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The article is devoted to the economy of the NBdeimeral and the payroll cap rule. In the artickeet
questions of income distribution, financial conalitj operating profit, salaries of players and stire of the
National Basketball Association are discussed.

NBA players were the first among the members of American professional sports leagues, who
organized a trade union in 1954. In 1983 the fidtective agreement in income was signed. It ratggl the
relations of the players and teams owners as werked employers. In the same year, with a "papa’ —
maximum allowable sum of the costs of one club ayopts to players as wages.

For many years before that, all players receivagyinty the same amount, which is accounted for less
than a thousand dollars a month. But the salafi¢iseoplayers to grew, and in 1964 Wilt Chamberlagtame
the first player in NBA, who stepped to a hundredusand dollars for a season. Trying to prove théwantage
in the competition, Bill Russell from "Celtics" sigd a contract for the sum of 100 thousand anddotiar, and
in 1968 Chamberlain puts his signature under tmraot to the amount of 750 thousand for threes/danring
the first season in the League the salary recordethdo Karim Abdul-Dgabbarry, and since that wagkthe
"star" players always sought up with ever-incregsipeed. Since 1984 player salary has grown alb@osmes.
Individual payment and the payroll cap are formadte basis of the forecasted rating BRI (Basketelated
Income) — total revenue of the NBA in all sphei®s [

The payroll cap in the NBA is soft — there are maffjcially authorized exceptions when signing
contracts with the players and developing an olgiature of the economic situation of the club.eTpayroll
cap can be significantly exceeded. However, foreeding the owners of the clubs have to pay a Speoia
(luxury tax) in the amount of 100 % of the excesshie budget of the League. Payment occurs if tstscfor
salaries exceed a certain fixed level of taxesrifllon dollars in 2011). Money is distributed beten other
teams — equalizing the financial potential of clubs

There is also individual players’ income limit footh minimum and maximum salaries. For example, the
NBA newcomer cannot earn less than 473 thousardrdd year (in seasons 2010/11), and after 5 yedhe
League minimum salary exceeds one million dollardurn, the maximum salary of a "first-year" aheat of a
person playing in the NBA the sixth year, is theneaand amounts to about 13 million a year. As feteran
(more than 10 seasons) upper salary limit exce@dsillion [3].

Starting with the 2012/13 season payroll cap isaset4,74% of the forecast income from the basketba
activity and is divided into 30 teams. Under therte of a new collective agreement payroll cap s12012/13
season can not be lower than 58,044 million. Thieant has been set for the coming season.

The forecast of revenues from basketball activétyfer seasons is the following: 2012/13 — 4,30Bobi
dollars; 2013/14 — 4,481 billion dollars; 2014/18,660 billion dollars; 2015/16 — 4,870 billion thok; 2016/17 —
5,089 billion dollars; 2017/18 — 5,318 billion dai$; 2018/19 — 5,557 billion dollars; 2019/20 —0F,®illion
dollars; 2020/21 — 6,069 billion dollars [1].

Although the distribution of income is not includedthe list of issues discussed by the NBA and the
players union, and is rather an internal mattewben the owners of the teams, the players tradenuican
prepare their own decision, based on a greatestrdalition of incomes between the owners [2].

Agreement of 2005 was completely in favor of thayprs and turned expensive for many team owners.
To come to a compromise in the new agreement, Eagand to give up some benefits received by tke la
agreement and reduce their secure share in thensod the League (the so-called "basketball piofitet us
consider the current system of income distribuiiothe NBA and the way it can be converted to emsbe
profitability of all teams in the League. Incomstdibution is the process of "redistribution" nEome between
the teams in the League. One form of such disiobutmay be tax and revenue sharing of all the teaves a
certain amount. Drawback of this scheme is thatesaful teams are forced to subsidize less suctensés,
which results in a reduced interest in increasheggrofit. In the NBA there is a more limited systef income
distribution compared to the NFL or a major basdkalgue, where it is intended to neutralize tkesiof media
markets teams. The NFL also adopted a considepaibféé share from attendance (60 % in favour of tioene
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team, in the NBA hosts get all 100%). In MLB incoffnem local TV companies are under the distributias
the NBA divides only the income from national téen, licensing, digital rights, trade agreemeantsl luxury

Luxury tax is a tax levied on an NBA team, whosgrph exceeds a certain level (70 307 000 dollars i
the 2010-2011 season). For every dollar spent ogesvabove this level team pays 1 dollars tax. Die t
amount of all the teams is divided by 30 and isrithisted between those who do not pay tax. It ipantant to
note, that in fact it is a tax on sports competitiess of a team, not on profit. Thus those whdypayy tax may
be at a loss. In addition, under the current systkteams spending from 50 to 70 million dollarssalaries are
in the same situation, although their competitiwsnis different [2].

