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Economic Impact: Methodologies and Common Misuses 

One purpose of economic impact analysis is to provide the public with relevant information regarding the return 
on an investment in a project or event.  Economic impact studies are often used in the field of sports to measure 
and publicize the economic benefits of events, facilities, or teams.  Since most economic impact studies use 
complex procedures and produce quantifiable outcomes, it is often incorrectly assumed that the methods used 
are based on a science which produces objective and unequivocal results.  This is not the case, as the accuracy of 
these studies is very dependent on the methodology employed by the author, who must make discretionary 
decisions and assumptions that ultimately affect the conclusions drawn regarding the impact. It is for this reason 
that many findings from such studies are full of inconsistencies, double-counting, improper methodologies, and 
other issues which make it imperative for those affected by the study findings to thoroughly review the entire 
study before accepting any conclusions. 
 
The purpose of this article is to examine several of the common misuses of economic impact studies in an 
attempt to show the appropriateness of various techniques and effects on the final impact validity. 
 
Economic Impact Methodologies 
The most important underlying principle in evaluating economic impact is to measure new economic benefits 
that accrue to the region that would not have otherwise occurred without the presence of the event/team/facility 
being studied.  The financial return for residents is in the form of new jobs, new earnings, and new tax revenues 
that occur because of the occurrence of the sporting or cultural event.  
 
Economic benefit is measured through direct spending, which has two different components.  The first 
component is visitor spending.  For example, how much are people spending on their entire stay because of 
sporting or cultural events? Another component is organizational spending.  How much is spent by event 
organizers to run these events, accounting for the source of funding for the events?  Most economic impact 
studies estimate a direct spending within a geographic area (e.g., a City) due to the event, and then determine 
how this first round of expenditure circulated throughout the area of impact chosen for the study. Generally, the 
geographic region upon which the economic impact is measured is the region that is considering funding part of 
the event costs.  In this way, the proper cost-benefit analysis is performed.  
 
The area of impact is a significant factor in determining the amount of economic impact that occurs.  As an 
example, imagine a resident of Houston who typically spends his entertainment dollars attending the movies near 
home.  If this person decides, for instance, to attend an event in San Antonio instead of his usual entertainment 
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habits near home, he is adding new money to the City of San Antonio and providing a positive economic impact, 
as his spending would have otherwise occurred in Houston.  However, he is not adding new money to the San 
Antonio MSA or the State of Texas because they include Houston.  On the other hand, a resident of Oklahoma 
would provide economic impact for the State, County, and MSA since Oklahoma lies outside of all of these 
geographies.   
 
What follows are accepted practices which are commonly violated when assessing economic impact. 

 

 Consistent area of economic impact.  Choosing the area of economic impact is one of the earliest steps 
because it affects the sampling methodology, the surveying techniques, and ultimately the definition of a 
visitor and a resident. Once the area of impact is selected, care must be taken to only account for the 
visitors that live outside of the area of impact whose primary reason for visiting the area was to attend 
the event.  Similarly, the multipliers and tax information must all be for the same area of impact.  In 
order to augment the impact of the event, some studies erroneously select a small area of impact to have 
a high number of visitors, and a large area for the multiplier because a larger multiplier can be used. 

 Incremental Visitors. Not all visitors should be included in the measurement of economic impact, even 
though most studies include everyone who self-identifies themselves as a visitor. Instead, the survey 
should be structured determine that the visitor’s attendance at the event is their primary purpose for 
traveling to the area, that the visitor was not already in town for another reason, and that attending the 
event is not replacing a future visit to the area.  Only visitors who meet these criteria, known as 
incremental visitors, can be included in the calculations of impact. A study by Crompton found that 
approximately two-thirds of all visitors are incremental.1 

 Verification of Attendee Origin.  Most studies simply ask attendees to designate themselves as “local 
residents” or “visitors”.  However, many respondents commonly misidentify themselves, as they 
perceive themselves as “locals” due to the proximity of their residence to the area of impact. For 
example, in studies where the area of impact was identified as the City of San Francisco, many residents 
of cities within 20 miles of San Francisco identified themselves as locals, thus excluding their spending 
from the economic impact.   

Although many studies ask for zip codes, most do not include zip code verification to determine 
whether an individual has appropriately identified themselves as a visitor or local, and to accordingly 
account for their spending. Using these techniques, we have found that nearly 30% of respondents have 
inappropriately identified themselves. 

Zip code verification is also useful if the area of impact was to change or if the study is being compared 
to a study of the same event in a different location.  For instance, the Games Trust Fund in Texas, 
which disburses funding to various events based on their economic impact, previously allowed the area 
of impact to be the city in which the event was hosted.  It now considers the area of impact to be the 
State of Texas.  By having the models in place to account for the origin of all respondents based on their 
zip codes, it is possible to do an ex-ante apples-to-apples comparison between similar events which had 
different definitions of the area of impact. 

With regard to stadium feasibility studies, the area of impact typically is no larger than an MSA and 
should be related to the source of public funding (e.g., the City).  Academic studies have shown that at 

                                                           
1 Crompton, John L. Measuring the Economic Impact of Visitors to Sports Tournaments and Special Events. Division of Professional Services 
and the National Recreation and Park Association, 1999. 
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least 70% of fans for NFL games come from the local metropolitan area, even though some feasibility 
studies have defined the base as within 150-miles of the proposed facility.2

 Unique Visitors. For multiple day events, it is important that each visitor only be counted once.  For 
instance, using the NCAA Final Four as an example, many individuals attend the Semi-Finals, the Finals, 
and ancillary events such as Hoop City and the Big Dance.  The total attendance must be discounted for 
those persons who attended more than one event that weekend. Similarly, someone who came to an 
ancillary event that did not attend a game must be accounted for. 

