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May 22, 2002

Senator Gary R. George and
Representative Joseph K. Leibham
Joint Legislative Audit Committee
State Capitol

Madison, Wisconsin 53702

Dear Senator George and Representative Leibham:

State of Wisconsin \ LEGISLATIVE AUDIT BUREAU

JANICE MUELLER
STATE AUDITOR

22 E. MIFFLIN ST, STE. 500
MADISON. WISCONSIN 53703
(608) 266-2818

FAX (608} 267-0410

Leg Audit infoQlegis state wi.us

As you know, information contained within our recently released review of the Milwaukee
Brewers Stadium Costs has been challenged by the Stadium District Board’s chairperson
and other board members. Enclosed is a brief summary of the District’s allegations, and
our response. I hope this information proves useful as you review the content of our report.

Sincerely,

%/ea /?zﬂm)
Janice Mueller
State Auditor

JM/Im

Enclosure

cc: Senator Judith Robson
Senator Brian Burke

Senator Joanne Huelsman
Senator Mary Lazich

Representative Samantha Starzyk
Representative John Gard
Representative David Cullen
Representative Barbara Gronemus



Audit Bureau Response to the Chairperson of
the Southeast Wisconsin Professional Baseball Park District

Introductory Comments
Allegation: The Legislative Audit Bureau has an $11 million annual budget.

Response:  The Bureau’s annual budget is currently $5.7 million. District officials
failed to record this number correctly and used a biennial rather than an
annual total.

Project Cost

Allegation: The Bureau failed to consider several key construction-related documents,
including the general conditions of construction, change orders, and the
construction punchlist.

Response:  Mr. Trunzo mentions documents that pertain to how the project was
constructed and are, therefore, not directly relevant to our expenditure
analyses. Our charge was to look at costs, not quality or timeliness of
construction. All expenditures and revenues from all documents through
December 2001 are reflected in the District’s ledger, which is the key
document that all accountants and auditors use as the basis for assessing
project costs.

Allegation: “[TThe total cost of the Miller Park project is $393.2 million.”

Response:  The District’s general ledger shows that total expenditures through
December 2001 were $413.9 million, when the $24.0 million in bridge and
road work completed by the Department of Transportation is included.

Mr. Trunzo’s figure excludes some incurred costs.

Allegation: The Bureau failed to account for “re-inspection costs to be recovered;
construction rework costs to be recovered; costs incurred by the owner not
attributable to the capital costs of construction; insurance reimbursement
costs not related to the tragic crane accident; costs incurred after
construction; pending claims for financial recovery; and more.”

Response:  The District’s response to our report indicates that many of those items are
costs the District hopes to recover in the future, which were not included in
its general ledger through December 2001. We appropriately used the
District’s general ledger as documentation of all revenues and



Allegation: The Bureau wrote that the tax will yield the District $562.9 million in
revenues but that project costs will total $1.0 billion, thereby leaving an
unexplained $400+ million gap.

Response:  Mr. Trunzo has not accounted for all revenues. The $400 million difference
includes: interest income ($250.0 million, estimated), the Brewers’
contribution ($90.0 million), repayments of the three Brewers loans the
District now owns ($82.2 million), the Brewers’ rental payments
($33.0 million), Milwaukee City/County contributions ($28.0 million,
combined), and others. (Attachment B)

Insurance Reimbursement Analysis

Allegation: The Bureau was too confused to perform complete analyses of all
expenditures and revenues, including those associated with the construction
crane accident.

Response:  Our analysis was limited because District officials repeatedly failed to
respond to our direct questions, provided misleading answers and
incomplete documents, and refused to allow us to speak with contracted
service providers. Further, our report clearly states that we excluded from
our total all known revenues and expenditures associated with the
1999 crane accident.

Brewers Payment

Allegation: “The Bureau’s inability to identify the purpose of this $900,000 payment is

allegauon ,
puzzling....the $900,000 payment is for the first year’s rent for Miller
Park.” ‘

Response:  The only record we have of this payment is in the District’s general ledger,
which provides no information about the purpose of the payment, made on
December 31, 2001. The payment could be rent, which is $900,000
annually for the first ten years of the lease. However, based on documents
we were provided, rent is due on November 30, meaning that the Brewers
paid the rent late, if in fact the $900,000 represents a rent payment.

The District had an opportunity to clarify this payment when it received a
draft copy of the report but chose to provide no comment on the report’s
content for us to consider prior to its release.



Ownership Interest

Allegation: The Bureau did not understand that “[t}he impact of ownership percentage
is clearly defined in each and every agreement the District has entered
into....there are no uncertainties in the consequences of varying ownership

percentages

Response:  The overall impact of the ownership percentage is not clear. For example,
an increase in the District’s ownership percentage would have effects on
such items as property insurance premiums, but we wanted to know about
more material effects. Thus, we asked the District to identify the
advantages and disadvantages of owning a larger share of the stadium
complex. Mr. Duckett responded on February 20, 2002, that “the District
has no opinion regarding the advantages or disadvantages to the District
and its taxpayers in the event the District’s ownership interest increases
from the percentage of ownership that was originally contemplated.”

Allegation: The District never told us that ownership percentages would be calculated
in 2002. .

Response:  Mr. Duckett stated to three Audit Bureau staff members on
October 11, 2001, that the District’s board would determine ownership
interests at its March 2002 meeting. This statement is documented in our
written summary of the entrance conference.

Vouchers

Allegation: The Bureau ignored important construction vouchers and instead
concentrated its review on a “bureaucratic review of expense reports,
payments to employees, payments to the Brewers, credit card payments and
other such areas.”

Response: ~ We did not conduct an audit of the quality of the construction, only the
cost. Further, the District has not challenged the findings from our review
of expense reports and other documents. We found inappropriate and
undocumented expenditures.

Allegation: The Bureau claimed not to have received documentation for all
90 vouchers that the District provided. It was unable to wait for District
staff to produce documentation for the additional 21 vouchers we had
requested.



District Staffing
Allegation:  The District never employed 8 full-time staff.

Response:  This is the number we included in our 1997 report based on information we
were given by the District at the time. The District did not question it then.

Allegation:  The District has contracted for all administrative and management services
only since October 2001.

Response:  On July 27, 2001, Mr. Trunzo and Mr. Duckett signed a First Amendment
to the Contract for District Representative Services that stated the contract
“shall commence as of August 1, 2001....”

Final Comments
Allegation: Miller Park is the “largest construction project” in Wisconsin.

Response: ~ The Milwaukee Metropolitan Sewerage District’s Water Pollution
Abatement Program is the largest project, costing approximately
$2.3 billion. We have audited it successfully on two separate occasions,
and are currently doing so a third time.

Allegation: The Bureau’s stated desire to explore the “nuances” of the Miller Park
project reconfirmed that its objective was to throw together “yet one more
grandstanding report” with “highly charged political overtones.”

Response:  The definition of “nuance” does not mean “innuendo” or “untruths.” In
fact, it means “expression or appreciation of subtle shades of meaning.”
Allegation: The Bureau ignored, “perhaps conveniently,” an analysis of the economic

benefits of Miller Park.

Response:  We never planned to conduct such a review. Our charge was to focus on
total project costs and management.



