% in 1995-96; 62% in
1997; 63% in 1998-2001, and 63.5% of DGR in 2002. The minimum team payroll was set at 54% of DGR.

% Accounting rules for DGR before 2006 and TR thereafter allow expense deductions for cost of goods sold,
luxury-box and club-seat depreciation and reasonable advertising expenses for internet and satellite TV.
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Figure 1. NFL National Revenue and Players Percent of Total Revenue

As shown in Table 5, DGR was stable at 88% of TR and 80% of TR*from 2000 to
2006, but TR has declined from 93% of TR* in 2005 to 88.6% in 2009. The players’
share of revenue by all definitions fell by at least 5% between 2000 and 2002, and then
recovered slightly after a brief bump from the 2006 TR formula. After 2006 the players’
share stayed the same relative to TR and declined compared to TR* (TR* increased
relative to TR). The NFLPA argues that their current share of TR is 57% of $8.016
billion after cost deductions, but that the players get only one-half of “all revenue” TR*
equal to $9.047 billion before cost deductions. The NFLMC has proposed an additional
18% in stadium cost credits, while the NFLPA counters that the owners already have
taken over $1 billion in expense allowances. The owners’ proposal would reduce player
costs by 18% and cut the players’ share of TR by 10% to less than 50%.*

Perhaps the most important non-event found in Tables 4 and 5 and shown in Figure 1
is that the players’ share has been consistently below 60% of TR since 2000 when the G-
3 loan program began.* The most telling collateral discovery is the clear downward trend
in NFL national revenue from 75% of TR in 1993 to 63% in 2009. This is strong
evidence that the profit squeeze for teams in the lower quartiles the NFL is a direct result
of the increase in unshared venue revenue for the upper tiers of League owners, rather
than rising pressure from overall player costs.

% The cost-credit proposal is similar to that of the 2005 NHL CBA where all existing player contracts were
rolled back by 24% to lower the player-share from75% before the 2004-05 lockout to 57%of Hockey Related
Revenues (HRR) by 2005.The six-year NHL deal that runs through 2011 specified a hard salary cap that limits
the players’ share to 57% of HRR. The difference is that NFL player costs are already at 57% of TR not 75%.

% Player-cost shares of revenues are similar in all four major sports leagues. \VVrooman (2009) argues that, “As
the result of internal competition among sportsman owners, monopsonistic exploitation has virtually vanished
over the last decade in all leagues. All leagues have similar carrying capacities for player costs at two-thirds of
revenues and current payroll cap percentages are almost identical at about 60 percent.” Zimbalist (2010, 25)
concludes, “The tensions experienced in the NFL since the 2006 move to using TR as the cap base suggest a
possible disadvantage to the cap system, namely unequal club revenues. If all teams are compelled to have
payrolls with a certain narrow range, and such range is determined based on league-wide revenues, then
markedly unequal rates of profit across clubs may be the result.”
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V. Players Divided

Since the landmark 1993 CBA the owners have publically negotiated in the media
for a rookie “cap within the cap” that pits veterans and retired players against “unproven”
rookies in a divisive zero-sum game for what has become a relatively insignificant sum:

One of management’s biggest concerns is the exorbitant and inefficient spending on rookies. Our
current system of paying rookies doesn’t make sense. In 2009, 256 drafted rookies signed contracts
calling for $1.2 billion in compensation with $585 million guaranteed. This year (2010) the
numbers increased to $1.27 billion, including $660 million guaranteed for 255 draft choices. Our
management negotiating team has proposed a common sense wage scale similar to the entry level
scale for players in the NBA and NHL. We estimate that a rookie wage scale would free up more
than a billion dollars during a five-year agreement. That money would be redistributed to veterans
and retired players.”

The NFLPA response has consistently opposed player-salary controls at any level.®
In the current negotiations the Players proposed modifying the existing Performance-
Based Pool system that was negotiated in the 2002 CBA extension (Article XXXVIII-
B).* In the NFLPA proposal rookie contracts would be cut to a maximum of three years.
This would reduce the risk that clubs face of overpaying high draft choices, and it would
let underpaid players negotiate market-level deals sooner. The NFLPA estimated this
would save $200 million. $150 million would go to a Proven Performance Fund that
rewards rookies and veterans who had previously signed contracts below their market
value, and $50 million (matched by $50 million from owners) for $100 million per year
that would go to retired players. NFL owners were unwilling to guarantee that rookie
savings would go to veterans, and they rejected the NFLPA proposal.