 Operational Spending. Most studies do not include spending by outside organizations that is related to 
the event operations, but they should.  Similar to how spending by spectators is assessed, care must also 
be taken to only measure incremental expenditures by event organizers.  Spending by visitors on vendors 
within an event that are local businesses can be considered as providing economic impact. Since it is 
difficult to track the base of operations of all vendors, economic impact should be measured including 
and excluding spending inside of an event/facility so as to provide upper and lower bounds for 
economic impact. 

 Sample Size. Of the dozens of studies we have reviewed, most studies do not capture enough survey 
responses to have results that are statistically significant.  For example, in two studies we reviewed which 
aimed to measure the economic impact of an NFL team and its stadium, the companies conducting the 
study captured 400 surveys or less.3  These sample sizes are too small to provide statistically significant 
conclusions when one is considering the magnitude of public investment for a facility which is projected 
to annually host more than 600,000 people.  A general rule of thumb is that 500 completed surveys should 
be filled out for every 100,000 persons in attendance.4 Given that approximately 20% of surveys will be 
incomplete or filled out erroneously, it is prudent to have the survey sample based on the projected number 
of correctly completed surveys.5  

 Margin of Error.  Most studies do not provide estimates of margin of error, due to the fact that their 
samples are too small to be statistically significant at accurately predicting economic impact.  In order to 
interpret how representative the sample is to the population being studied, margin of error and the 
confidence intervals should be calculated. 

 Improper Sampling.  Survey sampling should be stratified and random to ensure that the survey sample 
population accurately represents the attending spectator population. Other samples we have critiqued 
have over-sampled certain spectator groups to artificially augment impact results.  One way to assess this 
for facilities, for example, is to determine the seating allocation among various price tiers and to 
compare this to the sample population. If the responses are disproportionately from the most expensive 
seats, for example, the estimates of average spending may be overstated. 

 Local Spending. In general, spending by residents within the area of impact is assumed to be entirely 
displaced. In other words, it is assumed that this spending would have occurred in the local economy in 
some other form if it were not spent before, during, and after the event for which economic impact is 
being measured.  That said, new research confirms what has been suspected by many within the 

                                                           
2 Schaffer, W. A. & Davidson, L. SL. (1984). Economic Impact of the Falcons on Atlanta, Georgia Institute of Technology. 
Crompton, John L. The Characteristics of Spending Patterns of Visitors to Arlington (1984). Texas A&M. 
3 Studies completed for the San Francisco 49ers and Indianapolis Colts, respectively. 
4 Crompton, John L. Measuring the Economic Impact of Visitors to Sports Tournaments and Special Events. Division of Professional Services 
and the National Recreation and Park Association, 1999, p.43. 
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industry: that some of the spending by locals is incremental to the area, and rather than displacing 
spending within the area of impact their spending is displacing that which would have occurred in 
another region. Using marathon related economic impact studies as a base, Cobb and Olberding found 
that many local runners, which account for a significant percentage of race participants, actually use their 
home-city marathon as a substitute for a race out-of-town.6  They conclude that while the standard 
practice is to exclude all spending by local residents, they believe that excluding the locals whose spending is 
incremental leads to a significant underestimate of total economic impact. 

Improper Multipliers.  Direct spending stimulates additional [indirect] spending, which are then added to 
arrive at total economic benefit.  The progression from direct spending to indirect spending is achieved 
through a process that involves applying spending multipliers.  The use of multipliers allows for the 
calculation of the full economic and fiscal impacts by each industry throughout the local economy. It is 
imperative that the analyst appropriately identify which type and for what region the multiplier is being 
used (e.g., sales, income, etc.) – otherwise there is a danger that inaccurate inferences will be drawn from 
the data.  This is especially true for employment and income multipliers, which are not additive to the 
total economic impact (although they are often stated as such).  

Because the multiplier is only a measure of internal linkage within an economy, to simply multiply it by 
visitor expenditures is meaningless. A general rule is that larger geographic regions (e.g. states) and 
regions with a diverse industrial base should have higher multipliers. Many studies improperly apply a 
general “multiplier”, which often ranges from 1.2 to 2.0 times direct spending to arrive at total economic 
benefit.7 This is incorrect for two reasons. Firstly, the multipliers should be specific to the area of impact 
(e.g., the County) being measured. Secondly, the appropriate multipliers to be used are dependent upon 
certain regional characteristics and also the nature of the expenditure.  Therefore, the multipliers should 
apply to the same categories as the spending being measured (e.g., hotels, food and beverages, 
entertainment, retail, transportation, misc. spending, etc).   

 Inclusion of Costs. Although it is often difficult to do so, where possible that studies should attempt to 
account for the costs of the project, including the opportunity costs of the subsidy. For instance, if the 
locality had to turn down a major event (one that would have generated its own economic impact) 
because of a time conflict with the events being measured, then the total net new incremental gain (or 
loss) from hosting the event should account for. Another opportunity cost is the impact from visitors 
who would have come to town under normal circumstances, but were unable to attend because the 
event filled all of the hotels to capacity.  Where possible, capacity constraints should be accounted for 
those visitors that opted to not come to the locality for this reason. 

 Public Funding.  As pointed out in Crompton (1995), a public funding agency should not claim the full 
amount of economic benefit for projects that it has only partially funded.8 The amount of benefit the 
agency can claim depends on the opportunity costs and purpose of the funding. 

 

Author: Heather Rascher, Vice President of SportsEconomics, LLC provides economic impact and marketing 
research analysis to clients in the sports industry. 