Southeast WA Professional Baseball Park District

Capital Project Expenditures
For the Sk Nionths Ending June 39, 2001
Notec Park Project '
Capital Project & Debt Service Funds Expenditures
-~ Anoual Budget  YearToDate  Project-ToDate
Expendmures 9% 7 e 1938 2000 2001 2001 Total
Stackow
Architect 4504125 BT MG 3226408 207326 “ISH - 1,093,001 19,600250
© CM General Condiors ™IS 2500459 1820481 283,009 72065 2,156,849 2428424 10,942.392
CMFee 02,733 1585008 1543268 1563208 $14,004 - 135005 6148518
She Work . 3 : 1,050,000 . -
Corncrele 2820319 TN 1229049 297,965 482350 1,048,245 35,897,568
Masonry 1,160,850 203785 w2562 . 125495 42558557
Mebis 189353 20004578 859,995 3,099,879 - 5,140,942 41,608,148
Caperdy - 138,228 129215 2555 308256 1814750
Wotsture Protection 70994 2.028.001 1.290.084 524,562 2309 1200018
Doors, Windows me.ast 5271505 3,568,000 2018 24357 840523
Felshes 7.208017 st 2,444,358 1,408,340 18,328,640
Spactabes 102928 1568549 1,400,638 W68 2,382.043
Equipment 53518 313
Furvishings [y "} 1548727 940,092 048718 37T
Spectal Consuction . 121808 13961858 5,465,281 35,664 1408313 45,133,390
Tearsporalion : L.
Testng and Permits 190,368 $0553 1008148 764407 161,18 213029 200520
Program Manager 25073 06158 e 90777 109,548 352 1197427
Project Manoger 385423 - 98,908 P 84749
Mecharical Systern .- azresz 368,450 sHI4 w2470 15M7¢2
Secwical S 213880 10208621 1.432,156 465,131 1482,966 15553825
Signege and Graphics . . 33,7650
Staduum Chb 8550
Chub Office - 12707
Hall of Fame - ™20
Sulte 108
COM Periormance Bonds. 373,10 2373,190
Peurance Lm0 1409449 1140008 2862771 - 45,552 7.065529
DFD Admiristralion 21950 meem
Pendng CL. e 249669 5668077 649,703 2146304
Tovestment Management . 1 : e
o Sahon 1 N N M L M .3
Pad Comtruction 1570751 144,72 34D AR
Methung Cortrol 158802 9,400 1368242
Deep Plngs 478529 M1 7,181,440
e A28 570008 L4750 6.638,312 4,008,351 3,120,140 0052310
Demoiion, Existing Stadhum - . 222 437 498 1,400,000 386,133 225,501
Uy 608,467 7y - 1,012,085 2305599
Stadian Foundolons 18 22938 2954551 w75 © 18559 19,570,308
Avchitechre 703,568 321,508 Tr.802 140513 3212 55240 5405 1252088
Testog and Permits 71200 172048 400,00 218,960 58,900 - %) 1,067,247
Program Manager «0W50 140,528 a2 %05 0,394 - 1,362 415200
Marsger LM nea ° ) 11482
M General Conditons 738272 29 100,099 5,007 500,000 286790 2,058,123
O Fee 128000 42308 246,09 84148 - 4473 1053914
OFD Adimirisistion 0551 80,554
ot - bastructurs N W N —7
Lesves
Roof Constuction 2008832 3342,967 100052 s 645,403 7304724
. Mechaicd 1914990 4200553 428128 8174 w2 e84 0,933,003
© Electit System - Stadken 121806 3.251,908 3% 4 256% 307,825 7.100,118
1 Scorcbowd : €405%3 5495003 1472700 1490054 THSAT0
Concession B 2908845 1,500,968 20917 W 5829068
Furites, Fickares srd Equipment 8964 108,687 1,900,308 2081055 2250132 4300534
Bectic Syviem - Stk Development 1750 5,000 "z i1t 1aees 170200 2722904
Teansportation - Conveying Systerre 1508 113458 34,906 12491
- Oulside o "0
Investmont Murmgement Fes 2 ) . 1
Totel - Lesses [ : TABEAD  WBABSIE THOBBAY 7240001
Spoctal Projects
ONRMHenry Asom Stale Trall 15555 S8 11458 21% 34508
Salvage Righi Menorabilie 12000 35000 70 3081 100,061
Total - Spacial Projects - AR -2 - 3 TS 36058 N %%‘ %‘
Dot Service
Wderest and Facal k
Crarges 7267 8% 7.930.817 109049 1 4
Total - Dett Service “% ﬁ —%‘ —__Is%siT, ﬁ T.904.821 182311 "‘3’%%?
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District Revenue needed to pay estimated $1.0 billion in costs:

Sales and use tax (projected through 2014)
Sales tax interest (2002-2030) - estimated w/3.5 int rate
Brewers up-front commitment

AMRC Payments

Brewers rent payments

Interest income (through 2001)

Milwaukee County up-front contribution
Local transprotation aids State's contribution
City of Milwaukee up-front contribution
Special projects (through 2001)
Miscellaneous revenue (through 2001)

Total

562,894,844
249,093,301
90,000,000
82,200,000
33,000,000
41,269,585
16,000,000
12,000,000
6,772,938
574,237
111,257

1,093,906,162

Attachment B
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4-19-02;11:32AM; V3

SOUTHEAST WISCONSIN
PROFESSIONAL BASEBALL
PARK DISTRICT

MILLER PARK - ONE BREWER WAY, MILWAUKEE, WISCONSIN 53214
PHONE (414) 902-8040 FAX (414) 902-4033

April 19, 2002

Mr. Paul Stuiber, Program Evaluation Director
State of Wisconsin

Legislative Audit Bureau

22 East Mifflin Street, Suite 500

Madison, WI. 53703-4225

Dear Paul,

~ ‘We have attached the general ledger pages reflecting the inflows and outflows of Brewer
" ticket purchases for the two exhibition games in March 2001 and opening day in April
2001. These ledger pages indicate that the District was reimbursed by Board members
and/or others for all tickets not directly needed for District business.

In summary, the ledger shows a net District payment for tickets to be $2,486.00
($1,536.00 + $950.00). This represents the fact that each Board Member received two
tickets to each of the three games. This amounted to 78 tickets distributed to our 13
Board members. These tickets were of varying prices, however, they averaged
approximately $32.00 each.

As I explained to you at our last meeting, the Board members and their spouses were
asked to participate in pre-game ceremonies representing the five-county District. Please
contact me if you should need additional information.

 Sincerely,

Wm

Michael R. Duckett, P.E., R.L.S.
Executive Director

CC: Janice Mueller, State Auditor
Dean R. Swenson, L.A.B.
Robert N. Trunzo, Chairman, SEWPBPD
Norm Matar, Davis & Kuelthau
Robert Mazurek, SEWPBPD




4-19~02; 11 32AM; ;13 # 3/
SE W1 Prof Basehal Park Dist Detall Ledger Page. 1
o Perlod: 0101 - 0801 Mar 21,2002 02:55pm
Report Criteria:
Account.Acct No = 105050
Artuat Amounis
Summarize Payroll Detail
Date Joumal  RefNo Payse or Descripion GLActNo  Debt Amound Credit Amount Balance
BoardiComuniftee Expenses 11121 ( 00/01 ) Balwwe 10.6050 00
spl AP 4 Miwatkes Brewers Tic 423 - 71,420.00
001 AP g Miwaukse Brewers Tic 423 §,750.00
1301 AP 13 Miwackes Brawers Tic 423 768.00
3311 JE 38 To record misc receipts in gen . 31,602.00 -
3/31/01 (03/01) Period Tolals and Balance 78,938.00 * 31,802.00-" 47,336.00
A430m1 JE 49 Tocecord misc receipts In gen 3,473.00 -
43001 JE 49 To record misc receipls in gen 27,237.00 -
4130001 JE 49 To recond misc receipls i gen 4,050.00 -
4730/01 JE 49 To record misc receipis in gen 11,626.00 - .
4130701 (04/01) Period Totals and Balance 00 * 48386.00-* - ' 95000
5/8/01 AP 1 The FanZohe 481 324.00
51801 AP 47 WiDept of Financia} 261 10.00
5723001 AP 88 Wiliam Demshar 484 1,800.00
512401 AP g0 The Fan Zone 481 324.00 -
5/31/01 (05/01) Period Totals and Balance 2,134.00 * 324.00-* 2,760.00
630001 JE 68 To record misc receipts In gen . 270.00 -
6130!01@6101)Pardeot3!sandBa!m .00 * 270.00-* 2,480.00
83101 JE 832 Toredassracpisfer.ldy!opfprwd 246.00 -
8/31/01 (OGM)Petdeoﬁsénd Balancs 00 * 248.00-* 2,24400
YTD Encumbrances 00 YTD Actual 224400 Total 224400 YTD Budget 00 Unexpended ( 2,244.00)
{10) Fund Totals:
No. of Transacfions: 14 No, of Accounts: 1 Tolals: B1,072.00 78,828.00 - 2,244.00
Grand Totals:
Totals: 81,072.00 78 828.00 - 2,244.00

