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Introduction

Football has changed. Clubs continue to be part of the cultural and
sentimental heritage of cities and regions, which continue to be pas-
sionate about them. But, beyond this cultural dimension, recent dec-
ades have been dominated by the importance of football’s financial
and media dimensions. The parallels between economics, finance and
on pitch competitions are clear. As a business, the football economy
has also been affected by global economic issues, especially in lower-
tier clubs. We know that revenues come from ticket sales, sponsors
and broadcasting rights, but it is not always easy to understand the
business logic hidden behind them. The professionalisation of foot-
ball and the emergence of investors as club owners have blurred clubs’
objectives and profitability has emerged as an alternative aim. The ap-
pearance of two groups of objectives (sport and finance) has raised
questions about their interrelations and the characteristics of football
business models.

According to Sanchez et al. (2020), profitability and success on the
pitch are connected in many ways. Sports success may lead to profits
because wins attract fans to stadiums and increase media attention. It
brings higher attendance and TV rights, and more interest from spon-
sors. All this leads to revenue increase but, despite that, many studies
have pointed out that football costs over the same period have in-
creased more rapidly (Barajas and Rodriguez, 2010; Szymanski 2017).
Solberg and Haugen (2010) explained this phenomenon, using game
theory, as the result of the necessity to secure scarce talent in order to
win on the field. However, the rules of financial fair play could change
the business models of football clubs.

Looked at from a different perspective, owners may make decisions
that sacrifice sporting performance in order to increase profits, for
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instance when a talented player is sold. This is the case in North Amer-
ican sports, with revenue-sharing and salary caps. Big teams some-
times refuse to compete to hire the top players, and stick with healthier
financial performance (Einolf, 2004). Galariotis et al. (2018) also found
that financial performance, measured in varying ratios, negatively af-
fects sports performance in French football.

Another study (Sanchez et al., 2017) identified that clubs do not have
their own objectives. Their aims depend on who their owner is. Some
club owners do not worry about club finances but are concerned with
the club’s sports triumphs. But if, for example, we look at the Glazer
family, we see that they did not buy Manchester United to enjoy at-
tending club matches. Thus, we can see that a club’s aims are deter-
mined by their owners and depend on that owners’ preferences and
structure. This is a complex subject because clubs with different objec-
tives could participate in the same competitions and shareholders with
different aims may invest in the same club.

The idea of the business model is a concept of business activity
which describes the mechanisms of creating, delivering, and captur-
ing value (Amit and Zott, 2001; Markides, 2006; Teece, 2010; Wirtz
et al., 2016). It is a representation of the network of systems of a given
organisation, of its resources and partners, its internal and external
connections (Adner and Kapoor, 2010; Amit and Zott, 2015). While
there are different approaches to defining and describing business
models (cf. Casadesus-Masanell and Ricart, 2010; Demil et al., 2015;
Massa et al., 2017, McGrath, 2010; Osterwalder and Pigneur, 2010),
the key components are similar at a systemic level (Saebi et al., 2016).
On the basis of the widely recognised approach of Osterwalder and
Pigneur (2010), which is commonly referenced in professional lit-
erature, nine basic elements can be identified: customer segments,
value propositions, distribution channels, customer relationships,
revenue streams, key activities, key resources, key partners, and cost
structure.

Chesbrough and Rosenbloom (2002), as well as Mitchell & Coles
(2003), stress that business models are not stable over time and require
not only constant adjustment to the changing environment but also the
ability to anticipate the internal determinants of variability. It may be
necessary to change the very concept of value creation (key resources,
for instance), and also the structure of stakeholder interrelations or
management mechanisms.

The structure of a business model is therefore the result of strategic
choices concerning a combination of assets, policies, and the method of
management (Casadesus-Masanell and Ricart, 2011). As many scholars
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have argued, the degree to which a business model is adjusted to cur-
rent market requirements directly influences the level of competitive-
ness of a given organisation, the perceived value of its services, and
the economic efficiency of the business (Amit and Zott, 2012; Anthony,
2012; Casadesus-Masanell and Ricart, 2010; Osterwalder et al., 2005).
Flexibility in adjusting to these changes can, therefore, affect the suc-
cess or failure of an organisation (Baden-Fuller and Haefliger, 2013;
Brea-Solis et al., 2015).

