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Notice & Disclaimer

In a forensic accounting setting, the purpose of an industry analysis is to allow a
comparison of the subject company to its industry. This comparison is vital to assess the
strengths and weaknesses of the subject company, as well as its industry and company specific
risks.

The following study contains a brief, selected analysis of the specified industry. It is
based upon a review of current economic statistics, articles in the financial press, reviews found
in current business periodicals and information posted on numerous internet sites. It does not
purport to be all-inclusive or to contain all of the information which a prospective investor or
lender may require. Projections and opinions are based upon information provided by third
parties. We make no representations or assurances that this information is complete or
accurate. Neither Mark S. Gottlieb, CPA, PC nor any of its officers, employees, or
representatives make any representation as to the accuracy of completeness of this report or its
contents, nor shall any of the foregoing have any liability resulting from the use of the
information contained herein or otherwise supplied.

Copyright © 2006 by
Mark S. Gottlieb CPA, PC, Great Neck, New York. All rights reserved.

The material contained herein is for private use. No part may be reproduced, stored in a retrieval system or transmitted in any form or by any
means, electronic, mechanical, photocopying, recording, scanning or otherwise, except as permitted under Sections 107 or 108 of the 1976
United States Copyright Act, without prior written permission of Mark S. Gottlieb CPA, PC. Violations of these applicable laws will be subject to
severe civil and criminal penalties.
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Industry Review

Ticket brokers are individuals or firms licensed by a state to resell event and
entertainment tickets. This highly fragmented industry consists of roughly 800 to 1,000 U.S.
entities, a high percentage of which serve a limited metropolitan or geographic clientele.
According to EventTixx2000, a prominent ticket broker, no single firm controls more than 1
percent of the secondary ticket market. Most ticket brokers are small businesses averaging 10
to 15 employees, and reporting annual sales from $3 to $4 million.

TicketAmerica, another large ticket broker, estimates that brokerage sales comprise
around 10 percent of the primary ticket market. Industry standards see brokers doubling the
face value of a ticket price on most sales, thereby making premium events and premium seating
highly profitable for brokers. Though estimates fluctuate widely, it is generally agreed that ticket
brokers control at least $3 to $4 billion of the event ticket marketplace.

Operations

As the size of the U.S. ticketing industry has grown, brokers have dramatically increased
profits simply by increasing inventory. A broker typically buys a limited amount of tickets directly
from primary sources, e.g. TicketMaster or the venue box office. The majority of tickets originate
with individuals, however, many of whom are ticket holders seeking buyers for unused tickets.

Because most first-tier ticketers limit individual transactions, brokers acquire tickets in a
variety of ways. According to a report from the Attorney General of New York, Eliot Spitzer’s
office, sanctioned acquisition methods of brokers include:

e Sending "diggers" to stand on line at the box office

e Using high-speed dialing equipment and other methods to increase the chance of
getting through by telephone

e Buying tickets, for a legal premium, from fans who have been able to buy tickets, or
from other brokers

e Sending in numerous mail orders for events like Broadway shows, generally in the
names of employees or surrogates, such as family members

Upon acquiring tickets, brokers then sell their inventory to individual fans and to
corporations. Typically, brokers charge very high rates for premium tickets, or for any ticket to a
sold-out event. Industry standards see many tickets selling for twice face value, and selling
prices of three times and even four times face value are not uncommon for certain events. The
majority of sales, however, see brokers profiting from 10 to 35 percent.

Major expenses of ticket brokers include tracking thousands of events across the country,
hiring employees, and purchasing scores of tickets. Brokers inevitably fail to sell every ticket
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purchased, another cost of business. Though ticket brokers are typically small companies, more
than half maintain an online presence. Online ticket sales have not skyrocketed to the extent of
primary ticket sales, though, and many online brokers are essentially ecommerce storefronts.
Brokers utilize this strategy because vending outlets are invaluable; for greater visibility, the
same tickets are often advertised by multiple online dealers.