No. of Transactions: 14 No. of Accownts: 1

. e

ey omen e




4-19-02; 11:32AM; ;3 #® as
\ ,
' SE W Prof Baseball Park Dist Detad Ladger Page 1
pariod: 01/01 - 0801 Mar 21,2002 82:58pm
Report Criteria:
AccountAcct No = 105060
Actual Amounts
Summarize Payroll Detail
Date  Joumad  RefNo Payee or Description GLAcctNo  DebR Amount Credit Amound Babnce
Office miscelianeous 1/1/01 (0001 ) Balance 10-5060 00
vz AP 22 Mary Balconi 173 100.00
2301 AP 23 Dana Tolver 174 1,000.00
12301 AP 28 Beby Caidwel 328 202.22
13101 JE 113 To record service charge 870.59
172401 (01/01) Pesiod Totals and Balence 247281 * 00 217281
2801 AP 4 Miw. Brewers Basebal 92 - 1,538.00
202801 JE 210 To recond service charge 77739
: ' 21268/01 (02%01) Period Totals and Balonce 231339 ° 00 448620
anI JE 310 Torecond service charge 758.33
V31/01 (03/01) Period Totals and Balance 76833 * 00 5,244.53
4130001 JE 411 Torecord service chargs 1,62852
4530/t JE 438 To record NSF checks 864.00
4730/01 (04/01) Pesiod Totals and Balance 2,39052 * 00 7.635.06
5131701 JE 510 To record service charge 823.83
. 5/31401 (05/01) Period Totals and Balsnce 82383 * 00 8,458.88
8/30/0% . JE 810 Torecord service charge 735.80
8/30/01 (06/07) Period Totals and Batance 73580 * 00 9,194.78
77801 JE 79 Torecord service charge . 1,087.54
7131/64 (07101) Pexiod Totals and Balance 108754 * 00 10,28232 .
873101 JE 83 To record service charge 691.73
8/31/01 JE 841 To record dlose out of ingident 228
8/31/04 (0801} Period Tokals and Balance 693.99 * 00 10,576.31
YTD Encumbrances 00 YTD Actual 1097631 Total 10,976.31  YTD Budoet 00 Unexpended (  10,67631)
{30) Fund Totals:
No. of Transacions: 14 No. of Accounts: 1 Totals: 10,976.31 00 10,976.31
Grand Totals:
Totals: . 10,976.31 00 10,978.31

No, of Transactions: 14 No. of Accounts: 1
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MILWAUKEE BREWERS BASEBALL CLUB
MILLER PARK ¢ ONE BREWERS WAY ¢ MILWAUKEE, WISCONSIN 53214 ¢ 414.902.4400
WIVW. ML WALIREEBREWERS. COM

RICK SCHLESINGER
EXECUTIVE VICE PRESIDENT - BUSINESS OPERATIONS

December 15, 2003

Representative Suzanne Jeskewitz
P.O. Box 8952
Madison, W1 53708-8952

Re: Milwaukee Brewers Baseball Club
Dear Representative Jeskewitz:

This letter is in response to your December 3, 2003 letter requesting the Milwaukee Brewers
to open our financial records to the Legislative Audit Bureau.

As an initial matter, we want to acknowledge to you both our receipt of your letter and the
seriousness in which we take the request contained in your letter. We agree that there are many
legitimate questions regarding the Brewers and our business. We further agree that the public and
you, as elected representatives, have legitimate interests in receiving answers to such questions. To
that end, the Brewers are eager to provide answers to those questions and to regain the confidence and
support of those persons---fans, elected representatives and citizens of Wisconsin---who are concerned
about our Club.

We trust you are aware of the financial review of the Brewers to be conducted under the
direction of the Metropolitan Milwaukee Association of Commerce. Also, representatives from the
Brewers, the MMAC and the LAB recently conducted a preliminary meeting to discuss the objectives
raised in your letter. We feel, and we hope that the feeling is reciprocal, that this preliminary meeting
was a positive and productive step toward addressing the issues of concern regarding the Brewers and
our business. We look forward to continued progress on that front.

We will continue to keep you informed regarding the specific matters raised by your letter as
well as additional developments regarding the Brewers that we hope will be of interest to you and to
your constituencies.

Very truly yours,

Jld Sibhy

Rick Schlesinger
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MILWAUKEE BREWERS BASEBALL CLUB
MILLER PARK ¢ ONE BREWERS WAY ¢ MILWAUKEE, WISCONSIN 53214 ¢ 414.902.4400
WWW. ML WAUKEEBREWERS COM

RICK SCHLESINGER
EXECUTIVE VICE PRESIDENT - BUSINESS OPERATIONS

February 3, 2004

Representative Suzanne Jeskewitz
P.O. Box 8952
Madison, W1 53708-8952

Re: Milwaukee Brewers Baseball Club
Dear Representative Jeskewitz:

As announced this past Friday, the Milwaukee Brewers have reached an agreement with the
Legislative Audit Bureau (“LAB”) pursuant to which the Club will open its financial records to State
Auditor Jan Mueller and her staff for a comprehensive review of Club finances for the past ten years.
The LAB review will proceed concurrently with the review undertaken by the Metropolitan
Milwaukee Association of Commerce (“MMAC”). The LAB and MMAC will each issue separate
reports detailing their respective findings within ninety days.

We appreciate the level of cooperation provided by Ms. Mueller, Senate Majority Leader
Mary Panzer and Speaker of the Assembly John Gard in reaching this unprecedented agreement.
Although the Club had no legal obligation to submit to the governmental scrutiny outlined in the
agreement with the LAB, we recognize the importance and value of proceeding with the LAB review
to provide the citizens of Wisconsin with comprehensive information about the Brewers and our
business.

We look forward to working with the LAB and MMAC over the next several months as the
financial review process is completed. In the meantime, I want to assure you that we are focused on
our business plan and in preparing for the start of Spring Training. The record crowds that attended
our Winter Tour stops (including more than 11,000 fans who attended our Brewers On Deck player
autograph event at Brookfield Square Mall on January 24) are an excellent indication that our fans are
eagerly anticipating the 2004 season.

In the meantime, please do not hesitate to contact me if you have any questions or comments
regarding the Brewers.

Very truly yours, )

fot (1

Rick Schlesinger
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State of Wisconsin \ LEGISLATIVE AUDIT BUREAU

JANICE MUELLER
STATE AUDITOR

22 E. MIFFLIN ST, STE. 500
MADISON, WISCONSIN 53703
(608) 266-2818

May 6, 2004 FAX (608) 267-0410

Leg.Audit Info@legis. state wi.us

Senate Majority Leader Mary Panzer and
Assembly Speaker John Gard

State Capitol

Madison, Wisconsin 53702

Dear Senator Panzer and Representative Gard:

At your request, we have completed a limited-scope review of the finances of the Milwaukee
Brewers Baseball Club from 1994 through 2003. Our review was initiated following reports that
the Brewers intended to reduce player payroll for the 2004 season. Under a January 2004
agreement with the Brewers, we were permitted to independently review financial statements
and related documentation. This is the second time we have assessed the Brewers’ finances. The
first was in 1995, during legislative deliberations on the proposal to use a combination of public
and private funding to build the new stadium that opened in 2001 as Miller Park.

Our review of the Brewers’ financial statements and information provided by Major League
Baseball indicates that the club has faced significant financial challenges. For example, although
the Brewers’ operating revenues increased from $67.7 million in 2000 to $115.9 million in 2003,
or by 71.2 percent, they were lower in these years than operating revenues of many other major
league clubs. In 2002—the latest year for which comparison information is available—the
Brewers ranked 20* among 30 clubs in operating revenues. When Miller Park opened in 2001,
the Brewers ranked 16"

The Brewers’ operating expenses increased from $80.0 million in 2000 to $103.8 million in 2003,
or by 29.7 percent. However, a 2.1 percent reduction in spending between 2002 and 2003 raises
concerns about the club’s ability to compete in the future if additional reductions are made,
particularly to major league player compensation. Further, the Brewers have borrowed heavily:
the financial statements indicate $133.2 million in outstanding debt at the end of 2003.

We reviewed concerns expressed by the public and many legislators about the club’s ownership
group. We found no evidence to indicate that club resources had been used during our review
period to purchase ownership shares with the intention of benefiting continuing club owners. In
addition, although owner Allan (Bud) Selig, his daughter, and her husband were employed in
executive positions with the Brewers for all or part of the past ten years, these three individuals’
combined annual compensation was never more than $735,500. This is less than amounts
previously reported by some in the media.

