AST Analysis of Arsenal Holdings PLC Half Year Accounts

For the period 1 June 2013 to 30 November 2013
This short analysis has been produced by AST Board member Simon Hill. 
Firstly, we set out a simplified overview of the Arsenal’s accounts in a table format. The figures are drawn directly from the club’s accounts, with the full year to 31 May 2014 figures being AST estimates.

	£millions
	6 mth to Nov 12
	Yr to May 13
	6 mth to Nov 13
	Yr to May 14
	Annual increase

	
	Actual
	Actual
	Actual
	Estimate
	Est. to May 14

	Revenues:
	
	
	
	
	

	Matchday
	38
	93
	45
	102
	10%

	Broadcast
	40
	86
	52
	116
	35%

	Commercial
	18
	44
	28
	56
	27%

	Retail
	10
	18
	10
	18
	0%

	Player loans
	2
	2
	1
	2
	

	Football revenue
	108
	243
	136
	294
	21%

	Property
	30
	37
	2
	2
	

	Total revenue
	138
	280
	138
	296
	

	
	
	
	
	
	

	Costs:
	
	
	
	
	

	Football costs wages
	72


	154
	81
	165 
	7%

	Football costs other
	29
	62
	32
	64
	3%

	Amortisation of squad
	20
	47
	19
	42
	

	Depreciation
	6
	12
	7


	13
	

	Property & loans
	30
	33
	1
	1
	

	Total costs
	157
	308
	140
	285
	

	
	
	
	
	
	

	Operating profit
	(19)
	(28)
	(2)
	11
	

	Player sales
	43
	48
	6
	6
	

	Interest
	(6)
	(13)
	(6)
	(13)
	

	Profit before tax
	18
	7
	(2)
	4
	

	
	
	
	
	
	

	Loss before player sales and property
	(27)
	(45)
	(8)
	(2)
	


Matchday revenues (gate receipts)
Arsenal’s matchday revenues for season 2013-14 are likely to be up £9m (10%) to £102m. The increase is largely due to there being three extra home games. These were additional cup games – two of which took us beyond the 26 tickets within the Season Ticket allowance, so Gold members (c.36k) were surcharged at category A and B. The Emirates Cup returned following a break in 2012 due to the Olympics. These will be the largest ever Matchday revenues secured by Arsenal in a single season.   

Broadcast revenues 
This is the first full year of the new domestic Premier League TV deal (Sky and BT) which has seen revenues increase by almost 50%. This boost contributed to overall broadcast values increasing by £12m to £52m in the first half of the year. We expect Arsenal’s full year broadcast income to increase by 35%, reaching £116m. It is likely that Arsenal will see a slight fall in CL revenues in 2014 due to finishing fourth in the PL last season (compared to third the season before) and other English teams doing better this year and having a greater share of the English “pool”.  

Commercial revenues

As was noted last year, the new Emirates deal adds some £17m net to commercial income annually and other secondary sponsorships (eg Gatorade) have helped further increase revenues. A new shirt sponsorship arrangement with Puma commences on 1 June 2014 and will add some £20m net to commercial revenues compared to the Nike deal from next season. We believe some element of prepayment was received by Arsenal from Puma in this financial half year, and while this has no effect on income, it has helped boost cash balances (perhaps by £10m). We expect full financial year commercial income of £56m. This should rise to at least £76m in 2014-15.
Property and player loans

There were modest revenues from on loan players (most notably Joel Campbell) and only four Highbury Square properties remain to be sold which will then leave the club with the Holloway Road and Hornsey Road sites which will hopefully realise in excess of £10m once planning consents are obtained. A significant cash boost of £20m was generated from the settlement of property debtors in the half year to 30 November 2013, mainly relating to the sale of Queensland Road last year.
Wages

Despite the huge increases of recent years and summer culling of deadwood the wage bill is still likely to grow by £11m over the season to around £165m (an increase of 7.2%). This will come as a surprise to many but is explained by the following: the new deals for the ‘British Core of Five’ coming on stream in this financial year; the impact of Champions League qualification bonuses becoming payable in August once the play-off game was won; the return of Park and Bendtner to the squad from loans last season; the cost of adding a stellar signing like Ozil to the squad with Arsenal for the first time paying Galactico wages. 

