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Professional sports:
strategic approaches to investment attractiveness formation

Abstract

The unstable financial condition of sports clubs combined with negative cash flows and losses can cause
the collapse of the entire football industry. Thus, the total losses of top division clubs in 2011, when
their maximum level was observed, amounted to 1.7 billion Euros, which is largely due to the European
model of sports activities, when the main principles of building a business and financial efficiency go by
the wayside. However, the introduction by UEFA in 2011 of «financial fair play» rules, designed to make
the financial policies of clubs more rational and disciplined, led to an annual reduction in losses from the
activities of the football industry and stimulated long-term investments in the development of youth sports
and infrastructure.

The article is devoted to the search for an effective business model for the further development of the
professional sports industry, taking into account modern requirements of market economy. The study was
conducted based on a review of the experience of English and Danish clubs whose stocks are traded on
the stock market. As a theoretical basis of the research, a value-oriented model is used, which consists in
determining the reaction of the stock market to the management efficiency of a sports club.
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The results showed that the most financially stable are clubs that have chosen the American approach to the
sports business as their development model. Therefore, one of the ways to optimize the financial stability of
professional sports entities can be the implementation of measures to increase the share of tangible assets
in the overall structure of non-current capital through the construction of a developed sports infrastructure,
as well as diversification of activities via development of related and non-core areas, which will generate
income in addition to participation of clubs in sports competitions, due to the synergistic effect of commercial
activities under a brand of a well-known sports team, making the parent organization less dependent on
the sports component, which will ultimately increase the investment potential of the football industry as a
possible area for investing private capital.
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Infrastructure; UEFA; English football clubs; Danish football clubs
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MpodecintHun cnoprt:

cTpareriyHi nigxoan Ao opmyBaHHS iHBECTULIINHOT NPUBa6NNBOCTi

AHoTauisa. HecTinknii ciHaHCOBUIA cTaH CMOPTMBHUX KNy6iB Yy MOEAHaHHI 3 HeraTUBHUMU MOTOKaMu
rPOLUOBMX KOLUTIB i 36UTKaMn MOXXYTb CTaTu NPUYMHOO Kpaxy BCiel hyTOonbHOI iHaycTpii. CyKynHi 36UTKN
Kny6iB BuWMX AmBigioHiB y 2011 poui, Konu cnocTepiraBcs MakCuManbHWU iX piBeHb, cknanu 1,7 mnpg.
€BpO, Lo 6araTto B HOMY MOB’SA3aHO 3 EBPOMNENCHKO MOAENSIIO 3AINCHEHHS CNOPTMBHOI QiNbHOCTI, KONMn B
nparHeHHi oTpMMaT CNOPTUBHI Pe3ynLTaT Ha OPYrA NAaH BiaXoaAaTb OCHOBHI NPUHLMNM NO06y[o0Bu 6idHecy
" ciHaHcoBa edekTuBHICTb. BBepgeHHs YEDA B 2011 poui npaBun «iHaHCOBOT YeCHOI rpu», MOKINKaHNX
3pobuTKn hiHaHCOBY MONITUKY KNy6iB Gifbll paLlioHanbHOK Ta AUCLUNAIIHOBAHO, NPU3BENO [0 WOPIYHOro
CKOPOYEHHS PiBHA 30MTKIB Bif LQiIANIbHOCTI Cy6’eKTiB (PyTOOMBHOI IHOYCTPIl Ta CTUMYMOBaNO AOBrOCTPOKOBI
iHBECTULii B PO3BUTOK OUTAYO-IOHALbKOIrO CMopTy 1 iHPPacTPyKTypy.

Hawa ctaTTs npucBsa4eHa nuTaHHAM NoLWyKy eheKTUBHOI 6i3HeC-MO4enNi Ans NogansLoro PO3BUTKY iHAYCTPIi
npodecinHoro cnopTy 3 ypaxyBaHHSIM CyHaCHUX BUMOI PUHKOBOI EKOHOMIKN. [locnigkeHHA npoBeaeHo Ha
OCHOBI pO3rNagy OOCBiAY aHMINCbKUX i AaTcbKnX KNy6iB, Yvi akuii npepctasneHi Ha QOHO0BOMY PUHKY.
B sKocTi TeopeTuyHoi 6a3n AOCiO>KEHHA BUKOPUCTOBYETHLCS LIHHICHO-OpiEHTOBaHa MOLENb, AKa nonsrae y
BU3HA4YeHHI peakuii oHA0BOMro PUHKY Ha ePEKTUBHICTL MEHEOXKMEHTY CMOPTUBHOIO KIyoy.