                                                                                                                                                                                                 
5 This error rate will decrease if a proven survey that has been tested across multiple events that are similar to the event being 
surveyed.  
6 Steven Cobb and Douglas J. Olberding, International Journal of Sport Finance, 2007, 2(2), 108-118. 
7 Crompton (1995) believes a multiplier should generally fall between a range of 1.4 to 1.8. 
8 Crompton, J. L. (1995). Economic impact analysis of sports facilities and events. Journal of Sport Management, 9(1), 14-35. 

4 



 
 
 
 
 
 

The Use of Economic Impact Analysis for Marketing Purposes 

 
One purpose of economic impact analysis is to provide the public with relevant information regarding the return 
on an investment in an event or facility.  Economic impact not only provides a metric for comparison to other 
possible investment projects or events, but also allows a local government, event organizer, or facility owner to 
determine a lot about the event attendee population. While traditional economic impact analysis stops at simply 
determining participants' expenditure patterns, these studies can also be expanded to show patrons’ rationale for 
expenditure, relationships between participant demographics and expenditure, intent to attend future events, and 
how event experience influenced spending and sponsor perceptions, to name a few.  
 
Who Needs Marketing Information? 
Almost any entity involved with the production of an event or major facility can benefit from the information 
from a properly-conducted economic impact study.  Event and facility owners can use information marketing 
techniques to improve attendance yield, to create more customized promotions and marketing programs, and for 
cross-selling of other events or products relevant to their profile/segment.  This can increase marketing 
efficiency and effectiveness in addition to providing the various ancillary benefits associated with increased 
attendance. What follows is a brief summary of how each entity can utilize information collected for an 
economic impact study in their marketing programs: 
 

 Event Owner: Event owners can use the findings of an economic impact study to help justify additional 
funding from the local government of the host city, or for subsidies for public services such as trash 
removal, facility rental, and police, for instance.  Owners can also use the study as an opportunity to 
collect information to attract additional sponsors; increase the participants' participation in, satisfaction 
with, and loyalty to the event; increase attendance, to revise the pricing of the event; and increase 
community and financial support for the event. For example, via data analysis the event owner can learn: 
the correlation between demographics and spending; what types of visitors attended multiple days of the 
events; spectator attendance to various activities associated with the event; respondent recall of event 
sponsors’ brands, and how this varies by attendee demographics, demographic factors which influence 
brand perceptions or sponsor recall; what media resources spectators use and how they learned about 
the event; the correlation between event experience and spending; and the correlation between event 
experience and sponsor recall and brand perception, to name a few.   

 Local Government: Governments can use the findings of an economic impact study to determine 
which events have the best return on their investment. Study findings can also be used to determine the 
magnitude of investment, and to justify this investment level to the local citizenry. The return for 
citizens is in the form of new jobs, new earnings, and new tax revenues that occur in their 
city/county/MSA because of the occurrence of the sporting event.  These new earnings are also 
generated for citizens who are not associated with the sporting event, and provide positive externalities 
to the community in the form of increased civic pride and community spirit.  Moreover, the positive 
press from a successful event can also lead to increased media exposure, which can in turn increase 
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awareness about the locality or create an enhanced image of the area, which may lead to increased 
tourism, for example. 

 Host Committee or Sports Commission: Economic impact studies are also used in the decision to 
publicly fund sports commissions/authorities.  They are used as yardsticks to measure the success or 
failure of an entity that has been given the responsibility of spending taxpayer money to enhance the 
economic and social well being of the community. Committees, Convention and Visitors Bureaus and 
Sports Commissions can use economic impact studies to justify funding due to proven increased 
tourism, visitor spending, community attendance at events, and civic pride.  Economic impact studies 
can not only provide the needed evidence for maintenance of funding, but also can provide the extra 
boost needed for increased funding and support. 

Via data analysis, a Committee or Commission can learn about whether a hotel was booked, and the 
mode of purchase, which is often used as a mechanism for justifying funding.  Although economic 
impact is based on visitor spending, Committees can also learn about the participation, duration of event 
involvement, and incremental spending of locals, and how this breaks down by various demographics, 
psychographics, and sociographics measures.  This is especially important for cultural events, which 
traditionally have low economic impact, but may have high civic pride for locals.  

 Facility Owner/Operator: Economic impact studies can be used by facilities to justify public funding 
for venue construction, improvements, or maintenance.  These studies are traditionally used prior to 
facility construction to justify public funding for the venue from local taxpayers and governments.  The 
study findings can help inform the projected benefits of the venue, and to show whether these benefits 
eclipse the negative externalities sometimes associated with a new venue (e.g., increased traffic or taxes).  
In addition to direct funding, the venue may be able to attract land grants from a locality or property 
owner, tax breaks, or subsidies for services by showing a significant and positive economic benefit.   

Similar to the benefits for event owners, additional marketing analyses can be conducted and utilized to 
attract sponsors/naming rights; increase attendance; modify facility amenities; revise pricing (e.g., 
variable ticket pricing); improve event schedules and selection; and increase community and financial 
support for the venue.  

 Sponsors: Sponsors have many of the same questions as event and facility owners, many of which can 
be answered via additional marketing research in an economic impact study.  Via primary research 
collected during the study, sponsors can determine how well their brand “fits” with the event or facility 
demography: does the event/facility draw the target population they seek?  Additionally, sponsors can 
test how well the event served in creating brand awareness and recall, and whether the association with 
the event/facility helped to positively influence the patron’s purchase decisions, brand perceptions, or 
brand recall, for example.  In a recent study, for example, association with the event was found to 
increase the intent to purchase the sponsor’s product by more than half the spectator population.  This 
positive effect was even higher for the title sponsor, which significantly gained in awareness and 
purchase intent. 