In research literature, the triggers of business model change are
sought primarily in external factors, and result from changes in ei-
ther the macroeconomic or the competitive environment. Progress in
the fields of information technology and communications is suggested
to be the strongest factor involved in this phenomenon (Weill and
Woerner, 2013; Wessel et al., 2016). However, other scholars empha-
sise the fact that companies often implement BM changes in response
to the changing expectations of interested parties and their grow-
ing demand for CSR and sustainable development (e.g. Andries and
Debackere, 2007; De Reuver et al., 2009; Doz and Kosonen, 2010; Fer-
reira et al., 2013; Johnson et al., 2008; Joyce and Paquin, 2016; Sabatier
etal., 2012; Teece, 2010; Zollo et al., 2013). On the other hand, Foss and
Saebi (2017) argue that modifications to the operational concept of an
organisation are a necessary response to external interference, the glo-
balisation of competitive processes, the pressure from existing com-
petition, or the variability of the competitive environment, whereas
Casadesus-Masanell and Ricart (2010), as well as Teece (2010), note
the importance of changes pertaining to external regulation with re-
gards to BM alteration.

In the case of soccer clubs, the main features that distinguish their
business models from companies’ business models, according to pre-
vious research, are mostly focused mostly on:

1 autility approach. One of the most common objectives of football
clubs is the maximisation of utility for stakeholders by maximis-
ing sport performance;

2 revenue maximisation instead of profit-orientation;

3 diverse ownership structures with different objectives (club mem-
bers, private investors, public institutions, local government, etc.);

4 astrong influence on decision-making by stakeholders other than
shareholders (e.g., public institutions which are often the co-
owners of the club and owners of the infrastructure);

5 the high impact of intangible and vulnerable assets such as players;

6 the high share of HR costs in the costs structure;
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7 the diverse and peculiar structure of revenues: television-
broadcasting, sponsorship, ticket sales, player transfers, public
funding (subsidies).

To sum up, the “competition” between sports results and financial sta-
bility is the key feature that distinguishes and disrupts the business of
football, inspiring many studies in sport management.

Regulatory factors have been particularly relevant in the operation
of European football clubs in the last decade. Implemented by UEFA
in the 2013/2014 season, financial fair play (FFP) regulations have con-
siderably changed the parameters of economic policy and the rules
around a sustainable approach to the activities of clubs. The principles
of FFP were intended as a solution to the significant financial difficul-
ties of football clubs. Even before their implementation, the causes and
mechanisms behind the paradox of very high-income organisations
facing bankruptcy had been discussed by many scholars (e.g. Hamil
and Walters, 2010; Solberg and Haugen, 2010; Szymanski, 2012). How-
ever, Szymanski (2012) has pointed out that this phenomenon is more
typical of clubs in Europe than of those on other continents. Among
the factors contributing to this situation, research has identified socio-
cultural, managerial, legal, and economic issues.

The subject of socio-cultural conditions has been explored by Sol-
berg and Haugen (2010) for instance. They have demonstrated that
European football clubs compete more fiercely for talented players
than professional teams on other continents, which supports the the-
ory of Vrooman (1997) that, in order to achieve a better sports perfor-
mance, European club owners are willing to forego a proper return on
investment in financial terms.

On the other hand, Hamil and Walters (2010) focused on problems
in the managerial area, in particular on the dissonance of the short-
term financial planning of clubs in relation to their long-term invest-
ments. The researchers have also examined legal matters, pointing to
a lack of proactive regulatory action aimed at solving the problem of
chronic unprofitability and unsustainable debt, which may have re-
sulted in a serious financial crisis in English football.

Among the identified financial mechanisms behind the difficulties
faced by clubs, a key role was played by financial doping (excessive fi-
nancing, not balanced by income, in order to cover losses arising from
expenses on professional talent), resulting, in particular, in lack of pay-
ment for completed transfers or postponed salary payments (Hamil
and Walters, 2010). It has also been pointed out that the financial
problems of football clubs lie chiefly in the area of cost management
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(Hamil and Walters, 2010); however, some scholars have emphasised
the greater importance of a lack of correlation between revenues and
expenses (Solberg and Haugen, 2010).

The objectives of FFP have been linked to licensing regulations and
centred around the following issues described in art. 2.2 UEFA (2012):

a toimprove the economic and financial capability of the clubs,
increasing their transparency and credibility,

b to place the necessary importance on the protection of cred-
itors and to ensure that clubs settle their liabilities with em-
ployees, social/tax authorities and other clubs punctually,

¢ to introduce more discipline and rationality in club football
finances,
to encourage clubs to operate on the basis of their own revenues,

e toencourage responsible spending for the long-term benefit of
football,

f to protect the long-term viability and sustainability of Euro-
pean club football.