Independent evaluation of the NBA shows the leaglightly increasing in comparison with other sgort
which has unequal distribution of income betweemte — but, in its essence, is a healthy, profithbkeiness.
Plus, it is not clear how the growth of salarieplafyers, the very modest compared with the otbagles, and
which is directly linked with income League, mayresponsible for the current difficulties.

Table 1 reflects the financial situation of the NBice the season — 1989/90 to 2009/10, according t
data prepared by the magazines Forbes and Finalioddl (some data has not been published, and Edefie
these columns empty) [4].

Table 1 — NBA Financial Performance 1989 — 2010

Year Revenue Expenses Oper. Oper.
Tickets Other Total Player Other Tota Income Marg
1989-90 518 516 1,034 420 394 814 220 21,3
1990-91 578 783 1,361 534 574 1,108 253 18,6%
1991-92 649 923 1,572 686 598 1,284 288 18,3%
1992-93 680 919 1,599 775 522 1,297 302 18,9%
1993-94 775 1,096 1,872 775 677 1,452 419 22,4%
1994-95 826 1,201 2,027 934 520 1,455 572 28,2%
1995-96 950 1,398 2,339 1,097 785 1,882 457 19,6%
1996-97 2,557 2,297 260 10,2%
1997-98
1998-99 1,611 1,830| (220) -13,6%
1999-00 937 2,038 2,975 1,773 993 2,766 209 7,00
2000-01 3,091 1,920 990 2,910 181 5,8%
2001-02 3,260 1,865 1,093 2,958 302 9,3%
2002-03 1,168 2,072 3,240 2,021 1,008 3,029 212 %6,5
2003-04 1,192 2,231 3,422 2,017 1,082 3,099 324 %09,5
2004-05 1,220 2,395 3,615 2,091 1,258 3,349 266 %7,4
2005-06 1,211 2,463 3,674 2,166 1,282 3,448 226 %6,
2006-07 1,258 2,562 3,820 2,206 1,302 3,508 313 %38,2
2007-08 1,246 2,612 3,859 2,219 1,314 3,583 326 %38,5
2008-09 1,224 2,661 3,885 2,323 1,323 3,646 239 %6,1
2009-10 1,146 2,659 3,805 2,204 1,418 3,622 183 %4,8
5-YearA -6,1% +11,0% | +5,3% +5,4% +12,7% | +8,2% | -31,3%
10-YearA +22,3% | +30,5% | +27,9% | +24,3% | +42,9% | 31,0% | -12,6%

Source: Forbes
inflation to January 2010 prices.

and Financial World estimates: ath dn millions dollars, figures are adjusted for

The first column is the income from the sale okeis, data indicate that this area is quite dolbtfu
Adjusted for inflation, the profit from the sale ti€kets for the past five years decreased by 6%lewthey
increased by 22% compared to the 1999/2000 se&3ther income like selling licenses and mediarights
increased significantly thanks to a long-term, kighfit television NBA contracts. They increased 1426 over
the past five years and by 30% over the last temsy&he main expenses are players’ salaries. fileyved a
similar trajectory to that of the League incomed amcreased by 24% over ten years, although thetbrbas
slowed a little after the recession. And this i$ accoincidence; the current collective agreemenplayers’
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salaries is directly related to the incomes of teague. In fact, thanks to the little-known clausfethe
employment contract, the players are obliged tarnet part of their salaries in case of exceediry ®f the
League income, which happened during a few lateasans. The share of income for the NBA players
corresponds to those in other major sports leagndsas remained stable for the last decade.

The increase in other expenses (non-player expetmasthe lead over wage growth and accounted for
13% over five years and 43% over ten years. Desdlpitdact that some of them undoubtedly reflechsiings
as League investments in digital media or attergpfgomote the game internationally, they, nevéegse have
a significant effect when reviewing the final batanlf these costs were the same in 2009 — 1hegswere in
1999 and 2000 (adjusted for inflation), the Leagaer has a record profit. And still, the data byles suggests
that the League is profitable. Its operating incomeet gains (before taxes and interest on loaespaid)
accounted for about 5% in 2009 — 10 and was equapproximately 7% during the period of the current
employment contract. 5 — 7% profit is unlike whalter types of business received recently. 500 compa
fortune, for example, gave 4% total profit in 20818 6,6% in 2010 (both figures include taxes). Eabement
industry profit, where the NBA should be probaliyibuted, was basically a bit lower.