 

Why is Economic Impact Important to Me? 
As shown above, economic impact analyses can assist stakeholders in understanding and measuring marketing 
concepts as well as understanding their customer segments, positioning their events/facility/locality, finding out 
if they have a loyal base of customers and how to cultivate them, and generating community and government 
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support.  What follows are some examples of how entities have utilized information collected for economic 
impact studies in their marketing programs9: 

 

 Event Owners:  

o Choosing event location. A sporting event utilized our models to help select the optimal 
location for their event to be hosted. 

o Secure public funding to host event.  The San Antonio Sports Foundation has conducted 
several studies on a multitude of sporting events: Men’s Final Four Tournaments, Bowl games, 
an NCAA Volleyball Tournament, and the Big 12 Championship, to name a few.  They have 
worked with SportsEconomics to collect millions of dollars in funding from the State of Texas 
based on information collected in their primary studies.  

o Add or modify ancillary events.  Based on the success of its ancillary event, Hoop City, 
drawing additional visitors and generating higher spending per trip rates per visitor the Final 
Four created an additional ancillary event, the Big Dance.  The benefit of this event will be 
measured for the 2008 Men’s Final Four Tournament, and compared to the previous economic 
impact study conducted for that event in 2004.10 

o Improve customer satisfaction or event operations.  In a study for the Bay to Breakers race, 
the findings showed the event satisfaction ratings and paid entry fees could be enhanced by 
improvements to the T-shirt lines, giveaways, separation of runners and walkers, and adding 
bathrooms, to name a few. 

o Attract or Retain Sponsors.  After losing a major sponsor, a Festival owner was able to prove 
that they had a higher percentage of a sponsor’s target market than other similar festivals.  The 
sponsor renewal was several times the cost of the additional analysis.  

 

 Local Government:  

o Bidding for events. Information from economic impact studies have been used to compare 
the attendance, spectator demographics, and per capita spending between host cities.  In a 
recent study, this aided the host city with the higher impact to resign the same event four years 
later, and to attract other similar events that previously had not hosted in that locality. 

o Directing public funding to host event.  SportsEconomics has conducted more than a dozen 
economic impact studies for the City of San Jose.  The City uses the data from these studies to 
determine which events to support, and the magnitude of the return on their investment.  It can 
also determine the local support for an event, and how it is serving is citizens of varying race, 
gender, and income levels. 

 

 Host Committee or Sports Commission:  

o Bidding for events. By comparing the economic impacts of an event when hosted in two 
different cities, a local sports commission was able to attract larger collegiate tournaments by 

                                                           
9 These are based on analysis conducted by SportsEconomics in the dozens of primary studies that we have conducted in the past 
decade. 

7 



proving the ability of their locality (via the Commission) to support such large scale events, and 
how their demography spends more, has higher incomes, and attends with higher frequency 
than other previous host cities.  

o Patron spending patterns.  Many Visitors Bureaus and Commissions get funding depending 
on how many hotel nights are booked, and the method of booking (e.g., through the CVB 
website or event website). By asking such questions in economic impact studies, a CVB can 
quantify its success in generating hotel bookings through a specific medium (e.g., the CVB 
website).   

 

 Facility Owner/Operator:  

o Improve customer satisfaction or facility amenities.  Findings from a study conducted on 
behalf of the NHRA, showed their event satisfaction ratings could be greatly enhanced by 
improvements that could be easily and cost-effectively instituted by the track hosting the event 
(which they owned).  In many instances patrons indicated they would pay higher ticket prices, 
purchase tickets to more events, and stay longer at the facility if certain amenities were 
improved, which would allow the facility to quickly get a return on the investment for such 
changes in addition to improving satisfaction and attendance. 

o Increase Sponsorship.  Using the same NHRA study as an example, the NHRA could show 
sponsors that the patrons of the Mac Tools U.S. Nationals had higher incomes than NASCAR 
events hosted at the facility, and that the Nationals also drew a higher percentage of men in a 
target age bracket and drew patrons which had higher per day and per trip spending than 
NASCAR events hosted at the facility, all of which are appealing statistics to potential sponsors.  

o Ancillary events.  Facilities can also gauge whether attendance will increase by offering a 
greater variety of ticket-packages.  A major college football program found that it could increase 
the price and attendance for games with historically low-drawing opponents if these games were 
bundled as part of a package for higher-demand tickets.  This analysis can also be expanded to 
determine the net benefit of promotions on increasing attendance.  

o Ticket Sales and 3rd Law of Demand. Customer segments and profiles can be developed so 
that facility owners can develop customized ticket offerings and targeted marketing programs.  
This can be used to increase marketing efficiency and effectiveness, as well as to improve ticket 
sales.  Moreover, these customer segments can be tested for their willingness to pay for various 
amenity upgrades and specialized ticket packages.  For instance, a study we conducted for a 
football team found that there were customer segments willing to pay high premiums for 
bundles that included more comfortable seats, food, and parking.  These premiums were several 
times the cost for the program to provide them, presenting a revenue generating opportunity.  
The programs could also be developed to increase repeat purchase from single-game/single-
event purchasers, and could be subsidized by sponsors (e.g., on seat-backs or give-aways).  

o Improve advertising efficiency and effectiveness.  Media vehicles can be tested in primary 
studies to determine which fans learn of the event through which vehicles, and which vehicles 
they use to follow the sport. In a study at a large cycling race, we found that a very small 

                                                                                                                                                                                                 
10  Both of these studies were conducted by SportsEconomics and Strategic Marketing Services for the San Antonio Sports 
Foundation. 
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percentage of visitors learned of the event through advertisements in a cycling publication or via 
radio, indicating these advertising investments may be better directed into other vehicles. 