Pesynbsratn nokasanu, Wwo HanbinbL hiHaHCOBO CTINKMMK € Knyou, siki o6pasni CBOEK MOAENI0 PO3BUTKY
aMepuKaHCbKNin Nigxig A0 BEAEHHSA cnopTuMBHOro 6isHecy. OgHMM i3 HanpsaMKiB onTuMi3auii hiHaHCOBOI
CTiNKOCTi Ccy6’eKTiB NPOMECINHOro CNopTy MOXe OYyTU 3LINCHEHHSA 3axofiB LUOoAO0 MiABULLEHHSA 4acTKu
MaTepianbHUX aKTUBIB Yy 3aranbHill CTPYKTYpi No3aobOpOTHOro Kanitany 3a gornomorot OyaiBHUUTBA
PO3BNHEHOI CNOPTUBHOI iHDPaCTPYKTYPU, a TaKOX AmBepcudikalii AisnbHOCTI WNAXOM PO3BUTKY CYMYTHIX
i HenpodinbHUX cdep, WO OO3BONUTb FrEeHepyBaTh A0Xi4 AOOATKOBO A0 y4acTi Knyb6iB Yy CHOPTUBHUX
3MaraHHsix, 3a paxyHOK CMHEepreTu4Horo edekTty Bif 3AiNCHEeHHS KOMEepLUINHOI disfbHOCTI nig 6peHgoM
BifLOMOI COPTUBHOI KOMaHAMW, pOOns4M roNoOBHY OpraHi3aLiio MeHLL 3aneXKHOI0 Big CNOPTUBHOI CKNagoBoi,
Lo B MiACYMKY NigBULLUTL iIHBECTULIHNIA NOTeHLian yTOoNbHOI iIHAYCTPIi AK MOXXNBOT cchepn BKNaAEHHA
npuBaTHOro Kanitany.

KnrouoBi cnoBa: iHBecTuUL,i; NpodecinHuin cnopT; yTb0oN; akTMBW; BapTiCTb; 6i3HEC-MoAeNb; ehEKTUBHICTb;
iHppacTpykTypa; YEDA.
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MpodceccnoHanbHbIN CNIOPT:

cTpaTern4yeckue nogxoabl K opMmupoBaHuio

AHHOTauus. HeycTon4rsoe (hriHaHCOBOE COCTOSIHME CMOPTUBHBIX KIy6OB B COMETAHUUN C OTpULLATENbHBIMA
NOTOKaMM OEHEXHbBIX CPEACTB U YObITKaMU MOTYT SBUTLCS MPUHNHOW KPYLLEHNS BCel Oy TOONbHON MHOYCTPUN.
CoBoKynHble yObITKM KNyboB BbiCLUMX AnBM3noHoB B 2011 rogy, korga Habniogancss MakCuMasbHbIA UX
YPOBEHb, cocTaBunm 1,7 MApA. €Bpo, YTO BO MHOIOM CBSI3aHO C €BPOMENCKOW MOAENbIO OCYLLECTBIEHMS
CMOPTMBHON [EATENbHOCTU, KOrga B CTPEMIIEHUN MOMY4YUTb CMOPTMBHbIE PE3ynbTaThl HA BTOPOW MnaH
YXOAAT OCHOBHbIE MPUHLMMbLI NOCTPOeHNa 6usHeca u gurHaHcoBas addekTMBHOCTL. BeeneHne YEDA B
2011 rogy npaBun «UHAHCOBOW YECTHOW Urpbl», MPU3BaHHbIX cOenaTb (PUHAHCOBYIO MOMUTUKY KIyb6OB
6onee pauuoHanbHOM M OUCLUMIIMHUPOBAHHOW, MPUBENO K €XEroqHOMY COKPALLEHMIO YPOBHS yObITKOB
OT OeATeNbHOCTN CyObeKToB (PyTOONBHON WHAYCTPUMU U CTUMYNUPOBANIO OONrOCPOYHbIE MHBECTULMM B
pasBuTME OETCKO-IOHOLLIECKOro cnopTa 1 MHMPacTpyKTypy.