The club have explained that they see maintaining a wage bill at 65% of the club’s total turnover as sustainable and are clear that their aim is to increase wage spending to get closer to the £180m/£190m recently recorded by Man Utd and Chelsea. This reflects the close correlation that exists in modern football between wages paid and football success.  
Non-wage Football costs and Amortisation 
Non wage football costs cover team support, travel and medical costs, stadium running costs, insurances and retail costs of sale (running costs of The Armoury, etc). They are remarkably constant other than being slightly impacted by the number of games held (approx £200k per home match day) and Emirates Cup appearance fees. This year we expect to see a small increase on last season (by £2m to £64m) as the extra games and events plus inflationary pressures have an impact.
Amortisation is the cost of buying the team spread over the length of the relevant players’ contracts and includes costs like agent fees, Premier League levies and contract extension fees as well as the actual transfer fee paid for a player. The charge for the first half was slightly reduced at £19m due to the fact Ozil came late in the transfer window (half way through the six months) and in the full year we expect a charge nearer to £42m.  
Profit on player sales

Arsenal booked a modest £6m gain from selling players in the summer (Gervinho and Mannone). Most of the clubs competing at the top of the game have traditionally not relied on player sales  for income although clubs have begun to resort to generating profits in this way to balance the books for either FFP reasons (Chelsea) or because of failure to qualify for the Champions League (Spurs). Arsenal are now a buyer of mature talent as well as a buyer of developing talent, as one would expect from a top club, and we expect profits from player sales to be much less significant than in the past when dissatisfied players forced exits.
‘Spare Cash’ / Resources available to strengthen the team
Arsenal reported a free cash balance at 30 November 2013 of £120m – with further cash of £23m held back to guarantee debt service requirements. This was a significant increase on cash reserves held last year (£123m total) and reflects the following:
· Firstly, Arsenal received settlement of the property sales at Queensland Road reported in last year’s accounts. This generated over £20m in cash and leaves in excess of £60m sitting in the club’s property development subsidiary which we believe is all available to the football part of the business
· Secondly, the new agreements with Emirates and Puma have generated more favourable cash flows, with advance payments boosting November cash balances 

These are permanent benefits and although some allowance has to be made for paying the bills in the traditionally low cash receipt months of December to March, we believe that close to £100m of this amount can at present be judged as ‘available cash’.
We think that the cash available will grow in the second half of the financial year, which contains the bulk of TV and matchday revenues together with Platinum and Gold Season Ticket renewals, due in March, April and May. Whilst there is a net £16m still to pay on player purchases, we believe the additional revenue streams will see the available cash resources reach close on £140m in June 2014.
Spending all of that on transfers is unlikely though, as the club is no doubt holding some reserve for rainy days (the possibility of finishing fifth or lower) and also needs to also allow for agents fees and increases in salary costs arising from new signings and contract extensions for players like Rosicky, Ramsey and Mertesacker. 
The AST therefore concludes that a figure in the region of £100m is a reasonable estimate of what is available to spend on transfers in summer 2014. This figure also allows for the wage bill to further increase by up to £20m pa for the new signings, implying a total wage bill of £180m-£185m in season 2014-15. 
       ------------------------------------------------------------------------------------------------------
In his analysis of Arsenal’s accounts, Simon Hill has explained how Arsenal are heading toward revenues of £300m and cash reserves of £140m this summer. In light of this he looks at the justification for the club increasing all ticket prices by 3%.
In December 2013 Arsenal broke with tradition and announced far earlier than usual that ticket prices for all Platinum, Gold, Silver and Red members were to increase by 3% for Season 2014-15.

Subsequent to this, a successful FA Cup run has seen the team play a total of nine home cup games (excluding League Cup) this season, so season ticket holders have been surcharged for two extra games, with one of the games (Munich) being surcharged at Category A prices.

The club sought to justify the pricing increase on the grounds of keeping pace with inflationary pressures. At the most recent Fans Forum Ivan Gazidis emphasised that the increase was needed to ‘remain competitive’ and defended the increase by saying it was only the third rise in eight years. 