As the Legislature continues to evaluate the effect of the Brewers’ financial condition on the
public’s investment in Miller Park, we suggest close monitoring of the Brewers’ ongoing
relationship with the Southeast Wisconsin Professional Baseball Park District, including the
effect that a proposed sale of the franchise could have on this relationship. The District issued




Senate Majority Leader Mary Panzer and
Assembly Speaker John Gard
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revenue bonds and imposes the 0.1 percent local sales and use tax that was the primary source
of funding for stadium construction and continues to fund District operations. Through
March 31, 2004, $175.9 million in sales and use tax revenue has been collected in Milwaukee,
Ozaukee, Racine, Washington, and Waukesha counties. The tax is expected to continue until
2014.

The Brewers indicate that no other professional sports team has granted the level of access to
financial records that we were provided during this review. We greatly appreciate the courtesy
and cooperation extended to us in conducting our work, as well as the responsiveness of
Milwaukee Brewers Baseball Club staff in responding to our questions.

Sincerely,

%/ac /?44/4)

Janice Mueller
State Auditor

JM/ss

cc:  Members, Wisconsin Legislature




MILWAUKEE BREWERS BASEBALL CLUB FINANCES

In late 2003, media reports indicated that the Milwaukee Brewers Baseball Club intended to
reduce its major league player payroll by approximately $10.0 million for the 2004 season,
raising concerns about the club’s operations and finances. Subsequently, many legislators
requested that the Brewers allow the Legislative Audit Bureau to review financial records and
thereby provide the public insight into the club’s underlying finances.

Under the provisions of s. 13.94, Wis. Stats., we may audit state agencies and other entities that
receive state or federal funds, but we do not generally have authority to review a private
organization’s financial records. Therefore, a review could not be undertaken without the
Brewers’ permission. After negotiations involving the club, legislative leadership, and the Audit
Bureau, the Brewers agreed to allow a limited-scope review of their finances by the Audit
Bureau. An agreement setting forth both the scope of the review and the limitations placed on
us was entered into on January 30, 2004.

The agreement provided that the review would focus on the Brewers’ revenues, expenses, cash,
debt, related-party transactions, and ownership activity for the period from 1994 through 2003.
The agreement prohibits us from disclosing certain proprietary information or information that
could harm the club’s ability to conduct business in a competitive environment. As part of our
review, we examined the Brewers’ audited financial statements and supporting documentation,
interviewed the Chief Financial Officer and Controller, confirmed certain information, reviewed
debt filings, and verified how the Brewers ranked in various categories compared to other
 Major League Baseball clubs. '

We were granted access to all information we requested during the course of our review.
However, the January 2004 agreement limits our ability to disclose detailed information and
permits us to present only aggregated information. For example, we cannot disclose revenues
for ticket sales, local broadcasting, concessions, or parking. Instead, these revenue sources are
consolidated into a single category labeled “local baseball revenue.” Nevertheless, we requested
and the Brewers agreed to allow the disclosure of several items not originally permitted under
the January 2004 agreement. For example, we have been permitted to provide more detailed
information on the salaries paid to related parties and on major league player compensation.

Performance and Attendance

After playing their home games at Milwaukee County Stadium from 1970 through 2000, the
Brewers moved to the newly completed Miller Park at the start of the 2001 season. Miller Park
was originally scheduled to open for the 2000 season, but a serious accident during construction
delayed the opening by one year.

Miller Park is jointly owned by the Southeast Wisconsin Professional Baseball Park District—a
local unit of government responsible for overseeing the stadium'’s design and construction—
and by the Brewers. To finance construction, debt service, and other project costs, the District
issued revenue bonds and imposes a 0.1 percent local sales and use tax in Milwaukee, Ozaukee,
Racine, Washington, and Waukesha counties. Under a 30-year lease with the District, the



Brewers currently use the stadium and related facilities in exchange for annual payments of
$300,000 to a fund that is held in reserve for repairs and improvements to stadium facilities, and
annual rental payments of:

e  $900,000 from 2001 to 2010;
e $1,200,000 from 2011 to 2020; and
e $1,208,201 from 2021 to 2030.

The Brewers have not had a winning season since 1992 and have not made the playoffs since
1982. The opening of a new stadium was expected to help them generate revenues that would
allow them to increase major league player payroll and improve the team’s performance.
However, as shown in Table 1, and contrary to expectations, the team'’s on-field performance
has not improved since the stadium’s completion. In fact, in their first three years at Miller Park,
the Brewers’ winning percentages have reached their lowest levels in the past ten years,
including a franchise low of .346 percent in 2002.

Table 1

Brewers’ Winning Percentages

Winning
Season Wins Losses Percentage
1994° 53 62 461
2002 56 106 346

2003 68 94 420

! Season shortened by Major League Baseball work stoppage.




With the move to Miller Park, attendance at Brewers games increased from 1.6 million in 2000
to 2.8 million in 2001, or by 78.7 percent. Attendance declined to 1.7 million for the 2003 season,
or by 39.5 percent from 2001 levels, in part because of the team’s on-field performance. The
Brewers’ attendance ranking among 30 Major League Baseball clubs increased from 26th in 2000
to 12th in 2001, following the move to the new stadium. However, as shown in Table 2,
attendance declined to 25" in the 2003 season.

Table 2

Attendance at Brewers Games

Major League

Season Attendance Baseball Ranking'
19942 1,268,399

19952 1,087,560 .

e

e S e
B
e
Y e
2001 2811362 12

S e A e
e T

! There were 28 clubs prior to 1998.
2 Season shortened by Major League Basebalt work stoppage.

Ownership

The Brewers’ franchise was known as the Seattle Pilots until it was purchased by a group of
Milwaukee-area investors and moved to Milwaukee in April 1970. As shown in Figure 1,
ownership is currently organized as a limited partnership. The general partner is a corporation
organized under Chapter 180, Wis. Stats., which currently has 12 shareholders. The largest
shareholder is Allan (Bud) Selig, the current Commissioner of Major League Baseball. As of
October 31, 2003, Mr. Selig owned 27.8 percent of the outstanding common stock of the general
partner. However, when he became the league’s full-time Commissioner in 1998, he placed his
entire ownership in a blind trust that is overseen by three other owners: John Canning, Mitchell
Fromstein, and Stephen Marcus.



Figure 1

Ownership Structure

Limited Partnership

Milwaukee Brewers
Baseball Club, LP

General Partner’ Limited Partner?

Bowman Farms, Inc.
(Less than 1% of ownership)

Milwaukee Brewers
Baseball Club, Inc.

¥

Shareholders 1— Allan H. (Bud) Selig Baseball Voting Trust
| Mrs. Robert A, Uihlein, jr.

|__ john A. Canning, Jr.?

| Baseball Milwaukee Trust (Harris Turer)?
| Charles V. James

| Everett Smith Holdings, Inc.

|___jane B. Pettit Trust®

|___ David Uihlein?

. Barkin Descendants Trust

| __ Stephen H. Marcus®

L David G. Walsh?

L_ Mitchell 5. Fromstein®

' A general partner participates in partnership management and is liable for partnership losses.
2 A limited partner does not participate in partnership management and is not liable for partnership losses.
> Became an owner after 1994,




Since 1994, there have been several changes in the Brewers” ownership group. Seven new
owners were added, and four owners sold their ownership interests to new or existing
shareholders. While some have questioned whether the Brewers have used club resources to
repurchase owners’ shares, we found that no resources were used for this purpose during our
review period.

The corporation that is the general partner is governed by an eight-member board of directors
that currently consists of Wendy Selig-Prieb (Chairperson), John Canning, Francis Croak,
Mitchell Fromstein, Michael Grebe, Michael Jones, Richard Strup, and Harris Turer. The board
establishes policy and provides direction for the club’s senior management. According to
Brewers officials, the Chairperson’s responsibilities include:

e ensuring proper governance by the board;

e serving as the Brewers’ representative for Major League Baseball issues, including ensuring
compliance with league rules, attending league meetings, and serving on the league’s
relocation committee;

¢ functioning as the primary liaison with the ownership group;
e serving as the Director of Brewers Charities; and

e working on matters such as raising equity.

Revenues and Expenses

The Brewers operate on a fiscal year that ends on October 31. The appendix to this letter
includes a ten-year summary of the Brewers’ finances, developed from audited financial
statements. We focused our review of revenues and expenses on the six-year period from 1998
through 2003 in order to provide an analysis of the club’s finances for comparable three-year
periods before and after Miller Park opened in 2001.

As shown in Table 3, the Brewers’ net income fluctuated significantly over the six-year period,
ranging from a $22.3 million loss in 1999 to $30.4 million in net income in 2002. Net income has
been positive each year since the opening of Miller Park. In an effort to understand the reasons
for changes in net income, we reviewed the Brewers’ operating revenues, operating expenses,
and other items affecting income.