Hawa ctaTtbsa nocesiweHa Bonpocam noncka ahhekTMBHON BM3HEC-MOLENN AN OaNbHENLLEro pa3suTtus
MHOYCTPUN NpotheCCMOHaNbHOro crnopta ¢ Y4eTOM COBPEMEHHbIX TpeboBaHW PbIHOYHOW 3KOHOMMKMN.
VccneposaHne npoBefeHO Ha OCHOBE PacCMOTPEHUS OMbiTa aHMUNCKUX U OAaTCKUX Ky6oB, YbW akLmm
obpawatotcs Ha (oHOOBOM pbiHKe. B KadecTBe TeopeTMyeckoin 6a3bl UCCNEfOBaHWUS WCMOJSb3YEeTCH
LLeHHOCTHO-OPVEHTMPOBAHHAsA MOLENb, 3aK/o4aloLascsa B onpegeneHn peakumm (oHO0BOro pbiHKA Ha
3 PEKTUBHOCTb MEHEO)KMEHTa CMNOPTUBHOIO KJyba.

Pesynbtatbl nokasanu, 4to Hanbonee (GUHAHCOBO YCTOMYMBBLIMU ABASAIOTCA KNybbl, n36pasLine CBOEN
MOLENbIO0 Pas3BUTUS aMEPUKAHCKUIA NOAXO4 K BEAEHUIO CNOPTUBHOro 6m3Heca. OgHUM 13 HanpaBfieHnin
no onTuMusauun UHaHCOBON YCTONYNBOCTU CYyOBEKTOB NPOeCCNOHAaNbHOIo CrnopTa MOXET SABAATLCA
OCYLLECTBJIEHNE MEPOMNMPUATUA MO MOBBLILEHUIO [0AN MaTepuanbHbiX aKTMBOB B OO6LLEN CTPYKType
BHEOOOPOTHOrO KanuTtana NoCcpeacTBOM CTPOUTENbCTBA PasBUTOW CMOPTUBHOW MHPPACTPYKTYpbl, a
Takxe pumBepcudurkKauun JesTeNbHOCTM MyTeM pas3BUTUS COMYTCTBYIOWMX U HenpoduibHbIX cdep,
YTO MO3BOSINT rEHepPMpPOBaTb AOX04 MOMMMO ydHacTus Kny6boB B CMOPTUMBHbLIX COPEBHOBAHUAX, 32 CHET
CcuHepreTmnyeckoro addexkTa OT OCYLLECTBEHNS KOMMEPYECKON OEATENBHOCTM NO4 OpeHLOM U3BECTHON
CMOPTUBHOW KOMaHbl, fenas rofioBHY0 opraHM3auunio MeHee 3aB1CMOI OT CMIOPTUBHOW COCTaBNSoLLEN,
YTO B KOHEYHOM WTOre MOBbLICUT MHBECTULMOHHLIA NoTeHUMan GyT60NbHOW MHAYCTPUN KaK BO3MOXXHOM
cepbl BNOXXEHUSA 4YaCTHOro Kanurana.

KntoueBble cnoBa: nHBecTuLmn; NpoeccrnoHanbHbIi CrnopT; yTo0n; akTuBbl; CTOMMOCTL; BU3HEC-MOLENb;
ahheKTUBHOCTL; MH(PPaCTPYKTypa; YEDA.

1. Introduction

After the Union of European Football Associations introduced the rules of financial discipline, a
new stage in the development of the football industry began. In 2017, football clubs for the first time
reported a total profit of more than 600 million Euros, while a few years earlier the total losses of the
clubs, representing the top European football divisions, were amounted to 1.7 billion Euros. This
fact indicates a possible change in the investment attractiveness of the sports clubs. The goal of
this article is to identify, whether the increase in the profitability of the football industry is connected
with a change in the approach to conduct of sports business and to draw a conclusion about the ef-
fectiveness of a business model. The study is based on the information obtained on the analysis of
official statistical sources, including a comparative UEFA report for 2017 on the licensing of «Land-
scape of European Club Football» (UEFA, 2019), normative legal acts, regulating public relations in
the field of professional sports, publications in periodicals and on the Internet, illustrating practice
and problems of professional sports development.