The owners of the teams crave such significantguklywage cuts — up to 45% of the League income for
the reason — that they think they can achieve #émd it will result in a huge sum of money. If veagwill be cut
down to 45% of revenues, it will save the ownerngragimately 500 million dollars per year and ab8uillion
dollars during the term of 6-year labour agreemkns. hard to calculate the price of the loss dgra season in
a short or long term, but potential benefits offsaccontract are rather high, and this is whataweers are
ready to risk. What the owners of the clubs canktirst of all is about their position relative tdher sports
leagues. Baseball and football are milking cowsL NFought over 1 billion dollars profit (includingxes) in
2009, MLB — about 500 million dollars for the latesason.

Positions taken by the NBA are closer to the NH&veSal owners of the NBA teams also have teams in
the NHL, they can see that the lockout in this Leagvas successful, because it turned 228 millidradoin
damages for three years before it (according tie tapin the state of return comparable with theANB

Table2 — Financial Performance of Major Sports luesg

Year Revenue Expenses Oper. Oper.

Tickets Other Total Player Other Tota Income Margi
NBA 1,146 2,659 3,805 2,204 1,418 3,622 183 4,8%
NHL 1,214 1,715 2,929 1,602 1,167 2,769 160 5,5%
NFL 1,660 5,919 7,579 4,205 2,333 6,538 1,041 13,74
MLB 2,279 3,858 6,137 3,299 2,344 5,643 494 8,1%

Source: Forbes estimates: all data in millionsds]ldigures are adjusted for inflation. Date refiec
2009-10 NBA, NHL seasons, 2010 MLB season and 2019 season.

It is not clear, however, whether the salarieshef players are to blame that the NBA was not able t
achieve the level of profitability of the NFL. Beten 2000 and 2009, the salaries of the playerharNi-L
averaged 56% of the income of the League, thisaidi in MLB was 58% — both close to 57%, the otijec
fixed in the current collective agreement for thBA Unlike the NHL, which at the time of a lockoutst
money and where the salaries of players took 6% of income (they have since declined to abobt)54

Another factor is the distribution of income betwdbe teams: according to Forbes, 17 of the 30 NBA
club lost money in the season — 2009/10. Mainlgsés were small and the League, in general, hagimech
profitable thanks to such successful franchiseghas "Nicks", "Bulls" and "Lakers", which coverel50
million dollars by themselves. In some way the NBAiwow in a position, strongly similar to the omewhich a
major League baseball was before the strike of#ason — 1994/95. On the eve of the strike basadallwhole
was profitable, but in 1993 about one third of tbem was losing money, according to Forbes, whitedther
four teams were taking almost half of all Leaguefits.

Decision adopted in baseball — greater incomeibligton instead of the payroll cap — can suit tH2AN
the profit obtained by the Nicks, "Bulls" and eas" covers the losses of all 17 loss-making teadmsthe
other hand, the NBA resembles baseball and thaddbat, unfortunately, financial results may abways pass
the test. In 2001 MLB has published figures shovtirag it had a loss of 232 million dollars (incloditaxes and
interest on loans); but independent Forbes evalnashowed that the League has received the profit o
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127 million. But industrial disputes of that yeardathose following in 2006 were resolved succebsfulith
some minor changes in the financial structure,rena since then only profitable years followed.

A similar discrepancy exists between Forbes estéimat 183 million in revenues in the NBA season —
2009/10 and the stated 340 million League lossé® difference between the two figures approximately
corresponds to an average annual reduction ofacstrwhich the NBA reckons on [4].

There are several reasons to doubt the figuresged\by the NBA. First, many of the estimated lgsske
about 250 million dollars is a result of a specé#imcounting relating to depreciation and debt repayt during
the sales teams. Despite the fact that this irmtusi done legally, these losses remain on pagdgraom do not
affect the real movement of funds. Another potérfiad also lawful) trick: moving basketball teanesenues
on balance of a related businesses, for exampdg oatworks, and losses in the opposite direction.

Secondly, published by leakage financial statemehtsne of the teams ("Hornets") is very close to
Forbes. And sale prices of some teams rather exbeadigures. In 2010 "Warriors" were sold f@Qtmillion
dollars, it's more than 363 million dollars, whidwcording to Forbes, they cost. Recently "Pistevere sold
for approximately 420 million dollars, which is neoexpensive than 360 million dollars, announcedrbrbes.
Last year "Wizards" were bought for 551 millionhieh is 70% higher than 322 million dollars statey
Forbes. Comparison of the real prices with thecaétnes is not always correct, as sometimes @issats are
sold together with a team, but the market for tiBANeams is quite healthy, and that is inconsisteitth the
fact that the League is called a broken businesiemo