Therefore, the regulations concentrate on improving the financial
management of clubs at a strategic level, and apply to those clubs
which have reached the minimal threshold of revenues and expenses
defined by UEFA after the 2011/2012 season. The intended effect of
adhering to FFP is the achievement of a stable balance between reve-
nues, expenses, and investments. The long-term prospects of financial
management benefit from the method by which the financial situation
of clubs is determined, among other factors. The break-even point be-
came a key parameter in this evaluation, calculated by comparing the
proper revenues from football activity with the costs of the main activ-
ity (player salaries and player acquisition depreciation). However, this
is calculated on a rolling basis over a three-year period. This makes it
possible to cover a potential deficit with profits from the previous year.
The established rules — according to Scelles et al. (2019) — should also
negate the effects of uncontrollable football results on financial out-
comes. Simultaneously, the rules for financing club activity have been
made stricter, as have the rules for monitoring payments to external
and internal stakeholders, particularly employees, the state, or other
football clubs (Articles 62, 65, 66). The regulations also specify what
situations require the provision of additional financial information,
such as those involving an auditor opinion or triggered by the status of
important financial indicators (Articles 52, 62).

Since 2012, scholars have studied the topic of FFP every year. Up
to the end of 2019, 48 indexed texts had been published in the Scopus
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database, mostly in the form of articles (44). The data used to analyse
the publications in terms of FFP is presented in Table 5.1. In all cate-
gories, except for quotations, the threshold of three publications has
been applied in selecting suitable texts. Quotations include research
articles which have been referenced in at least 15 other publications
indexed by Scopus.

Table 5.1 General publication profiling of the FFP research field

Category Top items (number of publications)

Country United Kingdom (16); Germany (10); France (6); Greece
(6); United States (5); Italy (3); Spain (3)

Source title International Sports Law Journal (7); Sport Business and

Management an International Journal (6); International
Journal of Sport Finance (4)

Author Schubert, M. (5); Dimitropoulos, P. (4), Flanagan, C.A.
(3); Szymanski, S. (3)

Core references  Peeters and Szymanski (2014) (45); Miiller et al., (2012)

Subject area (38); Franck (2014) (31); Wilson et al. (2013) (27);
Madden (2012) (24); Sass (2016) (20); Dimitropoulos and
Tsagkanos (2012) (19); Drut and Raballand (2012) (19);
Schubert and Koénecke (2015) (17); Szymanski (2014)
(17); Morrow (2013) (15); Ramchandani (2012) (15)

Business, Management and Accounting (20); Social

Sciences (17); Economics, Econometrics and Finance
(15); Health Professions (5)

Source: Own study based on data retrieved from Scopus (12 March 2020).

The impact of FFP has been analysed mostly by authors from the
United Kingdom and Germany, while the works of four researchers —
Schubert, Dimitropoulos, Flanagan, Szymanski — comprise over 30%
of all sources. A third of the research has been published in three pro-
fessional magazines: “International Sports Law Journal”, “Sport Busi-
ness and Management an International Journal” and “International
Journal of Sport Finance”. On the basis of keywords related to finan-
cial fair play, such as football, regulation, sport, UEFA, competition,
competitive balance, corporate governance, and Europe, it is possible
to identify the following author interests in specific topics:

1 The idea of FFP as well as the determinant factors and the organ-
isational and legal effects of its implementation (e.g. Dimitropou-
los, 2016; Menary, 2016; Morrow, 2013; Miiller et al., 2012; Peeters
and Szymanski, 2014; Sims, 2018).
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2 Theimpact of the regulations on sports potential, club results, and
competitiveness (e.g. Dimitropoulos and Scafarto, 2019; Franck,
2014; Peeters and Szymanski, 2014; Sass, 2016; Wilson et al., 2013).

3 The financial impact on internal and external stakeholders of
implementing the regulations (e.g. Dimitropoulos and Scafarto,
2019; Franck, 2014; Peeters and Szymanski, 2014).

Across the discussion on FFP, a recurring theme is the adequacy of
this concept for the purpose of assuring the long-term profitability and
sustainable development of European football. There are significant
research findings in this respect, in the form of studies that focus on
presenting and measuring the effects of the changes introduced by FFP
regulations in both the European football market and the business
models of football clubs.