Currently the overall salaries of drafted rookies for each NFL team have been
constrained since the 1993 CBA by an Entering Player Pool (Article XVII).” In 1993 the
rookie pool was originally set at $56 million or $2 million per club and was increased to
3.5% of DGR for the first capped year 1994. After 1994 the pool was initially allowed to
grow at the same annual rate as DGR until the 1998 CBA, when pool growth was limited
to 10%. Beginning with the 2002 CBA the entry pool was frozen for 2002-03 and held to
5% growth thereafter. As a result the rookies’ share of the salary cap was cut from 6.5%
in 1997 to 3.7% by 2009. In 2009 rookies made up 16.4% of NFL rosters but the rookie
share was limited to just two percent of total revenue, leaving 55% for veteran players.*

37 “Under our (NFLMC) proposal mandatory contract lengths would be 5 years for first round players (six years
for quarterbacks), 4 years for 2" —7" round picks and 3 years for undrafted rookies. First round contracts could
be renegotiated after 3 years and after year two for all other rookies. Under the proposal the first pick would
sign a 5-year contract for $5.34 million bonus and $1.5 million salary his rookie year. In years 2 and 3 his salary
would be $1.7 million and $1.9 million. His fourth and fifth year would rise to $2.3 million and $2.9 million for
a package of $15.6 million. If he was quarterback he would be paid $4.3 million in year six.” Mark Murphy,
president of the Green Bay Packers and member of the NFL owners’ bargaining committee.

% Former NFLPA executive director Gene Upshaw argued that any salaries gained by the rookies ultimately
trickle up to the veterans who renegotiated their contracts, and that non-market controls on rookie salaries
would allow the League to keep four or five rookies because it’s cheaper than keeping one or two veterans.

% In the last uncapped season 2009, the performance-based pool made up $109.5 million of about $736 million
in total player benefits. The fund began at just over $15 million in 2002 and was reset at $96 million ($3 million
per club) in 2006, when the fund’s growth was also capped at 5%. A player’s PBP Index is the ratio of his
playing time percentage to his PBP compensation (his salary plus prorated bonuses). Each player would receive
an allocation determined by dividing his PBP Index by the sum of his team’s PBP Indexes and multiplying that
by his clubs total PBP allocation. The top 25 payouts in 2009 ranged from $250,000 to $400,000.

0 Entry pool allocations are different for each team based on number and position of draft picks.

“Experience distribution in 2009: 0 years 16.4%:; 1 year 14.6%:; 2 years 12.8%; 3 years 12%; 0-3 years 55.8%.
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Compared to the exaggerated League figures cited above the entire rookie pool was
only $150.755 million in 2009 compared to a $4 billion salary cap, and it was increased
to $155.995 million for the uncapped 2010 season. Most of the anti-rookie rhetoric
concerns the going market rates for first round picks, especially quarterbacks. But given
the zero-sum nature of the already shrinking rookie pool, gains for first rounders come at
the expense of players drafted in later rounds rather than from veteran players. In 2009
one-half of the rookie draft pool was spent on first and second round picks.* After the
first round, players drafted in rounds 2-7 usually sign three or four-year minimum salary
contracts ($310,000 in 2009) that are augmented with market signing bonuses. *

Unfortunately because of the smoke-and-mirror misdirection tactics used in public
negotiations there is major confusion (public and private) in the discussion of NFL player
salaries. Unlike NBA and MLB contracts, NFL player contracts are not automatically
guaranteed, and when guarantees are specified, even the best rookies and veteran players
are not always protected from being cut for skill, injury or salary cap reasons. Consider
for example, the contract of University of Georgia quarterback Matthew Stafford, the first
overall pick of the Detroit Lions in 2009. Stafford’s contract was reported in the media to
be for $72 million over six-years with $41.7 million guaranteed.*

The apparent equity problem was that without playing a down in the NFL, Stafford
would be paid more than League-MVP quarterback Tom Brady who was in the fifth year
of a six-year (2005-10) contract with the New England Patriots for $60 million ($26.5
million guaranteed). In reality Stafford’s only full guarantee was his base salary of
$30.225 million for an average base per year (APY) of $5.0375 million.* Stafford’s 2009
salary cap number was $3.1 million for the Lions compared to Brady’s $14.627 million
cap hit for the Patriots. More importantly at the start of the 2010 season, Brady used the
leverage of record first-round rookie quarterback deals to negotiate a four-year extension
worth $72 million ($18 million APY), of which $48.5 million was guaranteed. *

As the result of the relatively high salaries for rookies selected in the top half of the
first round the NFLMC has proposed a rookie slotting scale similar to the NBA. To see if
additional NFL salary controls are needed, NFL rookie APY’s (circles) and salary cap
numbers (squares) for 2009 first round picks are compared in Figure 2 to the NBA rookie
120% scale for 2009-10 (dashed line) as specified in the NBA CBA.* It is clear that only

2 In 20009 first round players received 36.2% and second round picks took 14.5%. In 2009 the Detroit Lions
paid cap salaries for three of the first 33 draft picks (1, 20, and 33) equal to 65.6% of their $8.074 million rookie
pool allocation, including 38% on first overall pick Matthew Stafford.