Finally, many brokers offer ticket buyers both “guaranteed” and “quoted” prices. In a
guaranteed scenario, the broker immediately issues tickets upon receipt of payment, or
guarantees to produce them for an agreed-upon price. In this latter scenario, the broker is in fact
selling tickets before acquiring them-- a risky, speculative undertaking. Quoted prices help
brokers guard against sudden fluctuations, allowing brokers to refund money to customers if the
broker cannot find a ticket at the price quoted.

In order to maintain credibility, many brokers apply for membership in the National
Association of Ticket Brokers (NATB).

Local Economics

Because ticket brokerage is an almost exclusively local industry, brokers thrive in large,
metropolitan areas affording the greatest number of selling opportunities. Toward the end of the
20™ century, it was thought that online brokerage would help consolidate the industry, thereby
deemphasizing localized trends. However, online brokerage growth has not escalated
commensurate to primary ticketing, because most consumers look to auction sites when
searching for brokered tickets. The auction format is made available through newspaper, radio
and television websites, all offering direct, localized access to tickets.

Government Involvement

Despite occasional rumblings, there are no federal laws imposing restrictions on
secondary ticket sales. However, 22 states implement legal price controls, taking on various
forms, such as:

¢ mandating allowable markups on all entertainment tickets (12 states)
e outlawing scalping for particular events (8 states)
e restricting profitable resale to a limited segment of the public (2 states)

New York State has historically set precedent on secondary ticket regulation. In 2001,
New York, under recommendations from Attorney General Eliot Spitzer’s office, made it illegal
for any person, firm or corporation to resell a ticket for more than $5.00—or 20 percent—above
face value. Resale of tickets was prohibited within 1,000 feet of any place of entertainment
having a permanent seating capacity of 5,000 persons, and all ticket brokers were required to
be licensed. In 2005, the state reversed tack, somewhat, relaxing resale limits for large venues.
This was done in the interest of increasing tax revenues, as brokers were allowed to earn more
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money. As in most states, the practice of “ice” (insider vending where box office employees
channel tickets to brokers and scalpers for a fee) was made a felony in New York in 2001. lllegal
ticket acquisition methods in most states include:

e Obtaining unused "house seats" from box office personnel, or seats that are held for
performances at which they are released for theatre parties or large groups

e Obtaining seats set aside for promotional or marketing purposes (e.g. special
agreements with credit card companies to hold a certain number of "best seats" for
gold or platinum card holders)

e Obtaining seats from promoters, performers and venue representatives (including box
office treasurers and ticket sellers)

e Obtaining tickets from computer ticketing companies such as Ticketmaster, whose
employees skim tickets to sell to brokers

e Obtaining tickets via inside information, such as when additional dates are added for a
performance for which there is a great demand and tickets are not immediately
advertised

Brokers vs. Scalpers

While many people do not differentiate between ticket brokers and ticket scalpers,
important differences exist. Scalpers are essentially unlicensed brokers, and scalping of tickets
is almost always illegal. These individuals attempt to profit on tickets by selling to individual
consumers, directly outside of venues. Scalpers may also operate at online auction sites such
as eBay. The confusion begins when brokers, stuck with “dead” tickets, hire scalpers to hawk
surplus inventory on the street. Scalping is generally considered disreputable, and scalpers
have been known to vend counterfeit tickets. It is also important to note that brokers do not
negotiate the sales prices of tickets; in the case of scalpers, the opposite is true.

Workforce

Ticket brokerage does not require formal education or specialized skills. Ticket brokers
come from a broad demographic sampling, and the workforce is not at all unionized. Many
brokers work part-time, and commission-based pay scales are common. Some brokers begin
their careers under the tutelage of a mentor or small firm, then proceed to find a niche within a
local market.

Industry Challenges

Increased Face Value of Tickets — In the concert industry, many popular acts are
bypassing large arenas and stadiums and are playing smaller venues with higher ticket prices,
regularly in the triple digits. The gross receipts garnered by performers and promoters remain
static, but there is less room for markup by a secondary agent.
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In sports, a similar trend is quickly evolving as courtside, home-plate and field-level seating has
arrived in many facilities with premium-level prices that reflect much of what a secondary market
would normally bear. Many arenas and stadiums now have premium seats priced at $150 and
higher per game.