The rules of FFP were intended by UEFA to facilitate a more bal-
anced competition in European football leagues. Vopel (2011) and Sass
(2012) have warned, however, that the UEFA regulations would “freeze”
the hierarchy in European football, creating an entry barrier for inves-
tors. In addition, Peeters and Szymanski (2014) have raised the question
of the potential effects of the break-even point restrictions stemming
from FFP on a sharp decrease in average wages and salary-to-revenue
ratio, resulting in the strengthening of the position of traditionally top-
tier clubs. Sass (2016) has also demonstrated that the market size of a
club has a positive influence on its historical success (greater success
draws in more supporters, thus generating higher income, which fa-
cilitates further success and the growth of market size), which leads
to a very unequal competition. The latest findings of Birkh&user et al.
(2019) lead to the conclusion that FFP rules have further increased
competitive imbalance. According to the researchers, because of the
barriers preventing new investors from entering and of the support for
winners of the previous season in terms of budget shares in the follow-
ing season, European football leagues are now less balanced and FFP
has supported the current club hierarchy. This last opinion is shared
by Gallagher and Quinn (2019) who assert that FFP regulations fur-
ther increase the financial and athletic strength of elite clubs and po-
tentially undermine the intensity of competition in the league, shifting
the relative focus of clubs from sports productivity to financial pro-
ductivity. Data analysis in a UEFA report (2019) indicates that during
the period 2008-2017, the income share of the 12 largest clubs on the
continent — Manchester United, Manchester City, Liverpool FC, Arse-
nal, Tottenham Hotspur, Chelsea, Real Madrid, FC Barcelona, Paris
Saint-Germain, Juventus, Bayern Munich, Borussia Dortmund — has
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increased from 22% to 39% of the combined sum of the incomes of the
participants in the main European leagues, whereas nearly half (49%)
of total income is generated by the 30 wealthiest European clubs. It
must be mentioned, however, that in that period the incomes of Euro-
pean clubs have increased overall from 11.4 billion to 20.1 billion euro
(UEFA, 2019).

Scholars also differ in their opinions regarding the effects of the
changes carried out in business models in terms of their structure and
sources of financing. Even before the UEFA regulation was imple-
mented, in a study of the financial data from annual reports for the pe-
riod 2001-2010, Wilson et al. (2013) noted that the financial models of
football clubs floated on the stock market were more often aligned with
FFP rules. These clubs were also in a better financial condition than
clubs funded from domestic resources or by foreign private investors.
Nevertheless, studies have shown that the source of capital is impor-
tant in such cases. Clubs owned by foreign investors achieved better
sports results compared to clubs funded by domestic sponsors. These
studies have also revealed that clubs pursuing a short-term maximisa-
tion of sports results depend on substantial investments, particularly
from foreign investors. Szymanski (2012), however, heavily criticised
the restrictions FFP placed on club funding, citing conclusions drawn
from studies on the English league, which suggest that the poor finan-
cial situation of a club is not necessarily a consequence of the wasteful
spending of its owners and excessive contributions meant to satisfy the
ambition of achieving a better position in the league, but is the result
of independent external events which cause a decrease in productivity
or affect demand (e.g. injuries, bad luck on the field, decreased value of
media contracts). Nonetheless, Franck (2014) stresses that FFP in fact
only limits owners in terms of payments for salaries, while investments
unrelated to payrolls remain unregulated. This creates the opportu-
nity to invest resources in infrastructure, social projects and youth
academies, which in turn generate potential future sources of reve-
nue from young players, increased supporter turnout, or sponsorship
contracts. A UEFA report published in 2019 indicates that FFP had
a strong impact on club balance sheets in terms of changing the level
and structure of liabilities. Owner contributions and capital increases
during the period 2008-2017 increased by nearly 12 billion euros, while
net equity (assets minus debts and liabilities) increased to 7.7 billion
euros (from 1.9 billion in 2008) (UEFA, 2019).

Another effect attributed to FFP is the limitation of serious losses.
In the 2017 fiscal year, clubs generated a total profit of 615 million euros
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for the first time (UEFA, 2019). Moreover, the report shows that re-
cent years have seen a stable trend of revenue increase compared to
expenses. During their studies of the Italian league, Nicoliello and
Zampatti (2016) confirmed that the key factors affecting profits are lo-
cated within expenses. The most crucial among them are player wages.
The basic revenue of clubs comes from the net profit from player trans-
fers. Other revenue sources, such as broadcasting rights or advertising
revenue are not statistically relevant in profit generation (Nicoliello and
Zampatti, 2016). However, it must be noted that in general, the revenue
from the sale of broadcasting rights increased by 113% over the period
2008-2017 and a very important part of the budgets of clubs from less
wealthy leagues — bonuses received from UEFA — increased by 228%
(UEFA, 2019). However, the studies of Ghio et al. (2019), which were
based on data from the period 2005-2015, show that FFP did not im-
prove the average performance of Italian first-league clubs. Addition-
ally, the research suggests that FFP has contributed to narrowing the
performance gap between teams at the highest and lowest sports lev-
els. Furthermore, based on their own findings, Gallagher and Quinn
(2019) claimed that the break-even point regulations decrease the over-
all sports and financial effectiveness of clubs, with the performance
loss positively related to the severity of the break-even point restriction.
On the basis of the UEFA report, it could also be said that a height-
ened activity on the transfer market was observable in the period
2012-2017, resulting in ever higher sums of money being offered for
football players. Previously, Peeters and Szymanski (2014) had warned
that the UEFA regulation would considerably restrict competition on
the player market and place greater pressure on lowering wages, with-
out improving competitive balance, and Madden (2012) had argued
that assuming a relatively high elasticity in the supply of talent in the
league, FFP regulation diminishes value for the players, owners, and
supporters alike. As noted by Dimitropoulos and Scafarto (2019) in
their studies of Italian clubs based on data from the period 2007-2017,
FFP altered clubs’ business models over the years: from a concept
oriented towards investments (spending on wages) to an efficiency
model focused on deriving profits from player trading. The research-
ers suggest that, because of this, club managers should concentrate on
creating permanent player transfer cycles in order to evolve in the envi-
ronment of new regulations. According to this research, FFP leads to
more efficient decision-making regarding player transfers and conse-
quently has a positive effect on the relation between profit from player
transfers and financial results (Dimitropoulos and Scafarto, 2019).
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The main purpose of this chapter is to identify the effects of the mod-
ifications introduced in business models under FFP rules, in terms of:

— sources of revenue,

models of funding of the activity,

— levels and structures of key resources,
— levels of cost-effectiveness,

levels of profitability.

Materials and methods

In order to achieve the established goal, it is necessary to analyse indica-
tors around the financial data of clubs pertaining to particular areas of
the business model. Our research sample consists of the top 50 European
football clubs, according to the 2017 UEFA ranking. This ranking was
chosen because it includes points over a period of five years, covering
the period in which FFP came into effect. In the process of gathering
financial data, it was possible to initially select approximately 30 clubs
with available data. A subsequent verification of this data has ultimately
reduced this number to 27 clubs, but not for all analyses. For some anal-
yses it was possible to use data from only 24 or 26 football clubs. The
data was gathered for the period 2012-2017 in order to have a reporting
period of at least three years for each club included in the research. The
chosen time frame made it possible to analyse how the business mod-
els of European clubs have changed during the period when FFP came
into effect. In order to assess changes in sources of revenue acquisition,
four basic groups of revenue were classified: merchandising revenue, TV
broadcasting, match day, and other. That classification is the most com-
mon in research literature, and the revenue data from club sales is often
divided in this manner. A debt ratio indicator was used to evaluate the
funding structure, calculated as total liabilities divided by total assets.
This indicator is also complementary in evaluating liquidity, and is one
of the indicators used in FFP regulations (UEFA, 2019). A non-current
assets in total assets ratio indicator was used to evaluate the resource
structure. The data gathered has allowed only a limited analysis, and
was not adequate for a detailed review of the components of club as-
sets. In the case of cost-effectiveness, salaries are of key importance, as
pointed out by other researchers (Dimitropoulos and Scafarto, 2019;
Franck, 2014; Hamil and Walters, 2010; Peeters and Szymanski, 2014).
For this reason, the adopted indicator for salary efficiency is the ratio
of salaries to sales revenue. The changes in the final area of the busi-
ness model were measured by gross profit due its comparability between
different formats of collected data and to avoid the fiscal differences
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between countries. Nevertheless, it must be remembered that profitabil-
ity is not one the primary objectives of sports clubs. Sanchez et al. (2017)
have noticed that a large number of club owners does not seek monetary
compensation for their investments, therefore there is no point in con-
sidering profitability as an indicator of investment utility. The authors
suggest substituting it with a coefficient of efficiency as a measure of
investment utility that takes into account the degree to which the dif-
ferent objectives of the owner have been achieved, including sports suc-
cess. Measures of descriptive statistics were used in the analyses, such as
arithmetic mean, median, and variance coefficient. For the detailed data
about the selected clubs, positive changes in a given area of the business
model were marked with a value of “1”. In the case of no positive changes
in a given area, the clubs were marked with a value of “0”.

Results

The first area of the business model is the sales revenue structure. Ana-
lysing this structure provides a basis for assessing the type and extent
of the changes that took place within the duration of FFP.

Figure 5.1 illustrates the change in the revenue structure that oc-
curred under FFP. Cumulative data shows an increased share of mer-
chandising revenue at the expense of TV broadcasting share. One of
the motives for FFP was to draw the attention of club managers to the
necessity of increasing revenue from sources other than TV broadcast-
ing, whose previously very large share posed a risk to clubs, and in the
case of the English league served as one of the causes of player salary
inflation (Perechuda, 2019). A detailed analysis of the change of reve-
nue diversification has been carried out and presented in Table 5.2.