 

 Sponsors: Many sponsors would like to see if their sponsorship is meeting their return on objectives as 
well as reaching their target audience. For instance, the Tour of California, sponsored by Amgen, had a 
goal of raising awareness for services and programs that help cancer patients.  The marketing research 
therefore contained questions regarding how the affiliation with the Tour affected the perceptions of the 
Amgen brand, and also how it impacted attendee interests in and recall of cancer treatments and other 
initiatives.  

o Sponsorship recognition. In our studies for the Alamo Bowl, respondents are asked various 
sponsor recall questions. Some of the learnings included that sponsor recognition differed 
between top-tier sponsors and lower-tier sponsors, and that recall also differed by seat 
proximity to the field, and by fan income levels. We also were able to test true recall compared 
to fictitious event sponsors. Sponsors can use this information to determine the magnitude of 
their sponsorship level, return on objectives, or if they are reaching their optimal fan targets. 

o Identify vehicles for reaching demographic targets.  One arts festival, which had a relatively 
low sponsorship cost, was shown to have a high percentage of patrons that were higher-income 
and technology savvy.  The participating sponsors were not only able to generate positive 
community awareness via what appeared to be a philanthropic effort, but also generated high 
exposure to their customer targets at a low investment cost. 

o Ensure positive impact. One racing study found that the title sponsor derived some negative 
connotations due to the poor satisfaction of event participants to the event’s organizational 
shortcomings.  Many patrons tied the quality of the event management and amenities to the 
sponsor, which they felt “owned” or was “responsible for” the event. This presents an 
interesting finding for sponsors and event managers, and underscores how sponsorship value is 
correlated with event success.  

 

Author: Heather Rascher, Vice President of SportsEconomics, LLC provides economic impact and marketing 
research analysis to clients in the sports industry. 
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What is the Value of Control of a Sports Enterprise?: 
Controlling Interest Premiums in Sports Valuation 

 

Controlling Interest 
The term “controlling interest” can be defined in a business enterprise where the necessary elements of control 
are in place.  These elements of control include choosing management and their compensation and perquisites, 
acquiring or liquidating assets, setting dividend policies, and controlling company strategy and direction.  
Controlling interest in a sports team allows an owner to choose the general manager and coaches and even 
players.  It also allows the owner to control ticket prices, team colors and name, logos, and perhaps even 
location.  An investor without controlling interest would not possess these elements of control.  Therefore, the 
purchase of controlling interest in a business is worth more than for non-controlling interest on a per-share 
basis.  In other words, one might pay $10 per share to buy into a business, but not have controlling interest.  
Another investor might be willing to pay $18 per share to buy into that same business, but be allowed to control 
the business.  If the seller understands this and there are enough bidders, the fair market value of the controlling 
interest purchase will be higher than for the non-controlling interest.  Thus, a control premium will be paid.11

 
Prior to performing an appraisal, it is necessary to evaluate the facts and circumstances surrounding the situation 
to determine whether or not effective control exists.  The analysis must then be conducted such that the 
conclusion reflects the appropriate standard of value.  For example, if the valuation technique used yields a 
conclusion on a non-controlling interest basis, a controlling interest premium may be required if the business or 
transaction being valued is a controlling interest transaction.  To be clear, when determining the value of a 
business or the transaction of an ownership stake in a business, the analyst must account for whether there 
should be a control premium included. 
 
To understand the value of control, it is helpful to review the basic principles of corporate governance.  
Stockholders of a corporation do not directly manage the affairs of a corporation; instead, they elect directors 
who are charged with the duty of managing the corporation's affairs.  The majority stockholder controls the 
corporation by controlling the board of directors.  The ability to control the board of directors offers a number 
of benefits to a majority stockholder.  For example, he can cause the corporation to employ himself or family 
members.  In addition, control of the corporation provides a higher degree of job security for the controlling 
stockholder or family members than is normally available in the employment market. 
 
Thus, a stockholder who owns a majority of stock normally will control the board of directors and, therefore, 
normally will control selection of management, dividend policy and his own employment.  This control increases 
the stockholder's employment security and the value of cash distributions. 
 

                                                           
11 The term minority discount refers to the situation when an investor owns a minority stake in the business, say 10%, and does not 
possess control of the business.  This is also called non-controlling interest in the business, and is essentially the opposite of 
controlling interest.  It should be noted, however, that the key to identifying a minority interest is the lack of elements of control.  In 
certain situations, a shareholder may possess these elements of control even though the shareholder’s interest does not exceed 50% 
of the voting stock. 
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When estimating the appropriate amount of discount for a minority or non-controlling interest, it is important to 
establish specifically what aspects of control that contribute to value are not available to the minority block.12  A 
few important general principles that should be considered are as follows: 

 Valuation of a minority interest discount is highly fact specific. 
 Fiduciary duties reduce the value of control.13  Modern corporations function by separating ownership 

from control. 
 Distribution of cash flows should reduce the valuation of control. 
 A significant minority interest may have control attributes. 
 A minority interest that is expected to become a controlling interest at some point in time would have 

elements of control. 
 
How would one measure the value of a controlling interest in a sports business as opposed to a non-controlling, 
or minority, interest?  Perhaps the most direct evidence would be if there were controlling and non-controlling 
changes in ownership in the subject business at about the same time.  On a per-share or percentage basis, the 
valuation analyst or appraiser could determine the fair market value of the price of one share for each of the 
transactions.  As described above if the non-controlling interest transaction was for $10 per share and the 
controlling interest transaction was for $18 per share, then the control premium paid in order to get control 
would be 80% (100%*($18 - $10)/$10).  Thus, the equation for controlling interest premium, CP, is: 
 
 CP = ((price paid for control/price paid for minority interest) – 1)*100%. 
 