3 Under the most recent 2006 CBA a rookie’s first contract could not exceed 4 years unless he was drafted in
the first round. The first 16 picks were limited to 6 years and picks 17-32 were had a max of 5 years. First year
salaries (calculated like Article XXIV salary cap using base salary and pro-rated signing bonus) for all players
must fit within a team’s rookie pool allocation. The maximum raise for any season is 25% of the first year’s
salary and rookie contracts cannot be renegotiated until after the second season.

“* The first pick in the 2008 draft quarterback Matt Ryan signed a six-year contract with the Atlanta Falcons for
$72 million, $34.75 million guaranteed, and the first pick in the 2010 draft, quarterback Sam Bradford signed a
six-year deal with the St. Louis Rams for $76 million with $50 million guaranteed.

4 Stafford’s minimum salary cap numbers equal his expected base salary plus prorated option bonus of $3.48
million 2010-2014. Minimum cap hits 2009 $3.1 million; 2010 $3.875 million; 2011 $4.65 million; 2012
$5.425 million; 2013 $6.2 million; 2014 $6.975 million; total $30.225 million.

6 Brady had $6.5 million left on previous contract for 2010 which brought five-year total to $78.5 million. Only
$28.3 million is “fully guaranteed” against being cut for “skill, injury and salary cap” reasons.

“"NBA rookie contracts are usually signed for the maximum 120% of the scale that is specified in the CBA
since 1995. Each NBA rookie scale contract for a first round pick covers two seasons with a club option for the
third and fourth seasons. A team may sign a player between 80 percent and 120 percent of the scale salary
figure. Teams can provide this amount using the Rookie exception, even if they are over the salary cap. Annual
raises are limited to 8%, and can't exceed 120% of the scale amount for that season. The percentage increase for
the third and fourth option years varies by the player's draft position. Teams have until the player's second
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Figure 2. NFL/NBA First Round Pick Comparison 2009

those players in the top half of round one received APY contracts above the NFL average
salary (APY*) in 2009 and only the top 10 picks had first year cap numbers above APY*
of $1.858 million. Also shown in Figure 2 is a hypothetical power rule (solid line) that
reflects the reward structure inherent in the relative value of first round talent.® The
inverse power rule specifies that talent naturally varies inversely with the square root of
the pick: APY = 4(APY*)/PICK®, where APY* is the average NFL salary and APY of
the first pick is 4(APY?*) (this sets the 16th pick is equal to APY*). It is not surprising
that first round NFL rookie APY’s and cap numbers both behave in accordance with the
inverse power rule, but it is remarkable that same is true for the NBA rookie scale.*

This evidence leads to two simple conclusions concerning the proposed rookie cap.
First, the NFL entry pool has already been squeezed to less than 2% of total revenue and

season to use their option for the third season and until the third season to use their option for the fourth season.
If the team uses both options and keeps the player for four seasons, then the player is a restricted free agent after
his fourth season. If the team declines either option, then the player is an unrestricted free agent.

8 The Dallas Cowboys draft-day trade value chart first used in the 1990s follows a similar power rule.

“In results not shown here the inverse power rule also holds for the NHL’s entry level system after
performance bonuses are paid. In the NHL Entry Level System: All group 1 players (rookies) face the same
maximum annual compensation depending on year drafted ($925,000 in 2011). Players 18-21 years old are
covered by the Entry Level rules for 3 years, players 22-23 are covered for 2 years, players 24 are covered for
one and players who are 25 years and older are not subject to limits. A signing bonus cannot exceed 10 percent
of annual compensation. Players can receive Individual “A” performance bonus up to a maximum of $212,500
each $850,000 total; Individual “B” League-wide performance bonuses payable by the League and/or club up to
a max of $2 million per season; As the first overall pick for the 2005-06 season Sidney Crosby earned a $765,00
salary and $85,000 bonus (10 percent) for the maximum compensation of $850,000 stated in the 2005 CBA
plus: the maximum $850,000 in Individual “A” bonuses, the maximum of $2 million in Individual “B” bonuses
from the Pittsburgh Penguins and $400,000 bonuses from the League for total compensation of $4.1 million in
his first season. After three seasons in the entry level system, Crosby received $9 million in 2009-10.
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now it serves as an effective control over the balance between rookie and veteran salaries.
There is also evidence that negotiating market rate rookie salaries positively influences
the renegotiation of veteran contracts. Second, the distribution of individual contract
prices within the rookie pool efficiently reflects the underlying distribution of talent.
Additional salary controls in the NFL rookie draft would only magnify the inefficiency
inherent in NFL owners’ considerable monopsony power.*