100%

Other sale revenue
90%

80%

70% TV broadcasting
’ revenue

60%
50% Match day revenue
40%

30% = Merchandising

revenue
20%

10%

0%
2012 2013 2014 2015 2016 2017

Figure 5.1 Revenue diversification in the total sample.
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Table 5.2 Revenue — changes (increase or decrease) of coefficient of

variation

Median of Mean of Positive Positive change

coefficient coefficient change measured by

of variation  of variation = measured mean

change change by median
AC Milan —8% —6% 1 1
AS Monaco 42% 42% 0 0
Athletico M 3% 4% 0 0
Bay Munch -1% 0% 1 0
BCN 1% 2% 0 0
Borussia MG 3% 4% 0 0
BVB 2% 3% 0 0
Chelsea 5% 5% 0 0
FC Basel 2% 3% 0 0
Fiorentina 14% 9% 0 0
Juve =3% 2% 1 1
Lazio 3% 6% 0 0
Liverpool -1% -1% 1 1
Malaga -9% -9% 1 1
ManCity 0% 0% 1 0
MANU 6% 5% 0 0
Olimp_Pir 12% 12% 0 0
Porto -9% 1% 1 0
PSG —6% ~11% 1 1
Real M —8% —28% 1 1
Roma 5% 5% 0 0
Schalke 2% 2% 0 0
Sporting —8% —6% 1 1
Tottenham 16% 12% 0 0
Valencia 8% 8% 0 0
Wolfsburg -1% 0% 1 0

11 of 26 7 of 26

In order to perform a detailed verification of the process of revenue
diversification, it was necessary to measure the changes of the vari-
ance coefficient. The measuring process involved calculating the var-
iance coefficient for the values of particular revenue sources from one
year, followed by verifying the change (increase or decrease) of the
variance coefficient over the years in a given club. This analysis ena-
bles an answer to the question of whether the revenue diversification
has improved in a club on average (i.e. the revenues were more evenly
distributed). The analysis also shows that in the case of a mean value
of change, seven out of 26 clubs have improved their structure, and
when applying the median value of change the number of such clubs



Challenges and Transformation — Football 113

is 11. The research concerns improving the situation of revenue diver-
sification from year to year. An in-depth analysis does not indicate
improvement in the situation of most clubs, in contrast to what can be
observed in Figure 5.1.

The next business model area which was examined is sources of
funding of clubs (Figure 5.2).

0,
100% 94%

90% ® DebtRatio

80%

69%

70%

60%

50%

40%

30%

20%

10%

0%
2012 2013 2014 2015 2016 2017

Figure 5.2 Debt ratio in the total sample.

Debt ratio was chosen for the analysis of funding sources, which
led to an observation that, during the research period, all of the clubs
exhibited a decrease in debt, and consequently a larger share of equity
funding. The improvement of this ratio is one of the key effects of im-
plementing FFP (Table 5.3).

An in-depth analysis of each club has demonstrated that the debt
ratio has improved in 12 out of 24 analysed cases when the average
change was measured by the median, and in 15 out of 24 cases when the
change was measured by the arithmetic mean. Regarding sources of
funding, it can be said that while FFP was in force the majority of clubs
decreased their debt to levels below 70% indebtedness. Additionally, in
contrast to the analysis of revenue diversification, debt improvement
occurred in at least half of the investigated clubs. In the following step,
the asset structure of clubs was analysed in order to determine what
changes occurred in club resources. Unfortunately, the data gathered
was not detailed enough to specify the most significant asset positions
precisely. This analysis is based only on studying the change between
non-current assets and total assets (Figure 5.3).

Examining the sum of gathered data, it is possible to observe a
systematic increase in the share of non-current assets in the asset
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Table 5.3 Debt ratio changes

TLITA Median of  Mean of  Positive change  Positive change

change change measured by measured by

median mean
AC Milan 2.2% -0.1% 0 1
AS Monaco 0.1% 0.6% 0 0
Athletico M 0.1% 0.3% 0 0
Bay Munch —4.1% —4.4% 1 1
BCN =3.5% =3.2% 1 1
Borussia MG 0.6% 0.6% 0 0
BVB -1.1% =4.7% 1 1
Chelsea -3.1% 4.0% 1 0
Fiorentina 0.3% -0.1% 0 1
Juve -0.3% 0.0% 1 1
Liverpool —6.3% —14.3% 1 1
Malaga 29.7% 29.7% 0 0
ManCity 0.9% 0.8% 0 0
MANU 2.4% 2.2% 0 0
Olimp_Pir =3.7% =3.4% 1 1
Porto 12.5% 5.4% 0 0
PSG =1.7% -0.9% 1 1
PSV Eind =2.2% =1.7% 1 1
Real M 3.7% —-0.8% 0 1
Roma -1.9% —4.4% 1 1
Schalke_new —-10.0% —8.4% 1 1
Sporting 2.2% -0.1% 0 1
Valencia 2.0% -0.8% 0 1
Wolfsburg -1.9% 0.3% 1 0
12 of 24 15 of 24
40%
= NonCA/TA o,