The minority discount, in percentage terms, that one would pay compared with the controlling interest price is: 
 
 Minority discount = CP/(100 + CP). 
 
Thus, for the example above the minority discount is 44.4% (80%/180%).  The minority discount is the 
difference from controlling interest in the price that one would pay to purchase a non-controlling interest 
(typically a small ownership stake) in a business.  The price of any company’s stock listed on a stock exchange 
includes the minority discount because it is the latest price that someone paid to purchase a number of shares, 
but not control of the company. 
 
If the analyst does not have information on recent transactions in the subject company to allow him or her to 
calculate a control premium (i.e., both controlling and non-controlling interest transactions of ownership shares 
in the company), a next best alternative is to analyze similar businesses for which the control premium (or 
conversely, the minority discount) is known.  Suppose the analyst is valuing a sports team, but needs to know 

                                                           
12 In fact, if there is nothing different about being a minority shareholder than a majority shareholder, then control is worth nothing.  
Moreover, if the company is running optimally, in that it would be difficult to make any changes that would improve profitability, 
there is also not likely to be any extra value to controlling the company.  However, if part of the objective of ownership is the 
consumption value of the business, not just the investment value, then there can still be a controlling interest premium.  This may be 
the case with a sports team where part of the ownership objective is running a winning team, not just generating a return on the 
investment. 
13 A fiduciary duty means, in this case, that management acts in the best interests of all shareholders.  Therefore, a majority owner 
should not be allowed to keep an unfair portion of cash flow (e.g., through overpaying himself in his role as manager or expensing 
items to the company that are not directly related to the business) compared with a minority shareholder. 
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what the control premium is.  One source of information is the stock market.  It contains companies whose price 
per share (for non-controlling interests) is known on a second by second basis. 
 
In 2002, the Boston Celtics (the ticker symbol was BOS) were publicly traded.  On September 26, 2002, the 
closing stock price was $10.60 for one share of BOS.  There was an announcement the next day that a 
controlling interest in the team would be purchased by Lake Carnegie LLC.  Trading was halted on the stock by 
the New York Stock Exchange.14  Trading resumed nearly two weeks later (on October 9, 2002) at a price of 
$28.  A few months later (December 31, 2002), the transaction was completed with the final price listed on the 
stock exchange of $27.50.  The non-controlling price (or unaffected price, as it is known) was $10.60.  The 
controlling interest price was $27.50.  Thus, the controlling interest premium paid to purchase the Boston Celtics 
was 159.43% ($27.50 divided by $10.60).15  To account for general movement in the stock market between the 
unaffected price date and the transaction price date, the premium is discounted by the growth in the S&P 500 
over the same time period.16  The final adjusted controlling interest premium is 154.80%.  As shown in Figure 1, 
the announcement of the controlling interest transaction caused a substantial increase in the stock price. 
 
In another example, the Cleveland Indians were a publicly traded company in the late 1990s.  On May 12, 1999, 
the stock traded at $9.94.  The next day, Richard Jacobs announced that he intended to sell his controlling 
interest in the team (although no specific buyer was named at the time).  At the end of the day, the stock price 
had risen to $16.25.  On November 4 of that year, Lawrence Dolan announced that he was going to purchase the 
team.  The stock price went up to $20.63.  On February 15, 2000, the transaction was completed with the stock 
price at $22.56.  The unaffected price is $9.94.  The controlling interest premium paid to purchase the Cleveland 
Indians was 127.04%.  When adjusting this for movement in the S&P 500 over the same time period, the 
adjusted controlling interest premium becomes 123.5%.  The control premium is confirmed in Figure 2. 

 
14 Although it is rare, stock exchanges prevent trading in certain companies for part of a day or more if there are some irregularities 
with the financials of the company or significant information about the company is unclear.  In general, stock trading that is 
automatically done by computers (program trading) can be halted if the market indexes move too much either up or down. 
15 If some shareholders knew or speculated about the acquisition announcement prior to the public announcement, the stock price 
might have creeped up in days or weeks prior to the announcement.  In measuring the “unaffected price” it is important to find a 
price where there was not any knowledge about the announcement loaded into the stock price. 
16 It is possible that the stock market in general could change substantially between the two price dates and that part of the difference 
in the stock prices is simply general changes in the stock market (and economy) instead of a true control premium.  It turns out that 
the Standard & Poor’s 500 (S&P 500) did not change much over the time period, so the net control premium is about the same as 
the initial estimate.  The S&P 500 is simply the aggregation of 500 stocks into an index that S&P deems to be reflective of the stock 
market in general.  Following the S&P 500 is a proxy for following the stock market as a whole. 



Figure 1 
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Cleveland Indians Stock
June 1998 (IPO) ‐ February 2000 (Delisting)
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These are two examples of being able to measure the non-controlling interest stock price and the controlling 
interest stock price to understand the control premium.  It is not surprising that sports franchises would have 
such a high control premium.  In fact, for these two franchises, the control premium is much higher than for 
companies in other industries.  The company Mergerstat, along with a renowned appraiser, Shannon Pratt, have 
put together a database of control premium estimates.  It is aptly named the Mergerstat® / Shannon Pratt’s 
Control Premium Study™ (CPS for short).  For the period 2003 – 2005, the average control premium across all 
industries in their study (including international transactions) was 29%. 
 
This is yet another source for determining a control premium in sports.  The Standard Industrial Classification 
(SIC) code for Amusement and Recreation Services (SIC 79) shows a control premium for 2000 – 2005 of 
55.3%, much higher, on average, than for other industries.17  The CPS database also allows one to investigate 
subsets of SIC 79, such as SIC 7941 (Professional Sports Clubs and Promoters).  This contains a transaction 
involving the holding company that owns the Florida Panthers hockey franchise, for instance. 
 