The third reason for skepticism: the NBA data it published, although it is known to the union @iesy
If the League expects trust for the figures, it trapen the accounts to journalists, economistsfamsl

Fourthly, the current labour agreement signed i8918nd with minor changes extended in 2005, was
initially perceived as conducive to the prospedfythe League. Despite the fact that revenues gresuch a
pace, as expected, particularly in recent yeater(éiie recession), the salaries of the playere welated to
income and did not increase faster. The claimé®fowners —smart and successful capitalists, giliincontrol
the free market and make decisions — are not deedithere is no reason to believe that the curieancial
situation of the NBA is between these figures: eatiForbes underestimates the profit of the Leadioe.
example, The Times reported that the income oflLibague (not profit) accounted for 4,3 billion dodlan
2010/11 season and more than 3,8 billion dollardd@9 — 10, stated by Forbes magazine. One ofethgons
why the assessment of Forbes can be so underestiniabecame more difficult to calculate the rayerfirom
ticket sales, after both teams have started tcsifjathe most expensive of them to the so-callederipum
seating", which is not reflected in the availabdéadabout the prices for tickets.

Really, the fact that a significant number of teazas not have high profit, even according to Farbes
reflects a lack of competitive balance of the Leag8ince 1990, only eight teams won the champignshi
compared with thirteen in each of the other mapmrts leagues. Of course, this may be due to fadtbrerent
in the structure of basketball, but the currentrpbiycap only worsens the situation, making playansitions
difficult and the possibility of teams to rebuilétg worse. Fans in many cities have little realehtipsee their
team’s victory in a championship in the nearesiriit

The fact that the NBA has published financial imddes, sharply contrasting with estimates of such a
reputable and not biased organization as Forbesyssthat the owners are going to win the battlepfablic
opinion, a key part of what can lead to a war ofdgowith players lasting for a year [4].

The main goal of the NBA as a business structuoallshbe supporting such an atmosphere in the league
when all the owners of all the teams will be aldecteate effective teams, receive certain profit amrthy
payment for the work of the players. In MLB modéircome distribution overprotects teams from srahns,
denying their incentive to develop.

In some way the NBA is now in a position, strongigilar to the one in which a major League baseball
was before the strike of the season — 1994/95h@mrvte of the strike baseball as a whole was phét but in
1993 about one third of the team was losing moaegording to Forbes, while the other four teamsewaking
almost half of all League profits. Decision adoptadbaseball — greater income distribution insteédhe
payroll cap — can suit the NBA: the profit obtaif®gdthe Nicks, "Bulls" and "Lakers" covers thedes of all
17 loss-making teams. Players have certain reasoogpose income division — of some of its versiares the
equivalent of a tax on wages, but they would ratirefer it, than measures that League, certainiy,try to
take.
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This system is the opposite to that adopted ilNBé& when the weak teams receive 3 — 4 million from
the luxury tax. The ideal model of income distribatis somewhere in the middle between existingesys in
the NBA and MLB.
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Every company has to provide high level competitibbdity of products because of some reasons.
Certainly it's about forming stable national econpim the Republic of Belarus. The Republic of Bedas also
integrated in European and international economgugs. There is a necessity to expand foreign ecmnom
relations and attract foreign investors.

Innovative development is the development, whiclbased on new technologies and new equipment.
Scientific knowledge is embodied in a new elaborati and introductions and it is driving force ofsth
innovation.

Republic of Belarus doesn’'t have a lot of mineisl natural energy sources such as gas and oil and
that's why it's important for us. Under these cdimtfis almost all of organizations in all econonpheres have
to do something innovative. Possibility to expatninnovative technologies is crucial too [1].

If you want to step on innovative way you need tow some rules: first of all, it's all about scifict
and intellectual potential, which is required tarstand develop innovative process. Secondly, ywaulsl
increase number of members of innovative processtantly. Thirdly, you need a developed instituggstem,
which is aimed to innovative development, and besitiese institutes have to provide effective auon of all
participants of innovative activity. At last inndixe development requires innovation of majorityeafonomic
entities and individuals, which is united in unitegtional innovative system.

Belarusian model of organization of socially oreshtmarket economy and strategy of sustainable
development provides an effective innovative amgestment policy. Based on an increasing globatinanf
world markets in conditions of world financial gssompetitive company should be highly-technolabi&nd
science intensive [2].

It's impossible to create such companies withoatipport of domestic as well as foreign scientificl a
technical potential. Furthermore any country ugesivn science and technical potential not influite. In this
context it's necessary:

- to modernize primary economic sectors on the lHdischnological updating of manufacture;
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