V1. Rule of Reason

Unfortunately the most recent rounds of collective bargaining between the NFLMC
and NFLPA have been reduced to public posturing in the media, lobbying in Congress
and legal maneuvering in the courts.® In the most important legal decision since McNeil
(1992) the US Supreme Court recently recognized the basic duality of NFL competition
and cooperation in the American Needle case.”> American Needle, Inc. successfully
argued that an exclusive 10-year agreement between NFL Properties (NFLP) and Reebok
in 2000 violated Sherman Act Section 1 (conspiracy). The decision was a victory for the
NFLPA because the players wanted to retain the tactical threat of decertifying and suing
the League as a cartel in violation of Section 1 (successful tactic in McNeil). American
Needle was a loss for NFL owners (as well as owners in other sports leagues) because
they were seeking a blanket exemption from anti-trust law. The NFL argued that it should
be considered a single entity, and therefore it could not conspire under Section 1. The
Supreme Court found otherwise:

The fact that NFL teams share an interest in making the entire league successful and profitable, and
that they must cooperate to produce games, provides a perfectly sensible justification for making a
host of collective decisions. Because some of these restraints on competition are necessary to
produce the NFL’s product, the Rule of Reason should apply and teams’ cooperation is likely to be
permissible...But the activity at issue in this case is still concerted activity covered for Section 1.

The Rule of Reason simply means that the legality of League activity must be judged
based on the balance of its anti-competitive and pro-competitive effects. An agreement is
unlawful if the anti-competitive damage outweighs the pro-competitive benefits. In a
similar way the NFLMC and NFLPA should strike a reasonable bargain that finds the
balance between the competitive and cooperative nature of the NFL. Anti-competitive
siphoning of NFL games allowed by the SBA’s exemption of collective negotiation of
media rights must be weighed against the pro-competitive distribution effects of the equal
sharing of media revenue. Anti-competitive price discrimination and exclusion of the
NFL fan base through luxury seat and PSL pricing schemes, should be weighed against
the welfare efficiency gains of private stadium construction over public venue extortion.

%0 If NFL owners are concerned about efficiency then it makes more sense to reduce max contract lengths from
6 years for the top of round one (picks 1-16), 5 years for the bottom of round one (picks 7-32) and 4 years for
players taken after round one (rounds 2-7) to 5 years, 4 years and 3 years respectively. In the NBA rookie scale
system all 1% round contracts are for two years with team options for the 3" and 4™ years. It is questionable
whether NFL teams are entitled to recover player development expenses that have been shifted to the NCAA.

%! Former player Gene Upshaw was the executive director of the NFLPA for 25 years until his death in 2008.
Upshaw was succeeded by outsider and Washington lawyer and lobbyist Demaurice Smith in 2009.

52 1n American Needle, Inc. v. NFL, et al., 560_U.S. (2010)(08-661) the Supreme Court reversed a lower court
finding that the NFL was a single entity: 538 F.3d 736 (7th Cir. 2009). The 7™ Circuit was the only U.S. Court
of Appeals to consider a professional sports league as a single entity. The case concerned the exclusive contract
in 2000 between Reebok and NFL Properties. NFLP was created in 1963 as the marketing arm of the NFL.
Between 1963 and 2000 NFLP granted non-exclusive licenses to vendors, including American Needle, Inc.
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It is also reasonable for NFL teams to cooperate financially with revenue sharing
while they aggressively compete in the market for football talent. Player cost pressure in
the NFL is the direct result of competition among owners, and almost all NFLMC
proposals are intended to protect owners against internal competition among themselves.
On the demand/revenue side the NFL is economically the most powerful sports league in
the world, and on the supply side it is protected by cost certainty of the salary cap. The
erosion of monopsony power by competition among sportsman owners is an efficient
positive-sum move. Over the last 20 years the player share of revenues has approached
60% or higher in all of the major sports leagues (Vrooman, 2009). The major problem
that now faces the League is the equitable redistribution of those costs among its owners.

The players received a favorable and fair CBA deal in 2006 almost by accident. Now
they are understandably satisfied with the status quo, while the owners want to take it
back. Before 2006 the players received 64% of DGR which is essentially gate and media
revenue, while the League owners shared all of media revenue and 34% of the gate. So
the revenue sharing bases were roughly the same for owners and players. After 2006 the
players agreed to a smaller share of a larger pie when they received 57% of TR (DGR
plus venue revenue minus stadium cost credits). Meanwhile the League revenue-sharing
formula remained the same: equally split media and 34% of gate revenue. So when venue
revenue asymmetrically exploded during the venue revolution, player costs increased
more slowly than the revenues of the upper-tier Leagues 1 and 2 clubs and more rapidly
than revenues of teams in lower-tier Leagues 3 and 4. The obvious solution is to match
the revenue-sharing bases of the players’ salary cap and the League’s national revenue by
including more venue revenue in the League’s revenue-sharing formula.

Zen koan: “Who wins when a football team plays itself?”” Answer: No one.
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