Another source of information on control premiums, or asset valuation in general, comes from bona fide offers 
of sports-related businesses.  It is rare for there to be an offer to buy an entire sports league, at least an entire 
major professional sports league.  However, on March 2, 2005, Game Plan, LLC and Bain & Company offered 
$3.5 billion to purchase the entire NHL.  This figure later rose to $4.3 billion.  A few weeks earlier, on February 
16, 2005, the NHL season was cancelled and uncertainty about the future of the NHL was very high.  In 
between the Game Plan/Bain offer and the cancellation of the season, the Anaheim Mighty Ducks were sold to 
Henry Samueli for $70 million, substantially below the $108 million pre-lockout value that Forbes placed on the 
team.  It is understandable that in a time of high uncertainty about the future of the league, the price for a 
franchise would decrease.  These pieces of information provide some evidence as to the controlling interest 
premium of the NHL.  There is a transaction of one team and an offer to buy the entire league, all during the 
same time period, so information about the future of the league was likely similar across these two situations.   
 
Taking the Mighty Ducks and applying the lockout discount off of the Forbes estimate across all of the NHL 
teams and summing it shows a league value of $3.176 billion.18  The Game Plan and Bain offer of $4.3 billion for 
control of the league, during this time of uncertainty, sets the controlling interest premium at 35.4% 
(100%*(4.3/3.176)-1).  This is a lower bound measure because that offer was not accepted by NHL team 
owners.  A fair market value transaction of the NHL would have required an offer higher than $4.3 billion, thus 
the actual control premium for a transaction would have been higher.  Therefore, a bona fide offer can provide 
evidence about the value and control premium of a business.  This example, however, took place during a period 
of high uncertainty so even though it provides a comparison of league control versus not having league control, 
the principle of having reasonable knowledge of the facts might be violated given that the facts about the future 
of the league were likely unknown. 
 
Why is the control premium in sports higher than in other industries?  There are many reasons to own a sports 
franchise above and beyond annual operating profits.  Besides profits, a sports team can provide shelters from 
                                                           
17 The U.S. government created the SIC coding system in order to be able to classify all businesses into one of the four-digit groups.  
Although it is still widely used, recently it has been supplanted by the North American Industry Classification System. 
18 The lockout discount in this example is simply the ratio of the transaction price of $70 million divided by the Forbes estimate of 
$108 million.  It should be noted that this is only one data point and having more data points would be superior. 
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federal income tax, profit taking from the expense side, league revenue sharing and future expansion fees, and as 
a consumption good, meaning that the owner enjoys the aspects of operating the team.19  As stated by Randy 
Vataha, “In non-sports businesses, the control premium is generally a function of operational control and does 
not include the notoriety factor that can add significant value to the control premium of a professional sports 
team.”20  An owner literally has authority over who coaches the team, who plays on the team, the style of offense 
and defense, the type of entertainment provided at home games, etc.  Many owners of professional sports teams 
have substantial wealth beyond their sports franchise ownership, and if they desired, could spend more on a 
team’s payroll than would be recommended under pure profit-maximizing objectives.  The ability to control the 
management and decision-making of a sports team is more exciting than controlling an iron-ore extraction 
company. 
 
There has been research on the issue of whether there are “sportsmen” owners in professional sports.  A 
“sportsmen” owner is the term for an owner who purchases and manages a team mostly for its consumption 
benefits (i.e., the enjoyment of winning games and operating a team) instead of its investment benefits.  Stefan 
Késenne states that analysis of soccer clubs in Europe shows that some are not managed under a profit 
maximization objective, but also include the desire to win (separate from its effects on profitability) as part of the 
decision process.21  In stating why he purchased the Boston Celtics along with Wycliffe Grousbeck, Stephen 
Pagliuca said that “We both viewed the Celtics as a community asset, a labor of love, really, not as an investment 
for investors.”22

 
These are a few examples of transactions, or offers to buy a business, that allow one to calculate a controlling 
interest premium in sports.  Obviously, if the subject business is in sports apparel or sporting goods, there are 
many examples of publicly traded companies in these businesses.  For instance, in August, 2005, adidas-Salomon 
offered to buy Reebok for $59 per share, a jump of 34% over Reebok’s share price just prior to the 
announcement.  The deal closed at the end of January 2006 at the same announced price of $59 per share.  Thus, 
the control premium paid is 34% with the presumption that Reebok’s price prior to the announcement did not 
reflect any knowledge of the possible takeover by adidas-Salomon. 
 
Some other sports-related controlling interest purchases include transactions involving the Florida Panthers of 
the NHL, Aston Villa of the Premier League, Brands Hatch Leisure PLC, and Enic PLC.  On December 10, 
2004, Blackstone Group LP purchased Boca Resorts, Inc., an owner and operator of the Florida Panthers NHL 
team and other leisure industry assets.  The CPS report listed the controlling interest premium as 27.93%.  
Adjusting for changes in the S&P 500 puts it at 25.8%.  In August 2006, Cleveland Browns owner Randy Lerner 
offered $10.36 per share to purchase Aston Villa.  It represents a controlling interest premium of 47.24% over 
the price of Aston Villa shares right before it disclosed that it was up for sale. 
 