2. Brief Literature Review
The issues of economic and financial processes occurring in professional sports, as well as
the problems of strategic management of sports subjects, were considered in a large number of
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studies that made an important contribution to formation of the theoretical and methodological
foundations of the field study. The basic works that reveal the economic and social aspects of the
sports industry development include the researches of the following scientists. These authors had
significant impact on the definition of the sports industry development. Features of business pro-
cess management on the example of the professional sports subjects are revealed in scientific
works of following authors: S. Altukhov (2015) [1], A. Trokhov (2017) [12]. The problems of trans-
formation of the economic foundations of professional sports and the features of the formation of
stakeholder relations in sports devoted to the works of A. Pochinkin, I. Dimitrov and S. Visheyko
(2018) [8], P. Garcia del Barrio and S. Szymanski (2009) [5]. Methods of applied statistics in sports
are set forth in S. Antonova and G. Evdokimova (2015) [3], A. Vorobyev, E. Zarova, |. Solntsey,
N. Osokin and V. Zhulevich (2016) [13]. Problems of diversification of tourism and sports in the con-
ditions of the digitalization are revealed in the publications of S. Ziyadin, O. Litvishko, M. Dubro-
va, G. Smagulova and M. Suyunchaliyeva (2019) [14]. Features of implementation of investment
projects in the field of professional sports are considered in the works of M. Zolotov (2015) [15],
V. Titov and R. Veynberg (2015) [11]. Legal regulation of the sphere of professional sports and im-
plementation of the rules of financial fair play in European football, addressed in the articles of
T. Peeters and S. Szymanski (2014) [7], N. Dermit-Richard, N. Scelles and S. Morrow (2017) [4].
Economic and financial models of professional football clubs are revealed in scientific works of
I. Solntsev, N. Osokin and A. Vlasov (2019) [10], N. Scelles and W. Andreff (2017) [9]. Furthermore,
in the scientific works by W. Andreff and S. Szymanski (2006) [2] two approaches to the professio-
nal sports development were considered. The first approach, which is typical for Anglo-Saxonian
countries, aims to maximize the profit. Sport results in such case are considered as a profit tool.
According to the second approach, which is typical for the European countries, the main priority is
the competition and results, while financial efficiency is a secondary concern. In our research, we
would like to combine these two approaches in order to create a new one, which may have advan-
tages of both and no disadvantages.

3. The purpose of this article is to determine the most optimal approach to management of a
sports club, which will increase its attractiveness as an object of investment.

4. Methodological Framework

The authors in their study are based on the presence of correlation between high sports efficien-
cy and profit obtained. If the sports club administration strives to minimize the costs related to re-
cruiting qualified athletes in their team, possible sports success will be limited, and potential profit
from realization of the sports product with such approach will be limited with low demand. Increase
of such costs will provide better results and more spectacular team performance, higher game at-
tendance, interest by sponsors and mass media, resulting in profit increase. Yet, such correlation
lasts until the certain moment when achieving another sports goal fails to give required profit to co-
ver all costs related to achieving a higher level in sports hierarchy, forming a curve on the line of
profit level and sports success is presented in Figure 1.

Figure 1:
Correlation between profit and sports achievements of sports club
Source: W. Andreff & S. Szymanski (2006) [2]
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Figure 2 uses indifference curves, representing multiple combinations of resources equally use-
ful for the club, to depict two completely different approaches for sports activities. Flat indifference
lines are typical for a club that aims to the profit maximization (PM); with such approach, the sports
result is not the main priority but a tool to achieve the main goal. Curved indifference lines are ty-
pical for a club that aims to maximize the sports results (UM). With such approach, the club admi-
nistration is ready to refuse from potential profit increase: e. g. refuse selling club rights for an ath-
lete if it can impair the team performance. High team performance covers non-received profit re-
sulting in curved indifference line.

Considering interdependence between the club profit and its sports achievements, we can de-
termine efficient business strategy in terms of the 15t and the 2" models. Figure 3 represents deter-
mination process of a balance point for profit maximization and productivity models. If the 1%t ap-
proach is applied, the club administration stops at the crossing with highest flat indifference line
with coordinates ( (PM), S(PM)). Crossing of indicator correlation and indifference curves in the
point ( (U), S(U)) will be the most beneficial in achieving the sports result.