We find this increase extraordinary and would highlight: 
a) It is the second rise in three years fans have suffered, making 9% in all (including VAT)
b) Inflation (itself only 1.9%) only pertains to £60m of Arsenal’s cost base (operating costs) or 20% of its revenues. The vast bulk of costs relate to wages and transfer fees something set European wide according to supply and demand, the relative strength of TV and sponsorship revenues and not, repeat not, influenced by the general RPI in the UK.
c) £25m of Arsenal’s £29m of extra EPL TV revenue has to be retained by the club and put toward non-wage costs or profit under the new Premier League financial rules agreed last spring – providing plenty of capacity to mop up the higher gas bills

d) Overall income is up 21% this year. Sponsorship revenues will rise by over £20m next season, Champions League TV revenues by some £7m the year after and then Premier League revenues again the year after that by anything up to another 50%.  

e) Arsenal will be sitting on an available cash pile of some £140m come 1 June 2014 
In the context of these facts, does the Club’s Board honestly expect anyone to believe that the extra £2.7m generated will even be spent, let alone make the difference between success and failure on the pitch?
We also perceive a complete disconnect between the people making decisions on how much income is raised from fans, and the man deciding how much he wants to spend on his team. To any outsider this is baffling and we would like to hear the manager’s genuine views on whether the recent ticket pricing decisions meet with his approval and his advice on the financial resources he needs for next season.

In 2010 Arsenal rebuffed calls for a rights issue by stating that the manager did not see the extra resources as being required. Fair enough. Was he also consulted on whether this sub-£3m ticketing increase was needed on top of the £140m in cash reserves that will be held come this season’s end?
Let’s be clear: ticket prices are being increased because the Board believe they can be raised without jeopardising ticket sales and that it is good business practice to get fans used to small regular increases in much the same way as the Tube network operates. The club knows it has a monopoly on our emotional attachment to attending games and can exploit that a bit further at the moment so best do it now whilst they can.
Custodianship: Giving Something Back

With matchday revenues from non premium seats (Gold, Silver and Red sales) accounting for no more than £60mpa or 20% of the Club’s total revenues, there must be a case for the club to offer a Custodianship approach and give something back, such as:

a) removing the additional surcharge costs for games played beyond the 26 covered by the season ticket in the same way that Club Level already encompasses all games
b) allowing ticket holders to opt out of the earlier cup games to avoid then having to pay extra later for the bigger and potentially better and more rewarding games in the latter stages of cups

c) a Premier League only season ticket consisting of 19 games

d) extending the excellent Young Guns scheme to also cover Category A games

For the club, the extra revenue earned from the 27th and 28th home games of a season is a bonus, a windfall. They also receive additional TV and prize monies for these achievements. For the supporter it is an extra 6% on their season ticket for an A game and 4% for a B game, and so for this season is over 10% or an average extra £130 for fans who attend them all. For FA Cup games however, 55% of any extra (gross or net?) revenue is passed out of the club to the other team and the FA, and the benefit to the club becomes even more marginal (under 1% of their total income this season). 

The upshot is actions that earn Arsenal about a 1% increase in revenues cost the main body of fans 10% more this year. 

The negativity generated by the increases and aggressive pricing methods is surely disproportionate to the financial benefit it brings. We believe the club is looking at supporters in completely the wrong way and needs to change their mindset and recognise that:
a) supporters are direct contributors to the team’s performance in home games – the players and manager are always making this clear, and the club should strive to make sure their most passionate and vocal fans attend games
b) supporters are secured for life when attending games at a young age for the first time and cup games provide the ideal chance to get them at games, especially if they are held at weekends
c) charging a net few million here or there in the good years when the team has a good home cup run is not vital in a £300m business where key assets cost upward of £30m to secure and where sponsorship revenue is increasingly the basis for competition between clubs and atmosphere is an important ingredient in success
d) European competitors, especially the Germans, recognise that supporters have a contribution to make to the cost of the team but that they aren’t the primary source of securing financial competitive advantage – that comes from sponsorship, developing the brand and fan base and on field performance (winning). The President of Bayern said recently said “We could triple our prices… but we do not think fans are cows that should be milked”.
Of course you can ask why should season ticket holders get the benefit of extra games at no or little cost whilst other Red or Silver members pay more game by game, but we would emphasise the season ticket holder has no choice over how his 26 games are allocated and has to pay upfront. This gives the club precious funds early in the summer to buy new players and plan with certainty, and we believe one or two extra games is modest reward for that early outlay and unquestioning commitment to pay for all games.  
Accordingly, the AST intends to support efforts by other Supporter Groups for changes to how the season ticket is charged for, as well as more affordable pricing across all ticketing categories. 
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