Table 3

Net Income
(in Millions)
County Stadium Miller Park
1998 1999 2000 2001 2002 2003

Operating Revenues $73.4 $65.4 $67.7 $104.4 $115.9
Operating Expenses (69.5) (81.1) (80.0) . (106.0) (103.8)
Other Items Affecting Income 6.1 (6.6) 143 32.0' (9.9)
Net Income? $(2.2) $(22.3) $2.0 $ 304 $ 22

! See discussion of debt cancellation on page 16.
2 pysitive net income represents profit, while negative net income represents loss.

Operating Revenues

Operating revenues include three principal categories:
e local baseball revenue;

e Major League Baseball revenue; and

e revenue sharing among Major League Baseball clubs.

Total operating revenues increased 62.5 percent during the Brewers’ first year in Miller Park.
Based on audited financial statements, and as shown in Table 4, total operating revenues
increased from $67.7 million in 2000 to $110.0 million in 2001, then declined to $104.4 million in
2002. However, they increased to $115.9 million in 2003, despite declining local baseball revenue
that is tied to declining attendance. The 2003 increase in total operating revenues resulted
primarily from sources that are not directly associated with attendance, such as league revenue
sharing.




Table 4

Operating Revenues

(in Millions)
County Stadium Miller Park
1998 1999 2000 2001 2002 + 2003
Local Baseball Revenue l).‘ 1 $36.6 $35.2 $39.6 $ 833 $ 68.6 $ 594
Major League Baseball Revenue 7° 18.4 20.0 20.2 21.6 25.0 294
Revenue Sharing 7 8.1 9.2 6.4 1.5 9.1 24.7'
_ Other Revenue 7 10.3? 1.0 1.5 3.6 1.7 24
Total $73.4 $65.4 $67.7 $110.0 $104.4 $115.9

' Additional revenue sharing of $8.4 million was earned and received in 2000 but for technical reasons was not recognized
until 2003.
2 Includes $9.3 million in expansion proceeds from the Florida Marlins and the Arizona Diamondbacks.

Our agreement with the Brewers permits us to disclose information collected by Major League
Baseball to compare the 30 Major League Baseball clubs in various revenue and expense
categories. These comparisons are available through 2002; comparisons for 2003 are not yet
available. Based on this information, the Brewers’ total operating revenues ranked 18 in 2000,
improved to 16" with the opening of Miller Park in 2001, and dropped to 20" in 2002.

Local Baseball Revenue

The Brewers’ largest source of operating revenues is local baseball revenue, which includes
revenue from ticket sales and concessions, as well as parking revenue. These revenue sources
are closely tied to attendance. Local baseball revenue also includes luxury suite rental, local
broadcasting revenue, and revenue from special promotions, publications, and advertising,
which are less-closely tied to attendance.

A 110.4 percent increase in local baseball revenue—from $39.6 million in 2000 to $83.3 million in
2001—is largely the result of record attendance during the Brewers’ first year at Miller Park.
Within the next two years, however, local baseball revenue declined 28.7 percent, reaching
$59.4 million in 2003. This decline resulted primarily from a decline in attendance that reduced
ticket revenue by 38.7 percent.

When compared to other Major League Baseball clubs, the Brewers’ local baseball revenues
varied substantially by revenue source. For example, the Brewers were:

e 25% in ticket revenue in 2000, improved to 16™ with the opening of Miller Park in 2001, and
dropped to 17% in 2002.
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e 19" in concessions revenue in 2000, improved to 8" in 2001, and dropped to 16" in 2002.

e 5% in parking revenue in 2000, improved to 2" in 2001, and dropped to 3 in 2002.
However, Brewers officials caution that this ranking may be misleading because some clubs
share parking revenue with other entities, do not have parking facilities, or rely on public
transportation to bring fans to the ballpark. In contrast, under the terms of the Brewers’
Jease with the Southeast Wisconsin Professional Baseball Park District, the Brewers receive
all parking revenue at Miller Park.

e 19" in advertising and publication revenue in 2000, improved to 15" in 2001, and further
improved to 14" in 2002. Advertising is a major source of local revenue for the Brewers and
includes $2.0 million received annually from Miller Brewing Company for the naming rights
to Miller Park.

e 29" in local broadcasting revenue in 2000 and 2001, and improved to 28" in 2002.

Major League Baseball Revenue

The Brewers’ second-largest source of operating revenues is Major League Baseball revenue,
which is generally shared equally among the league’s clubs and includes both national
broadcasting rights and shared licensing and sponsorship fees. As was shown in Table 4, the
Brewers’ revenue from Major League Baseball increased from $18.4 million in 1998 to

$29.4 million in 2003, or by 59.8 percent. Brewers officials told us this increase resulted
primarily from increased revenue related to the sale of television, radio, and Internet rights by
Major League Baseball.

Revenue Sharing

The final significant source of the Brewers’ operating revenues is revenue sharing, which is
defined in the labor agreement between Major League Baseball and the Major League Baseball
Players Association. Recent agreements, including the current agreement entered into in
August 2002, require clubs having higher levels of local revenue to share with those having
lower levels.

The Brewers received a low of $1.5 million in revenue sharing in 2001, the year Miller Park
opened, and a high of $16.3 million in 2003. Table 4 indicates that $24.7 million was recognized
in the Brewers’ audited financial statements for 2003. However, this total includes revenue
sharing of $8.4 million that was earned and received in 2000, but that for technical reasons was
not recognized until 2003. Compared to other clubs, the Brewers ranked 4" in shared revenue
recéipts in 2000, 12 in 2001, and 11% in 2002.

The current collective bargaining agreement provides that each Major League Baseball club
“shall use its revenue sharing receipts... in an effort to improve its performance on the field.” In
addition, each club must annually provide the Commissioner of Major League Baseball with a
report on the use of revenue-sharing receipts to improve team performance. The Brewers



reported spending 2003 shared revenues in several areas, including scouting and player
development, signing and retaining selected players, and funding some losses from baseball
operations. ‘

Operating Expenses .

The Brewers’ operating expenses include their costs to field a major league team, operate a
minor league farm system, maintain the baseball stadium, provide for administrative expenses,
and make payments to fund the central operations of Major League Baseball. With the opening
of Miller Park in 2001, the Brewers’ operating expenses increased from $80.0 million to

$98.2 million, or by 22.8 percent, as shown in Table 5. Operating expenses further increased to
$106.0 million in 2002, before declining 2.1 percent to reach $103.8 million in 2003. Compared to
other clubs, the Brewers’ total operating expenses ranked 25" in 2000, 23" in 2001, and 22 in
2002..

Table 5
Operating Expenses
(In Millions)
County Stadium Miller Park
1998 1999 2000 2001 2002 2003
Major League Player Compensation $39.7 $47.9 $41.4 $52.4 $ 552 $ 483
Other Baseball Operating Expenses 15.2 17.2 22.3 223 23.3 26.9
Other Team Operating Expenses 12.9 13.7 12.7 16.9 19.4 203
Major League Baseball Expenses’ 1.7 2.3 3.1 4.0 3.4 3.6
Depreciation - - 0.5 2.6 4.7 4.7
Total $69.5 $81.1 $80.0 $98.2 $106.0 $103.8

' Includes expenses that are shared by all Major League Baseball clubs, such as the expenses of the Commissioner’s office.

Major League Player Compensation

The Brewers’ largest operating expense is major league player compensation. This expense
category includes players’ base salaries; deferred compensation; performance incentives;
pension fund contributions; and signing bonuses, which are pro-rated over the life of a player’s
contract. The totals shown in Table 5 represent a 40-man roster. At any point in time, only

25 players are on the active team roster; the other 15 are either placed on the disabled list or
assigned to the minor leagues. ‘



The Brewers’ major league player compensation costs increased from $41.4 million in 2000 to
$52.4 million in 2001, or by 26.6 percent with the opening of Miller Park. Major league player
compensation increased an additional 5.3 percent to $55.2 million in 2002.

Despite the increase from 2000 to 2001, the Brewers’ major league player compensation ranking
among Major League Baseball clubs rose only slightly, from 23" in 2000 to 22" in 2001. The
ranking remained at 22 in 2002. However, major league player compensation declined

12.5 percent to $48.3 million in 2003. Brewers officials have indicated the decline in 2003 reflects
their decision to emphasize minor league player development, as noted below.