35% 31% ’

30%

30%

25%

20%

15%

10%
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Figure 5.3 Non-current assets in total assets ratio in the total sample.
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structure. This situation can also be considered as a negative change
in club resources. This change means that the share of current assets
of clubs is becoming progressively smaller and in consequence, their
liquidity may become limited. Comparing this information with the
decreasing indebtedness of clubs (Figure 5.2), it can be surmised that
current assets will be reduced due to lower liabilities. This research is
limited by the lack of information concerning the structure of liabil-
ities. Future studies may answer the question of whether short-term
liabilities are also limited in a given time frame, and only at that time
will it be possible to determine whether the liquidity of clubs is im-
proving or worsening. The asset analysis of clubs also suggests that
non-current assets, including purchased players and club infrastruc-
ture such as stadiums, have increased over time. It can be assumed
that, under FFP, clubs have been investing in their resources.

Players are one of the key resources of clubs and the key measure
of the efficiency of this resource is the ratio of salaries to club revenue
(Dimitropoulos and Scafarto, 2019; Perechuda, 2019).

After analysing Figure 5.4, it can be observed that in the chosen to-
tal sample there is a decrease of S/R ratio below 60%, but after that the
ratio is stable. It also confirms what was observed by Perechuda (2019),
that S/R ratio in the clubs with the best sports performance is between
50% and approximately 60% (Table 5.4).
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Figure 5.4 Salaries/revenues ratio in the total sample.

An improvement of the situation in over half of the studied cases is
observed in the detailed analysis, regardless of whether the improve-
ment was measured by median (18 out of 27) or by arithmetical mean
(16 out of 27). This also complements the conclusions drawn in previous
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Table 5.4 Salaries/revenues ratio changes

Median of  Mean of  Positive change  Positive change

change change measured by measured by
median mean
AC Milan -0.3% 0.7% 1 0
AS Monaco —47.9% —47.9% 1 1
Athletico M -3.8% =2.3% 1 1
Bay Munch -0.8% -0.9% 1 1
BCN 4.3% 0.2% 0 0
Borussia MG -3.8% =2.3% 1 1
BVB 2.5% 2.9% 0 0
Chelsea -1.1% -1.4% 1 1
FC Basel 3.1% 2.9% 0 0
Fiorentina —2.1% 0.6% 1 0
Juve 1.2% 0.9% 0 0
Lazio -1.7% -0.5% 1 1
Liverpool -3.9% -1.6% 1 1
Malaga -12.5% -12.5% 1 1
ManCity —4.3% =7.6% 1 1
MANU 0.1% -1.1% 0 1
Olimp_Pir -6.3% —6.5% 1 1
Porto 6.1% 9.0% 0 0
PSG 0.7% =0.2% 0 1
PSV Eind =5.4% =2.2% 1 1
Real M -1.1% -0.5% 1 1
Roma 1.7% 1.8% 0 0
Schalke_new -1.0% 0.2% 1 0
Sporting -0.3% 0.7% 1 0
Tottenham =5.3% =5.9% 1 1
Valencia 10.3% 5.8% 0 0
Wolfsburg -0.8% -0.9% 1 1
18 of 27 16 of 27

research, that the clubs with the best sports results (the studied clubs
belong to the top 50 of the UEFA ranking) maintain their S/R ratio
below the average value, i.e. below 62%. Moreover, the average of this
ratio in this study does not deviate from the average derived by Pere-
chuda (2019). The final analysed business model area is revenue profita-
bility. In order for this analysis to be proportional, the examined value
is gross income, which does not include the tax burden (Figure 5.5).

In the total sample, a systematic increase of gross revenue margin
from 2.9% to 5.1% can be observed, except for a decrease in 2014. As
long as the aim of FFP was to increase the stability of profits in foot-
ball clubs, it is apparent that it succeeded in the total sample. The re-
search of Nicoliello and Zampatti (2016) showed that the improvement



Challenges and Transformation — Football 117

of profitability depends on the wage policies of clubs. Our findings
confirm this. In the research period, the S/R ratio has improved, as
well as profitability in a global perspective (Table 5.5).
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Figure 5.5 Gross revenue margin in the total sample.

It is specifically observable that the improvement of profitability
in the research period was exhibited on average in 17 out of 27 clubs
(measured by median) or in 13 out of 27 clubs (measured by arithmeti-
cal mean). This constitutes the majority of studied clubs. The majority
of researched clubs have also improved the cost-efficiency of salaries,
which is the justification for regarding salaries as key expenses in foot-
ball clubs. It is also worth mentioning that an average of 18 out of 27
clubs exhibited a positive gross result, which constitutes more than
half of the clubs in the research.