Speculation and Purchasing — Because some events prove popular and others flop,
ticket brokerage firms must take care to invest their time and capital in the appropriate manner.
Small firms, in particular, may have trouble absorbing the costs associated with “dead” tickets at
unsuccessful events. Even the most popular events, such as the Super Bowl, may see
consumers reluctant to spend the anticipated sums on tickets, making it difficult for firms to
recoup purchasing costs.

Paperless Tickets — The issuance of paperless tickets has been, at most, a minor
hurdle for the online component of the ticket brokerage industry. Paperless tickets have affected
brokers primarily in that they are difficult to resell in a physical context, making the last-minute
outsourcing of extra tickets to scalpers out of the question. If anything, paperless tickets have
encouraged ticket brokers to make more careful estimates regarding purchasing.

Industry Opportunities

Franchise Alliances — As none of the major U.S. sports leagues have defined policies
regarding secondary ticketing, brokers in this segment of the industry have begun to sign deals
with specific teams. Revenues are split between brokerages and teams at an agreed-upon rate.
Such alliances have had the dramatic effect of expanding sales by double- and triple-digit
percentages each year, and more competitors of varying size and type have begun to enter the
industry. StubHub and RazorGator are large, industry pioneers in this vein. TeamExchange, a
subdivision of Ticketmaster dealing exclusively in secondary ticketing, has also proven
successful.

Wholesale Ticketing — With the increased popularity and proliferation of online auction
sites, wholesalers have emerged. Wholesalers monitor auction sites like eBay, buying tickets
ahead of brokers and reselling them. This has given brokers another option for ticket
procurement, and expanded revenues in the industry at large, though many brokers argue that it
has decreased profits for individual firms.

Industry Outlook

While ticket brokerage has always been a controversial industry, many people feel that
brokerage firms provide a valuable service in a free-market economy. A significant portion of
those utilizing ticket brokerage services are uninterested in standing on line for tickets, and this
generally affluent section of the population should continue to act as a powerful lobby for the
industry. With no federal regulation of brokerage firms forthcoming, individual states will likely
set the parameters of acceptable practices in ticket brokerage.
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The advent of the online marketplace should continue to influence industry practices, and
firms will continue to grapple with issues such as advertising methods and costs. Sites such as
eBay and craigslist have firmly instated themselves as industry trading floors, and brokers will
continue to adapt to the online component of brokerage. Partnerships with individual franchises,
such as sports teams and musical performers, seems to be the most promising area of industry
growth.

Call Today For Additional Information

To learn more about this specific industry or how our firm can help you, please feel free
to contact us at 516-829-4936.
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ABOUT OUR FIRM

Mark S. Gottlieb, CPA PC (MSG CPA'S) is distinguished as one of New York’s premier business valuation and
litigation support firms. Our practice is devoted exclusively to providing attorneys and their clients with a diverse continuum of
forensic accounting, business valuation and litigation support services. The dedication, insight, and attention to detail of our
staff not only meet, but often exceed our client’'s expectations.

Every client obtains the personal involvement of a team of experienced professionals. Engagements are carefully
planned and reviewed to ensure that they proceed in a timely and professional manner.

There are many important considerations involved in choosing a financial service provider including the quality of the
business relationship. Since most of our engagements entail great emotion and significant financial consequences, we are
sensitive to these issues and make every effort to treat our clients with the highest degree of care and respect.

Since 1989 our firm has grown in size, depth and wealth of resources. This commitment to excellence has allowed
us to earn the respect of our peers, as well as the legal community for which we serve. The pillar of our success and
reputation has been our ability to match our skills with the objectives and needs of those who seek our services.

We are frequently appointed as a neutral expert by the court. This honor is not taken lightly, or without the burden to
perform at each stage of the engagement.