Other Baseball Operating Expenses

Other baseball operating expenses consist primarily of costs for scouting and player
development, but also the costs of coaches and spring training. Other baseball operating
expenses increased from $23.3 million in 2002 to $26.9 million in 2003, or by 15.5 percent. This
increase was largely due to the accounting for acquisition costs of former players and certain
insurance recoveries for players on the disabled list.

Scouting and player development costs, which include the Brewers’ minor league operations,
increased each year from 1997 to 2002. However, the costs of scouting and player development
declined 4.4 percent from 2002 to 2003. Brewers officials attribute this decline to the accounting
treatment for the contract of one rookie player. Typically, rookies are signed to minor league
contracts, and bonuses are recorded as an expense in the year the contract is signed. However,
Rickie Weeks—the Brewers’ first-round draft pick in 2003—was signed to a major league
contract, and the bonus is being allocated over the five-year term of the contract. Accordingly,
only a small portion of the bonus was accounted for in 2003. Compared to other major league
clubs, the Brewers ranked 21% in scouting and player development in 2000, 17" in 2001, and

9™ in 2002.

Other Team Operating Expenses

As was shown in Table 5, other team operating expenses are the Brewers’ third-largest category
of operating expenses. These expenses increased from $12.7 million in 2000 to $16.9 million in
2001, or by 33.1 percent with the opening of Miller Park. By 2003, they had increased another
20.1 percent to reach $20.3 million. Other team operating expenses include both general and
administrative costs, as well as the costs of operating and maintaining Miller Park.

General and administrative costs—which include the salaries and fringe benefits of
administrative personnel, as well as general liability insurance, staff travel and entertainment,
professional fees, supplies, and telephone services—have been.the largest category of other
team operating expenses in the past two years. These costs increased 63.7 percent from 2001 to
2003 for a number of reasons. First, salary expenses increased during the transition to a new
management team, in part because of severance pay for former management employees.
Second, pension costs nearly doubled since 2001, largely because of declining market returns
and interest rates. As a result, additional pension contributions were required. Third, the
Brewers’ cost of general liability insurance has nearly doubled since the September 11, 2001
terrorist attacks. Finally, the cost of group medical insurance increased substantially. Compared
to other major league clubs, the Brewers’ general and administrative expenses were 26 in 2000,

24" in 2001, and 23™ in 2002.
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The costs to operate and maintain a stadium more than doubled after the opening of Miller
Park, and these costs accounted for much of the increase in other team operating expenses in
2001. However, stadium operation costs declined nearly 10.5 percent from 2001 to 2003. Brewers
officials noted that the club outsourced parking to a private contractor in 2003, allowing
associated expenses to be reduced. They also noted that reduced attendance resulted in savings
on the costs of ushers, cleaning services, and sheriff’s services.

Depreciation

The Brewers’ final operating expense is depreciation. The club’s 30-year lease with the
Southeast Wisconsin Professional Baseball Park District was amended for the fourth time in
October 2002. That amendment established that the District currently owns 70.9 percent of
Miller Park, and the Brewers own 29.1 percent. The depreciation that was shown in Table 5
reflects primarily the Brewers’ ownership in Miller Park, along with related equipment and
furniture.

Other Items Affecting Income

The Brewers’ net income is also affected by interest income, interest expense, and extraordinary
items such as insurance settlements. As shown in Table 6, interest expense increased from

$6.8 million in 2000 to $7.8 million with the opening of Miller Park in 2001. Interest expense
further increased to $9.5 million in 2002 but declined to $7.6 million in 2003. ‘

Table 6
Other Items Affecting Income
(In Millions)
County Stadium Miller Park

1998 1999 2000 2001 2002 2003
‘Interest Income $0.2 30.2 $0.6 $1.5 $0.3 $0.0
Interest Expense 6.3) (6.5) (6.8) (7.8) 9.5) (7.6)
Extraordinary items 0.0 (0.3) 20.5 1.2 41.2 (2.3)
Total ‘ $(6.1) $(6.6) $14.3 $(5.1) $32.0 $(9.9)

Notes to the audited financial statements indicate that in 2000, the Brewers received a

$20.5 million insurance settlement related to the one-year delay in the opening of Miller Park.
This settlement was to recover additional costs the Brewers incurred in anticipation of the
stadium’s opening in 2000. In 2002, the extraordinary item is primarily for the Southeast
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Wisconsin Professional Baseball Park District’s cancellation of $41.2 million in debt and related
accumulated interest, in exchange for a reduction in the District’s stadium maintenance
payment to the Brewers. This is further discussed on page 16.

Owner Contributions and Brewers’ Debt

We examined the Brewers’ ability to raise sufficient cash to pay for operations and make debt
service payments by reviewing the cash flows shown in the audited financial statements. The
notes to the financial statements indicate that Major League Baseball requires clubs to maintain
an assets-to-liabilities ratio—as defined by Major League Baseball—of at least 60/40 to ensure
the financial stability of each franchise. The Brewers did not meet this ratio in seven of the ten
years we reviewed, but they met the league’s assets-to-liabilities ratio in the past two years.
Brewers officials have indicated that Major League Baseball’s enforcement of the 60/40 rule was
suspended in 1994 because of economic damage caused by the 1994 players’ strike. In 1999,
Major League Baseball notified the clubs that enforcement efforts would, resume.

")° U)V\L\& oS "(\‘r\C\—‘l .
Table 7 shows cash disbursed by the Brewers in excess of receipts from ticket sales, revenue
sharing, and revenue sources other than owner contributions and borrowing. For each of the
past ten years, the Brewers’ cash receipts have been less than the amount of cash required to
pay player salaries and other operating expenses; fund the club’s share of Miller Park; and make
debt service payments, including interest. In total, the Brewers disbursed $170.6 million more in
cash than was brought in through ongoing operations.

Table 7
Cash Disbursed in Excess of Cash Receipts'
(In Millions)
lTear Amount l
1994 $ 85
et T
s T Ty
ey T
908 R
ross me
sooo 12s
T T
oos
2003 03
Total $170.6

' Excluding cash receipts from owner contributions and debt borrowing.
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The cash shortfalls from 1994 through 1998 are largely attributable to net losses incurred during
those years, including losses that arose during the strike-shortened seasons of 1994 and 1995.
The largest cash needs occurred in 1999 and 2000, when the Brewers disbursed $96.4 million for
Miller Park, including the club’s $90.0 million share of construction costs and additional
amounts for architectural fees, legal fees, furniture, and other items.

However, even from 2001 through 2003, when the Brewers generated profits, the club disbursed
more cash than it received. One reason additional cash was needed is that the Brewers, like all
major league clubs, may pay signing bonuses at the start of players’ contracts, even though
these costs are prorated over the life of the contracts for accounting purposes. In addition, as
previously noted, the 2003 profit included $8.4 million in revenue sharing that was actually
received in 2000.

To provide needed cash during the past ten years, the Brewers have relied on additional
contributions from owners and on the issuance of debt, as shown in Table 8. We reviewed
owner contributions and debt in more detail to better understand how the Brewers addressed
their cash requirements. ‘

Table 8

Debt and Owner Contributions
1994 through 2003

(In Millions)
Cash Source Amount J
Net Owner Contributions $ 31.7
Debt 139.6
Total $1713

Owner Contributions and Distributions

Owner contributions and distributions over the past ten years are shown in Table 9. From 1997
through 2003, the owners contributed a net amount of $31.7 million in equity for the Brewers to
fund operations and make debt service payments. In both 1997 and 1999, the owners
collectively contributed $10.0 million in accordance with their ownership percentages. The total
of $11.8 million in owner contributions shown in 2002 and 2003 resulted from the sale of
additional stock to current owners. Although not shown in the table, the owners also
contributed an additional $15.0 million in April 2004 through the sale of additional stock,
including $12.0 million that was committed during 2003 as required by the club’s lenders. These
additional stock sales were not necessarily made in accordance with the owners” ownership
percentages. :

13-




Table 9

Owner Contributions and Withdrawals

ﬁear Amount J
1994 -

1999 10,000,000
WZO(_)AO - et
Total $31,707,065

' The $94,026 distribution in 2001 was for the general partner'to pay income taxes.