Also, the CPS report lists the controlling interest premium on Brands Hatch Leisure PLC at 39.23% (with an 
adjustment to the S&P 500 placing it at 38.3%).  Further, Enic PLC’s adjusted controlling interest premium is 
                                                           
19 Profit taking from the expense side can be in the form of paying oneself an inflated salary or charging parts of one’s personal life 
onto the company’s books, for instance. 
20 See Executive Interview with Randy Vataha in the International Journal of Sport Finance, Vol 1, Issue 2, by Daniel Rascher. 
21 See “Competitive Balance in Team Sports and the Impact of Revenue Sharing”, Journal of Sport Management, 2006, by Stefan 
Késenne. 
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listed as 55.9% by the CPS study.  A CPS control study of SIC code 79, which is Amusement and Recreation 
Services (containing the Cleveland Indians transaction, for instance), for 2000-2005 shows a premium of 55.3%.  
An overall CPS controlling interest premium involving thousands of transactions of companies in all types of 
industries from 2000 through 2005 is 42.6%.23  A summary of these transactions and their controlling interest 
premiums is shown in Figure 3. 
 

 
22 See “Wyc Grousbeck would jump through hoops to make Celtics a winner again”, Boston Globe, December 28, 2004, by 
Mark Shanahan. 
23 The CPS studies contain both positive and negative controlling interest premium transactions. 



Control Premium Study

Unaffected 
Price

Announcement 
Day Price

Transaction 
Close Price

Control 
Premium 

Unadjusted*
Control Premium 
Adjusted (h)

Boston Celtics $10.60 $11.35 $27.50 159.4% 154.8%
Cleveland Indians $9.94 $16.25 $22.56 127.0% 123.5%
Bain/Game Plan NHL Offer (a) 35.4% 35.4%
Aston Villa (b) $7.04 $10.36 $10.36 47.2% 46.7%
Brands Hatch Leisure PLC (c) $4.71 $5.15 $6.56 39.2% 38.3%
Enic PLC (d)  $0.25 $0.39 $0.40 60.1% 55.9%
Boca Resorts Inc (e) $18.76 $19.15 $24.00 27.9% 25.8%
MergerStat/Prattʹs CPS SIC 79 (2000‐2005) (f) N/A N/A N/A 55.3% 55.3%
MergerStat/Prattʹs CPS (2000‐2005) (g) N/A N/A N/A 42.6% 42.6%
Average Premium 66% 64%
Median Premium 47% 47%

(a)

(b)

(c)

(d)

(e)

(f) The two‐digit SIC code 79 represents Amusement and Recreation Services and contains the Cleveland Indians transaction, for instance.
(g) Contains all of MergerStat/Prattʹs Control Premium Study Transactions for 2000‐2005.
(h) Control premium discounted by the growth in the S&P 500 over the same period.  

*Control premium calculated as change from Unaffected Price to Transaction Close Price. 

Purchased by Kondar Ltd. on April 15, 2003. Listed as provider of international sports, entertainment and media services 
(England based company).  Share prices listed in home currency.  Data sourced from Mergerstat Shannon Prattʹs Control 
Premium Study Transaction report.
Purchased by Blackstone Group LP on December 10, 2004. Listed as owner and operator of a professional hockey team, luxury 
resorts, and yachting center.  Data sourced from Mergerstat Shannon Prattʹs Control Premium Study Transaction report.

Transaction never completed.  Offer price last available before offer was disbanded.  Price could have gone higher if negotiations 
were allowed to continue.  Control Premium for Bain deal calculated using last offer price versus the 2004 Forbesʹ valuation.

Purchased by Interpublic Group on December 1, 1999.  Brands Hatch listed as a promoter of motor sports in the UK and owns 
motor sports roadways.  Share prices listed in home currency.  Data sourced from Mergerstat Shannon Prattʹs Control Premium 
Study Transaction report.

Randy Lerner, owner of the Cleveland Browns, purchased Aston Villa of the Premier League for $10.36 per share (purchasing 
nearly 90% of the shares) in September 2006.
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Synergistic Premium 
There is a very important caveat with respect to control premia.  The concept of control relates to being able to 
make decisions regarding the business such as the direction of the firm, marketing, compensation, etc.  Often, 
acquisitions of companies by other companies are for strategic or synergistic reasons.  A brewery, for example, 
might pay a price that is higher than the current per-share price for a sports franchise not because it wants 
control of the franchise, but because it desires the synergy of selling its beer and promoting it at the games.  
Adidas’ 34% premium paid to Reebok for its purchase not only gives adidas control of Reebok, but, as stated by 
adidas to its shareholders and the public, it offers many synergies for adidas.  For instance, adidas’ ties and 
distribution network in Europe can help Reebok sell there, as is the case for Reebok’s ties in the U.S.  Reebok is 
a sales driven company while adidas is focused on technology and performance.  Combining these two skills will 
enhance the offerings of both brands.  Further, the combined size of the business will enable them to get better 
terms from retailers. 
 
The 34% premium paid by adidas likely includes both a control premium and a synergistic premium.  The ability 
to separate these out is very difficult.  What about the Celtics, Indians, and NHL?  There are not likely any 
substantial synergistic reasons for the purchase of the Indians, Celtics, or NHL, thus no synergistic discount on 
the control premium is warranted.  In a recent study on MLB, Andrew Zimbalist discusses synergistic 
ownerships in MLB.  He finds these relationships, which unveil themselves in terms of related-party transactions 
or transfer-pricing, for approximately half of the teams in MLB, but not for the Cleveland Indians.24  The press 
coverage regarding the Celtics purchase does not mention any synergistic reasons (although there may be some).  
The NHL offer by a consulting and finance company does not contain any obvious synergistic benefits.  
Analyses of control premia also need to account for synergistic premia. 
 
 
Author: Daniel A. Rascher, Ph.D., President of SportsEconomics, LLC provides financial valuation services to 

clients in the sports industry. 

 

                                                           
24 May the Best Team Win, pp. 61-70. 
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