The main task for the sports club management is to determine a balance between profita-
bility and successful sports performance of the team. Aiming to maximize the profit, the club

Figure 2:
Indifference curves for profit maximization (PM) and sports results (UM) models
Source: W. Andreff & S. Szymanski (2006) [2]

Figure 3:
Balance point for profit maximization (PM) and sports results (UM) models
Source: W. Andreff & S. Szymanski (2006) [2]
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management often expects to receive quick one-time profit from selling and leasing rights for the
athlete registration, as well as advertisement contracts and club merchandise sales. If a club uti-
lizes «sports result maximization» approach, it aims for continuous long-term profit from success-
ful tournament performance and it will make contracts with qualified athletes while the maximum
benefit of sports success is higher than maximum cost of the labour contracts. Considering men-
tioned above, the difference between these two approaches is mechanism of incoming and out-
going cash flows allocation.

Regardless of the regulatory form and function model of the organization, the financial result is
an important indicator of efficiency in a certain development phase; it is also an indispensable con-
dition for further growth of commercial activity in production and financial area that increases mar-
ketability of an economic entity.

5. Results and Discussions

In football business, market processes started to emerge earlier than in other sports: pur-
chase and sale of athletes registration rights, TV and radio game broadcasts rights, using spon-
sor brands as an advertisement, club funding. Active commercialization of European football be-
gan in 1992, when major business projects started, such as EUFA and Premier League. Mem-
bers of the football business started earning big profits which made them attractive to profes-
sional investors, the clubs got a new method of attracting investments for their development:
entering the financial market.

Anglo-Saxon market model considers initial public offering (IPO) as a mechanism to improve
corporate management by making managers comply with discipline of financial markets. In case
of poor management company capitalization decreases and managers can get fired. Yet, this rule
does not always work for football clubs. For instance, in England, where IPO has become a po-
pular mechanism of capital raising in the football business, sports achievements improved after
the clubs entered the market, but they were also followed by significant financial losses and re-
duced quotations.

The reason is that initial purpose of IPO for clubs was stadium construction or renovation and
other club infrastructure improvements, so the funds rose at the financial market were used to
acquire more qualified athletes and pay their salaries, which resulted in short-term increase of
sports achievements but gave no opportunity for long-term development. If a company does not
invest into its development, it starts «eating itself» at certain moment, which ends up with bank-
ruptcy in regular market economy [6].

Table 1 shows sports and financial achievements of English football clubs. It reflects average
annual revenue (loss) before taxation 5 years prior the IPO and 5 years after it. For the same pe-
riod, average values are given for such indications like team’s position in tournament bracket,
relative salary costs and club profits. Furthermore, in 11 cases out of 14, average position of the

Table 1:
Comparative analysis of English football clubs before and after the IPO (£ min), the period from 2010 to 2015

Source: Compiled by the authors based on data of UEFA Club Licensing and Financial Fair Play Regulations (2018) [16]
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teams in tournament bracket improved due to hiring higher-class athletes and resulted in salary
costs increase in 8 cases out of 11. The club manager expected that teams profit will increase to-
gether with sports achievements with respect to average league value. As it can be observed in
Table 1, it only happened in 6 cases, and average salary costs growth rate (+19.1%) was higher
than the club profit growth rate (+9.8%).

By analyzing the profit (loss) value before taxation, it can be concluded that after entering the
stock market, profitability of sports organization decreased significantly (by 93.5%). While to-
tal loss of sports clubs were £ 174.8 min 5 years before the IPO, 5 years after the IPO they were
£ 2 688,4 min already. It indicates that the clubs did not switch from «achievements maximiza-
tion» to «profit maximization» strategy as they entered the stock market.

Denmark is another country where sports organizations use IPO market mechanism to attract in-
vestments for their activity. Since the first IPO by the football club in 1987, members of sports busi-
ness raised about DKK 2 billion with this mechanism.

In terms of determining how efficiently the clubs use the funds raised, it is reasonable to calcu-
late the shareholder cost (VC) created/increased by them since offering shares at the stock market.
We will use the following formula:

VC=CG-EO+D, (1)

where:

CG is accretion to the capital (CG=MC- NS = SP);

MCis current market capitalization of the sports club;

NS is stock amount before the IPO;

SPis share cost at offer;

EO s funds raised by initial and subsequent equity offering;

Dis total dividends paid to investors;

T, T+1 ... T+4 are periods after the IPO (years). Calculations are given in Table 2.