Debt
The Brewers also raised cash through the issuance of debt. As shown in Table 10, outstanding

debt during our review period has ranged from a low of $32.4 million at the end of 1993 to a
high of $171.3 million at the end of 2001. Debt declined to $133.2 million at the end of 2003.
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Table 10

Debt Outstanding as of October 31 of Each Year
(In Millions)

Notes lssued Total Percentage /'\OT K
General For Debt Change Deb‘\ (0—’5'0 ¢
Year Debt Miller Park’ Outstanding In Total Debt
1993 $324 R $324 -
1994 381 - oo 3% 176%
1995 5832 o o832 396
19%6 663 - ... 663 246

1997 s o= &t 48
1998 683 - 683 49
1999 970 8517 1487 1177
2000 1099 543 1642 104
2000 w76 537 A3 43
2002 0 mss a2t B (23.3)
2003 1220 112 1.7

' Including accrued interest that was added to principal.

Like most business enterprises, the Brewers have arrangements with lending institutions that
allow ready access to cash as needed throughout the year. Over the past ten years, the Brewers
have had a variety of borrowing arrangements with different groups of lenders. As of

October 31, 2003, two such arrangements were in place.

First, Major League Baseball has established a borrowing arrangement with a group of lenders
that is available to all clubs in the league. Under this arrangement, the Brewers had outstanding
loans totaling $75.0 million on October 31, 2003. As collateral, the Brewers pledged virtually all
their rights and resources related to membership in Major League Baseball, including rights
from national broadcasting contracts, licensing and sponsorship contracts, and any other major
league agreements.

The Brewers have a second borrowing arrangement that is independent of Major League
Baseball, and under which virtually all other assets are pledged as collateral. Under this
arrangement, the Brewers are currently authorized to borrow up to $57.0 million from a private
banking group. As of October 31, 2003, the Brewers had an outstanding loan balance of

$47.0 million under this arrangement.
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A portion of the Brewers’ debt is related to the construction of Miller Park. A memorandum of
understanding between the State, Milwaukee County, the City of Milwaukee, and the Brewers
required the Brewers to contribute $90.0 million toward the cost of Miller Park. The Brewers’
audited financial statements indicate the full amount has been paid. As shown in Table 11, the
Brewers funded their entire $90.0 million contribution by borrowing $50.0 million through
notes specifically issued to fund Miller Park construction, and $40.0 million through the general
debt arrangements just discussed.

Table 11

Brewers’ Contributions for Miller Park
(In Millions)

[ Source Amount

Miller Park Notes:

Metropolitan Miwaukee Association of Commerce  $140
“Milwadkes Economic Development Corporation 150
“Lynde and Harry Bradley Foundation T 00
Evanand M anonHe|faerFoundat|on e 10
Subtotal 500
(‘,eneraloebt e 400 .
Total $90.0

Until 2002, the Brewers’ debt service payments on the $50 million in notes, and additional
payments to an associated debt service reserve fund, were funded entirely from the

$3.85 million the club received annually from the Southeast Wisconsin Professional Baseball
Park District for stadium maintenance.

As discussed in our 2002 report on Milwaukee Brewers Stadium Costs (report 02-8), the District
was assigned the Milwaukee Economic Development Corporation’s note in 1998 and purchased
the Bradley Foundation and Helfaer Foundation notes in 2001. In fall 2002, the Brewers initiated
discussions with the District to cancel the three acquired notes, along with accrued interest. In
exchange, the District’s stadium maintenance payment to the Brewers was changed: the annual
payment amount, which had been $3.85 million annually through 2029, was reduced to

$2.16 million beginning in 2003 and will be due annually only through 2008. The $2.16 million
payment is the exact amount necessary to fund the Brewers’ debt service payments on the
remaining note with the Metropolitan Milwaukee Association of Commerce.

The 2002 debt cancellation transaction includes $39.3 million directly related to the notes, as
well as $1.9 million related to other technical items. Together, these amounts represent the
$41.2 million extraordinary gain in 2002 that was shown in Table 6. However, while the Brewers
reported an accounting gain, there was no increase in their cash balances because no cash was
received by the Brewers.
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As was shown in Table 10, the Brewers’ outstanding debt totaled $133.2 million as of

October 31, 2003. According to information provided by Major League Baseball, the Brewers’
debt level is higher than the average of $120.5 million for all baseball clubs, although it is lower
than the average debt of $140.1 million for the 12 clubs that moved into new stadiums since 1994.

The Brewers’ debt is 11* highest among all 30 clubs and is 6™ compared to the 12 clubs with
new stadiums. However, it is difficult to compare debt levels for clubs with new stadiums
because the mix of public and private funding varies by facility.

Related-Party Transactions

A concern expressed by both the public and many legislators has been what the Brewers’
owners and their close relatives have paid themselves, through either salaries or other types of
payments or financial arrangements. The Brewers’ financial statements do not contain notes
regarding related-party transactions. However, we were able to identify related-party
transactions through a review of other documents and through discussions with Brewers
officials.

We found several related parties who had received payments through mechanisms that include
wages, fringe benefits, directors’ fees, interest earnings, loan guarantee fees, and payments to
business entities for goods and services. Three of these related parties were employed by the
Brewers over the ten-year period we reviewed: Allan (Bud) Selig; his daughter, Wendy Selig-
Prieb; and her husband, Laurel Prieb.

Direct Payments to Owners

As shown in Figure 2, Mr. Selig was President and Chief Executive Officer until August 1998,
when Ms. Selig-Prieb assumed that position. She remained President and CEO until October 2002,
when a new President was hired. Ms. Selig-Prieb was then appointed to the newly created
position of Chairperson of the Board. Mr. Prieb has been employed by the Brewers throughout
the ten-year period and has been the Vice President of Marketing for several years.

Figure 2

Related-Party Employees

) 1994 | 1995 | 1996 i 1997 [ 1998 | 1999 | 2000 | 2001 [ 2002 | 2003 |

Allan (Bud) Selig

Vice President and General Counsel

Wendy Selig-Prieb "B C/oirperson of the Board

Laurel Prie IR Marketing:
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To determine the level of compensation paid to these related parties, we reviewed
compensation reported to the Internal Revenue Service on form W-2 for all three related parties.
As shown in Table 12, the annual total compensation for all three related parties ranged from a
high of $735,500 in 1997 to a low of $397,599 in 2003. These amounts are lower than some totals
reported in the media.

Table 12

Compensation of Related Parties
(Based on W-2 Statements Filed with the IRS)

Allan (Bud) Wendy
Year Selig Selig-Prieb Laurel Prieb Total
1994 3542622 102,878 887,561 $733,061
1995 A52,693 114,061 95,365 622,119
1996 457,683 152,493 105,261 715,437
1997 450705 165,084 119,711 733,500
1998 316926 223332 133306 673,564
1999 - 299186 142419 441,605
2000 - 345669 146390 492059
©o2000 - 442,491 145,863 588,354
2002 - 437237 172961 610198
2003 - 241,562 156,037 397,599

To compare the compensation received by these three individuals to compensation paid by
other clubs, we requested and the Brewers provided a report commissioned by Major League
Baseball beginning in 1996, and completed in each subsequent even-numbered year. The report
provides the average compensation among reporting major league clubs for each executive
position. As shown in Table 13, compensation for the three related parties has been both higher
and lower than the league average. Brewers officials offered several reasons why salaries were
above the league average in 1996, including:

e Mr. Selig had 26 years of service as President, while the survey average was less than
6 years.

e Mr. Selig was both President and CEO. When compared to the compensation of other
executives who had both roles, his was $27,000 less than the average.
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e Ms. Selig-Prieb, in addition to being Vice President and General Counsel, was also
responsible for business operations and assisting with the design and development of a new
stadium.

Table 13

Brewers’ Related-Party Compensation Compared to League Averages'

Allan (Bud) Wendy
Year Selig Selig-Prieb Laurel Prieb
1996 $74,000 310,500 $(18,083)
1998 (29,0000 (60,333)  (12,333)
2000 - (730000 (14,667)
2002 - Q61,583 7000

' Amounts represent the difference from the averages for those clubs responding to the survey.
Positive amounts are higher than the league average; negative amounts are jower than the league average.

Like all Brewers employees, related parties are eligible for fringe benefits such as health
insurance, a pension, and a 401(k) deferred compensation plan. However, unlike other
employees, Ms. Selig-Prieb and two other executives are eligible for a supplemental pension
plan that would increase pension benefits upon retirement. According to Brewers officials, the
expense for this supplemental pension plan relating to Ms. Selig-Prieb has been approximately
$3,500 annually since the plan took effect in 2000.

