[ Summer 2007 ]

The Wild Lives of Professional Athletes
and Forensic Accountants

Maybe you don’t think a forensic
accounting firm from Des Moines
can get mixed up in the high-profile
lives of professional athletes. The
glitz. The glamour. The parties.
The celebrities. Well, think again.
Cremers,
Holtzbauer &
Nearmyer is
becoming a
regular invitee
to events
attended by
professional
athletes (albeit,
not always at
their request).

Before we
explain, let us
give a little example about worker’s
compensation (we think you'll make
the connection).

John Smith is an ordinary guy. He
gets up every morning, pulls on his
steel-toed boots, kisses the wife and
kids goodbye and sets off to his job
on a construction crew.

Unfortunately, John injures his back
while on the job. Doctors tell him
his injured back won’t allow him to
go back to work. John files for and
receives worker’s compensation as a
result of the injury, providing him
with an income to help him support
his family while he is unable to
work.

For John, worker’s compensation
acts as a safety net. It protects him
and his family when he becomes
disabled and isn’t able to earn an
income as a result of an injury. In
concept, the idea seems great. In
reality, there will always be people
who figure out a way to manipulate
the system.

Professional Athletes Milking
the System?

It’s no secret that professional
athletes are often paid more than
people in other jobs. Make it as a
rookie in the NFL
and you're
guaranteed a
minimum salary of
$285,000. Rookies
on a major league
baseball team bring
home at least the
league minimum of
$380,000. NBA
rookie? You can
expect a minimum
of $413,000.

Granted, with few exceptions, the
window of opportunity of a
professional athlete to earn this kind
of money is limited — by injury,
longevity, talent, etc. Most are
finished with their professional
careers before they hit 30 to 40 years
old — the prime earning years for
most people. If these athletes and
their agents are smart, they've
planned ahead for a day when the
rich income stops. Many invest their
money in new startup companies so
that they have income when they
retire from pro sports.

But what happens when that athlete
puts in a claim for worker’s
compensation when they retire — as
a result of injuries from their
playing days. The short answer? It
depends.

Even though these athletes may
have made millions during their
playing days, they are still entitled
to the same worker’s compensation




benefits as “John Smith.” But they
are also required to qualify under
the same rules as well. And that’s
where things can get messy. It’s also
where we're invited in to help sort
things out.

The Gray Area

Investment income is not considered
working income under worker’s
compensation rules. Neither are
royalties. That means if a former
athlete writes a book, does his
earnings from the book or use of his
name count against his worker’s
compensation claim? It also means
that if the athlete has socked away
millions in stocks or mutual funds
and plans to live off those
investments, can he still file a
legitimate claim for worker’s
compensation? Did the athlete
attempt to be gainfully employed
after their playing days?

However, if the athlete is involved in
a company beyond just being a
passive investor, things can get even
more complicated. Our job then
becomes to determine if the former
player is involved in the day-to-day
operation of the company — and if
the company should or could be
paying him for those services. This
is not always easy to determine
without some investigation of both
the athlete and the company.

In these cases, there are really two
questions we ask:

1) Is the athlete more than just a
passive investor? Does he have any
influence or management over the
day-to-day activities of the company?
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Is he being paid to perform any
tasks for the company that would
extend beyond what would be
expected of a passive investor?

If so, the athlete is generating an
earned income from the company.
This is usually fairly easy to
determine with a look at financial
documents and tax returns from
each party. However, in some cases,
the athlete may elect to forgo being
paid for these services — opting
instead to receive payments for
worker’s compensation so that the
company can keep the funds it
should be paying to the athlete in
the company itself. In that case, we
ask ...

2) Should the company be paying
the athlete going market value for
these services? It’s a little more
difficult to determine if a company
and athlete have agreed to a
deferred compensation arrangement
or some other kind of “non-
traditional” arrangement. But if we
can determine that the company
should be paying for the services
that would normally be paid for, the
worker’s compensation claim should
be adjusted accordingly.

Worker’s compensation claims can
be tricky. Cremers, Holtzbauer &
Nearmyer has developed expertise in
determining actual economic loss as
a result of a claim, including
complicated claims involving
professional athletes, professionals
and business owners.

If you're looking for forensic
accounting support to help you
determine the actual economic loss
in a claim, please give us a call.

Can We Help You?

Dale Cremers, Bob Holtzbauer & Roger Nearmyer
have the experience to help you address questions
about forensic accounting. Please call for more
information at 515-274-4804 or e-mail us at

info@chncpa.com.