As it can be observed in Table 2, only Parken S&E could make profit for its owners from all
the reviewed clubs while the rest lost their shareholder value. It is due to the reason that intan-
gible assets, including labour obligations for athletes, are the biggest part in structure of active
Danish clubs. Value of intangible assets, same as club profitability, is strongly related to sports

Table 2:
Influence of business model to financial performance in the Danish football clubs (DKK min.),
the period from 2010 to 2015

Note: Business models used by the sports clubs: Focus strategy, FS; Diverse focus, DF; Middle strategy, MS;
Diversification, DIV.

Source: Calculated by the authors based on data of UEFA Club Licensing and Financial Fair Play Regulations (2018) [16]

Litvishko, O., Veynberg, R., Ziyadin, S., Sousa, R. M. D., & Rakhimova, G. / Economic Annals-XXI (2019), 178(7-8), 105-113

111



ECONOMIC ANNALS-XXI
ECONOMICS AND MANAGEMENT OF ENTERPRISES

achievements, because the bad results decrease value of intangible assets and revenue. Gi-
ven that there is a high competition in professional sports, the risk of failing season tasks is high
enough which can result in serious losses and decrease of market price of the sports club shares.

Stability of Parken S&E financial performance is mostly due to the business model selected.

We can determine four business models used by the sports clubs:

e Focus strategy, FS. The club concentrates solely on its core business as the only profit source.

e Diverse focus, DF. The club puts emphasis on its core business, but the model also includes
other accompanying activities providing additional profit.

* Middle strategy, MS. Besides its core business, the club performs activity in other business area
which is an important source of profit.

e Diversification, DIV. In this strategy, club’s revenue of sports activity takes only a small part among
other activities in overall profit structure.

Efficiency of the specified business models was determined by studying the Danish football
clubs. Table 2 that includes economic efficiency indicators of 5 most successful Danish football
clubs utilizing various business models shows that DIV-based strategy provides more stability
and bigger profit which is due to activity that is not affected by risks typical for sports. Parken S&E
club utilizes such model and has the biggest return of equity (ROE) among other clubs mentioned.
Yet, in order to raise resources for business expansion and establish required infrastructure, the
clubs must increase the financial lever (FL) which impairs their financial stability.

Parken S&E owns state-of-art football stadium with closing roof allowing maintaining comfor-
table temperature within the stadium and using it all year round. Besides football matches, Parken
S&E also hosts concerts, exhibitions, conferences, forums and other large events at its stadium.
Also, the club receives significant income from letting the office premises and area around the sta-
dium for rent to commercial companies. In total, only 40% of total profit is football matches, the rest
60% come from other activities.

6. Conclusion

Stabilization of the assets value and club profitability means increasing material resources in
overall non-circulating assets structure and diversification of business and development of supple-
mentary business which would allow to generate stable profit aside from the main activities, thus
decreasing dependence on sports events outcome. This position is also reflected in UEFA policy on
financial recovery of football business and in the concept of «fair financial game» approved in 2011.
Furthermore, the compulsory requirement of football clubs profitability does not include relevant
costs that are considered when calculating efficiency indication, fixed assets depreciation, youth
football development costs and other social programmes, which cost of funding directly correla-
ting with building-up intangible assets. This being said, the clubs are free to invest into stadiums,
schools, academies and training camps, enabling development investments and providing long-
term stability for the European clubs. This strategy yields its fruit now: since introduction of new fi-
nancial discipline rules, net total losses of the European football clubs were reduced by 84% and
net club liability were reduced from 65% of gross income to 35%.

In conclusion, the DIV model, being the most efficient with regard to sports clubs profitability can
be used by the Russian professional sports entities in order to increase investment attractiveness.
In order to implement such model in Russia, sports infrastructure that was built due to large-scale
international competitions should be transferred to the sports organizations that use these sports
sites as training ground and place for official competition, allowing a synergistic effect from busi-
ness activity under the brand of a famous team finding market investment source from the activity
which is not directly related to sports and make Russian clubs more financially stable and attrac-
tive for investors.
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