Conclusions

In general, many researchers argue that FFP has put great emphasis
on management quality. Egon Franck (2014) points out the effective-
ness of the solutions implemented, particularly in the enforcement
of hard budget constraints. A similar conclusion, based on the study
of Italian clubs, was reached by Dimitropoulos and Scafarto (2019),
namely that FFP restored effective managerial incentives in football
businesses, which, in fact, is an argument for full implementation of
the regulations. On the other hand, Szymanski (2012) argues that by
focusing on managerial faults, FFP overlooks the actual causes of
insolvency. In the course of this research, it has been noted that the
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Table 5.5 Gross margin ratio changes

Gross Positive Median of Mean of  Positive Positive

margin marginin  change change  change change

mean studied measured — measured

period by median by mean
AC Milan —24.4% 0 =5.2% =7.9% 0 0
AS Monaco -15.5% 0 =20.7% =20.7% 0 0
Athletico M 2.6% 1 0.6% 0.1% 1 1
Bay Munch 6.5% 1 0.9% 1.0% 1 1
BCN 6.8% 1 0.7% -1.0% 1 0
Borussia MG 2.8% 1 0.2% -0.1% 1 0
BVB 9.4% 1 —6.5% =5.3% 0 0
Chelsea 11.6% 1 —6.5% =3.9% 0 0
FC Basel 9.4% 1 -6.5% =5.3% 0 0
Fiorentina —11.5% 0 9.5% -0.3% 1 0
Juve 3.4% 1 3.7% 4.6% 1 1
Lazio 2.1% 1 7.9% 5.2% 1 1
Liverpool 0.1% 1 18.5% 8.8% 1 1
Malaga =3.1% 0 3.8% 3.8% 1 1
ManCity 6.7% 1 —4.3% —4.8% 0 0
MANU 5.0% 1 5.3% 3.0% 1 1
Olimp_Pir —=0.7% 0 -3.9% —2.6% 0 0
Porto =25.7% 0 -26.3% -19.1% 0 0
PSG -0.1% 0 0.1% -0.8% 1 0
PSV Eind 3.4% 1 0.1% 0.7% 1 1
Real M 7.5% 1 0.3% 0.0% 1 0
Roma =20.2% 0 4.4% 2.2% 1 1
Schalke_new 5.6% 1 4.8% 5.3% 1 1
Sporting —24.4% 0 =5.2% =7.9% 0 0
Tottenham 18.0% 1 6.4% 4.1% 1 1
Valencia 11.6% 1 =2.1% 2.1% 0 1
Wolfsburg 6.5% 1 0.9% 1.0% 1 1
18 of 27 17 of 27 13 of 27

share of merchandising revenue in the business models of football
clubs has increased, decreasing the dependence of clubs on TV broad-
casting. Detailed analysis, on the other hand, has shown that a posi-
tive change in the revenue structure of business models has occurred
only in the minority of investigated clubs. This corresponds with the
results of previous research on the effects of FFP, which stated that
implementing these regulations would only render the competition
less flexible, and any positive changes would occur in clubs which were
already in a favourable business situation (Birkhauser et al., 2019).
The changes observed in the resource structure and in the effective-
ness of salaries are supportive of previous research. Dimitropoulos
and Scafarto (2019) suggested that FFP drove a shift in the business
model of Italian clubs from being investment focused (wage spending)
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to more efficiency-driven, which relied (to a greater extent than before)
on player trading. In our research we can see that the S/R ratio was
reduced, and at the same time we observed an increase in non-current
assets share in total assets, which could confirm the change in business
model towards increasing the value of players which was disclosed in
the balance sheet. FFP also had positive impact on the profitability of
clubs, which has improved in the research period both globally and
in counting the number of clubs. The explanation for this situation
should be sought in the wage policy of clubs, which has adapted to the
new regulations.

It is undeniable that changes have occurred in the business models
of the chosen clubs during the time of FFP. Moreover, the changes
observed in this paper partially confirm the findings of other schol-
ars. Nevertheless, it cannot be said that the observed positive changes
involve a clear majority of researched clubs. Depending on the busi-
ness model area, positive changes affected roughly half of the stud-
ied cases. This may be a result of what has been noted before, that
FFP strengthened the business and sports positions of clubs which
were already performing well in a sports and business sense. It can
be confidently asserted that FFP has changed business models, but it
cannot be said that the business models in the majority of cases have
improved overall. It is apparent that the majority of clubs were unable
to improve the diversification of their revenue. What has improved,
however, is funding and the cost-efficiency of salaries.
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