The Brewers also make payments directly to owners in several other ways, including loan
guarantee fees, interest payments on loans from owners to the club, and fees paid to corporate
directors. As shown in Table 14, related-party payments have ranged from a high of $467,000 in
1996 to a low of $10,000 in 2003. Although fees were paid to owners for guaranteeing the club’s
loans under several credit arrangements, loan guarantee fees have not been paid since 1998
because of requirements of the club’s lenders. As of October 31, 2003, the owners were
collectively owed nearly $1.6 million in unpaid fees.
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Table 14

Other Direct Related-Party Payments

Loan
Guarantee Fees and Directors’
Year Interest Payments Fees Total
1994 $ 38,000 $12,000 $ 50,000

Indirect Payments to Owners

Finally, we reviewed payments to Selig Leasing Company, Inc. Mr. Selig is a part owner of this
company. Selig Leasing has been providing approximately 40 vehicles to the Brewers each year,
primarily for use by club executives and scouting staff. As shown in Table 15, payments to Selig
Leasing have ranged from a low of $358,000 in 1996 to a high of $521,000 in 2003. According to
Brewers officials, the 13.0 percent increase from 2002 to 2003 was primarily the result of the
transition to a new management team, when new vehicles were leased for the incoming
executives at the same time the club remained responsible for the leases of outgoing executives’
vehicles.

-20-




Table 15

Payments to Selig Leasing Company, Inc.

ﬁear Amount

1994 $405,000
367,000
338,000
379,000
398,000
361,000
- 387,000
L .A38,000
461,000
_..521,000

Future Considerations

Many legislators and Wisconsin residents are concerned about the Brewers’ long-term financial
viability. This topic is of particular concern to residents of the five-county taxing district who
have made a significant investment in the construction of Miller Park. Through March 31, 2004,
$175.9 million in sales tax revenue has been collected in Milwaukee, Ozaukee, Racine,
Washington, and Waukesha counties to help fund stadium construction and related costs.
Current estimates indicate that the 0.1 percent sales tax will continue until at least 2014.

Our review of the Brewers’ financial statements and related documentation indicates that the
financial challenges the Brewers have faced in the past will continue in the future, particularly if
the team’s on-field performance does not improve. As noted, although revenues have increased,
they generally do not compare favorably with those of other major league baseball clubs.
Furthermore, the Brewers have continued to rely on significant borrowing and on owner
contributions to provide the cash needed to finance ongoing operations: Operating expenses are
increasing, including amounts spent on scouting and player development, but the amount
spent on major league player compensation remains relatively low compared to other major
league clubs.

In September 1995, this office, along with staff from the Legislative Fiscal Bureau, completed
our first review of the Brewers’ financial statements. At that time, the Brewers agreed to our
review because of debate surrounding the financing of a proposed new stadium that eventually
became Miller Park. In September 1995, we wrote: “Based on audited financial statements, it is
apparent that the club’s current financial condition is poor.... Without an increase in revenue, it
is highly unlikely that the club will be financially viable in the future.”
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Table 16 shows the Brewers’ net income and loss for the period from 1990 to 1994, as presented
in our 1995 letter, as well as net income and loss for the most recent five-year period that is
included in this review. As shown in the table, construction of the new stadium enabled the
Brewers to increase revenues and helped the club generate profits. However, the club has
continuing cash needs. If the Brewers are not able to increase operating revenues in the future,
they will have to reduce spending on operations unless the owners make additional
contributions or the club incurs additional debt.

Table 16
Net Income/Loss
(In Millions)
Year Net Income or (Loss)

1990 $(6.2)
1991 (7.0)
1992 (6.4)
1993 2.7
1994 (15.7)
(22.3)

2.0

6.7

304

2.2

In 1995, the Brewers projected that with a new stadium, annual attendance would be over

40.0 percent higher than the average of 1.7 million from 1990 through 1993. Although 2001
attendance exceeded that estimate, by 2003 attendance had returned to the 1.7 million level. In
1995, we also wrote: “...to the extent that ad ditional stadium revenue allows investments to be
made in the club, it is anticipated that the club will be able to field more competitive teams, '
thereby retaining fan interest.” While the Brewers did make increased investments in major
league players in the years just before and after the opening of Miller Park, investment in major
league players has most recently declined with declining local revenues.

In discussions with us, Brewers officials have pointed to several factors that could lead to
improved finances, including the club’s investment in its minor league system; the new
stadium, which allows games to be played regardless of weather conditions; and their belief
that the 2004 team is improved and will be competitive. Since our 1995 analysis was completed,
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the Brewers have also benefited from the provisions of the 2002 Major League Baseball
collective bargaining agreement, which increased funding for revenue sharing that is provided
by high-revenue clubs.

Brewers officials declined to share with us their revenue and expense projections for 2004, and
we do not know what financial changes are expected or what other changes may occur.
However, as the Legislature reviews the Brewers’ current financial condition, we suggest close

~ monitoring of the Brewers’ ongoing relationship with the Southeast Wisconsin Professional
Baseball Park District, including the effect a sale of the franchise could have on this relationship.

Relationship to the District

The Legislature enabled the construction of Miller Park when it created the Southeast Wisconsin
Professional Baseball Park District and allowed it to impose a local sales and use tax of

0.1 percent to provide public funding for stadium construction and operations. The enabling
legislation allows the Legislative Audit Bureau to audit the District at any time. Since 1997, the
Joint Legislative Audit Committee has directed us to monitor the District’s activities and
financial status, and we have released three reports to date. We expect to release at least one
more report in the future.

Among the many issues involved in this relationship, the following are likely to be of particular
interest:

M Determination of the final shared ownership percentages will be important for calculation of
the District’s costs for maintenance, insurance, and other expenses. As the District’s
ownership increases, its costs for some items may increase. As noted, the District currently
owns 70.9 percent of Miller Park, which is more than the 64.0 percent share included in a
1995 memorandum of understanding signed by representatives of the State, Milwaukee
County, the City of Milwaukee, and the Brewers.

M To protect the taxpayers’ investment in Miller Park, it is important to ensure that sufficient
funds are provided for proper maintenance and repair. Payments from the District to the
Brewers for maintenance have instead been directed to pay debt service on the loans that
the Brewers secured to meet part of their agreed-upon contribution for stadium
construction.

I Because the District’s lease with the Brewers requires that major capital repairs “must be
made in a manner consistent with the standards within the top 25 percent of such facilities,”
and because improvements necessary “to keep the facility’s quality the same as at least
75 percent of stadium complexes” are also required to be made under the lease agreement, it
is important to ensure adequate contributions are made to reserve accounts.

M Finally, the possibility of future commercial development on the 265 acres that surround
Miller Park should be considered. Although nothing has been formally proposed at this
time, some legislators have expressed concern about how future development decisions will

be made, who would benefit financially, and whether any of the property developed would

_be exempt from local property taxes.
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Sale of the Brewers

On January 16, 2004, Chairperson Wendy Selig-Prieb, on behalf of the Brewers’ board of
directors, announced that the current ownership group was putting the franchise up for sale.
The Brewers have since hired an outside firm for assistance with the sale. The club’s value has
been widely reported to be from $180.0 to $220.0 million. Most recently, Forbes magazine valued
the Brewers at $174.0 million, down from a high of $238.0 million in 2002. Because many
legislators and others believe that Miller Park has increased the value of the franchise to
potential buyers, the Legislature earlier this year attempted to impose a fee on any transfer of
the franchise that may occur. The proposal was considered but not enacted by the Legislature.

The announcement of a potential sale has raised concerns that a new owner could move the
franchise. This seems unlikely. The lease agreement signed by the Brewers and the Southeast
Wisconsin Professional Baseball Park District in 1998 includes language that allows the District
to pursue various legal and financial remedies if the Brewers—ora buyer of the franchise—
were to default on agreements to play all home games at Miller Park: Furthermore, in 1996 the
Brewers, the District, and the State were parties to a non-relocation agreement that restricts
transfer of the franchise to another location without the State’s or the District’s consent.
However, only the Brewers and the District signed the agreement; the Governor at that time did
not. Subsequently, in January 2004, the Brewers and the District entered into a new non-
relocation agreement to which the State was not a party. Another new non-relocation agreement
that includes the State was signed by the Governor this week. We note, however, that the club’s
secured lenders are not bound by the terms of the non-relocation agreements.

kAN
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