We welcome the opportunity to be of service to you.
BUSINESS VALUATION SERVICES

How much is that business worth? The answer to this question may have a variety of consequences. Businesses are
frequently valued in divorce cases, business disputes, tax matters, and a variety of other legal and business contexts.

Our expertise in accounting, taxation and economics provides our clients with business strategies and solutions that
work. There is no cookie-cutter approach here. Our clients depend on our comprehensive knowledge of valuation theory; our
ability to focus on industry specific valuation drivers; and to understand the financial performance of the subject company.

Regardless of your need, when the valuation of business is an issue, we can provide an independent,
knowledgeable, and credible valuation to withstand the scrutiny of the taxing authority, the courts, and others.

We regularly provided valuation services for the following situations:

e Allocation of Purchase Price

e Bankruptcy and Reorganization

e  Buy-Sell Agreements

e Charitable Gift Planning

e Divorce

e Economic Damage Calculations
e Gift and Estate Tax Planning
Insurance Claims

Mergers and Acquisitions
Pursuing and/or Defending Litigation
Shareholder Disputes...and more
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While we are often retained to prepare a full written report, we also prepare modified reports for business transactions
and litigation matters.

For matrimonial matters we also perform the Enhanced Earnings Capacity Calculation of an individual's license,
degree, or specialized training.

LITIGATION SUPPORT

When faced with a myriad of challenges in preparing a case, you may need to address financial, tax, and accounting
issues. Proper guidance in these areas is critical to presenting your point of view. We can help you identify these issues and
enhance your ability to use them in a prudent and strategic manner.

From sorting through cumbersome data, to analyzing significant financial and tax ramifications, our efforts will enable
you to organize and quantify pertinent financial information. Litigation support from an experienced firm is not only important,
but often essential to the service you provide your clients.

Input from MSG CPA'’s allows attorneys and their clients to address issues before they become obstacles and to
present them in a clear, organized and accurate manner. If necessary, we also provide expert witness testimony.

Our efforts before trial are often as important as during the trial itself. We often assist in the discovery process by
developing document requests, helping prepare interrogatories, conduct interviews, assist in pre-trial depositions, and review
and critique opposing counsel’s financial expert reports.

FORENSIC ACCOUNTING INVESTIGATIONS

Mark Twain once said, “There are two times when you should not speculate-when you can afford it, and when you
can't.”

The goal of a forensic engagement is to prepare an analysis to eliminate the need to speculate. We roll up our
sleeves and dig a deep to disclose the less obvious. Taking on the roles of forensic auditors and investigators, we decipher
and uncover those transactions and personnel activities that may have intentionally or unintentionally adversely affected an
individual, business or organization.

The clarity and credibility of our findings provide the focus and attention to detail that is often required.

In divorce cases, attorneys commonly turn to us to provide forensic accounting services. These services assist in
identifying missing assets, transfers of funds, underreporting of sales & income, and search for dissipation of marital assets.

In other matters, we follow and investigate the trail of those suspected of committing fraud and other criminal acts;
such as discovering hidden assets, fraudulent conveyances, embezzlement, etc.

The role of our forensic team varies by project, circumstance and purpose. These matters may include investigating
business transactions, tax investigations, economic crime investigations, civil litigation support, specialized audits, and even
terrorist investigations.

RECORD RECONSTRUCTION

There may be times when you are presented with a set of books or records that make no sense at all. There may
also be instances when no records exist. These circumstances often require the reconstruction of a business's or individual's
accounting records.

Record reconstruction may be required to prepare financial statements, tax returns, court exhibits, or insurance
reimbursement. The need for record reconstruction sometimes stems from tragedy, but is more often an indication of neglect,
or of more serious concerns.

Depending upon the engagement, record reconstruction may be used to facilitate other forensic work, such as, bank
deposit analysis, receipts and expenditure analysis, or net worth reconstruction. A complex undertaking, record
reconstruction is just one of the many areas of expertise maintained by our firm.
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