














® INVESTMENT OPPORTUNITIES IN EUROPEAN SOCCER

European soccer offers several opportunities for investors seeking
exposure to a relatively high risk and potentially high return asset
class. While business models in Europe differ considerably than
American sports leagues, they hold greater potential due to
their global appeal and several emerging avenues for generating
returns. While there are a number of clubs across the region that
are potential investment opportunities, the UK has been most
successful at attracting foreign investors due to its regulatory
environment and the attractiveness of its premier clubs. There are
several channels available to investors that seek to acquire stakes
in clubs and other soccer related ventures that provide them with

a strong exposure to the sector.

Comparative Analysis of the
NFL & European Soccer

A comparative analysis of business models for the NFL
and European soccer indicates some clear differences in
characteristics. The NFL is the wealthiest sports league in the
world and the most successful sports franchise in the US.

NFL Characteristics

In 2006, NFL revenue topped $5.8 billion. The league generates
more income than any other sports league from broadcasting.
It achieved this feat by redesigning the game to suit television.
During that season, the league signed the richest series of TV
rights deals in history, worth more than $23.9 billion through
2013. Meanwhile, game attendance broke records in 2006 when
stadiums were filled to 90 percent of capacity.

The NFL, like other US professional sports leagues, is based on

a franchise system:

e The number of franchises is controlled by votes, and only
rarely are new franchises added.

e There is no promotion and relegation, but franchises can
move to cities willing to pay to attract them or where a larger
population offers better economic opportunities. Because
there is no relegation, losing is not catastrophic, and teams
can afford to conserve resources and record profits.

® Teams also engage in restrictive agreements, which they claim
increase competitive balance but which also tend to raise
profits by restricting competition.

Key to NFL Success

The key to the league's success is its revenue sharing model
which ensures that NFL broadcast profits are distributed among
all teams instead of being horded by a few winning franchises that
received most of the broadcasters’ attention. The gate receipts
and other day-of-game revenues are split between opposing
teams and allows each team to generate or lose some revenue
based on performance, quality of venue, and in-city competition
from another football franchise. Around 75 percent of the
broadcast revenues go to the thirty-two franchises. Under this
system and with the help of a strict salary cap, teams and their
fans could realistically dream of winning any game or reaching the
Super Bowl in any season.

In the NFL, it is the teams that are the brands rather than the
superstar player culture that is more prevalent in many other
leagues. As a result, teams can be rebuilt when players are lost
due to trades, free agency or injuries and labor relations are more
effectively managed. The NFLs salary cap limits player salaries
to 57 percent of league revenue. However, the teams can work
around this limitation by paying big signing bonuses that are
amortized over the life of the contract.
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Disadvantages

There are some disadvantages of the revenue sharing model. The
model can encourage free-riders. The Cincinnati Bengals were the
NFL's fifth-most-profitable team during the 1990s despite winning
the fewest games during the decade. The team simply skimped
on avoidable costs, such as talent scouts, and raked in revenues
from the rest of the league.

With the NFL being the most aggressive of all major US sports,
the average life of a player is only four years. As a result, the
players have been unable to form strong unions which would
allow them to extract better terms from the league management.
The administrators’ skillful negotiations with players have also
ensured that they are able to prevent player wages from spiraling
out of control.

The revenue sharing and cost management model has ensured
that the NFL has been able to derive the full benefit of its
commercial success with the average team in 2007 valued at
$957 miillion, 7 percent more than the previous year. The league
also had the highest average profitability among major American
sports leagues at $17.8 million on average revenues of $204
million. The NFL clubs also lack a close revenue/value relationship
due to a high level of competitive balance and relatively short
seasons. Intangibles contribute considerably to the final value of
these clubs.

Differences with European Soccer

While European soccer has also enjoyed considerable commercial
success over the past decade, the game has also suffered from
imbalances, spiraling wage costs and numerous clubs going into
bankruptcy. The club business models are driven by:

Limited Revenue Sharing

Unlike the NFL, most European soccer leagues have only limited
revenue sharing which allows leading clubs to garner a greater
share of the proceeds, thereby often perpetuating a club hierarchy
wherein a few leading clubs have a greater share of the overall
revenues while a majority of other clubs derive considerably lower
revenues and often have very low to no profitability.

Relegation

The system of relegation, which is not present in the NFL, is
characteristic of the way European soccer leagues function.
Relegation ensures that lesser performing clubs are at a
significant financial disadvantage to higher performing clubs,
perpetuating a vicious cycle for these lower ranked clubs. Due

to their poor performance, these clubs are unable to generate
sufficient revenues to invest in better talent that would in turn
allow them to win matches. Relegation poses significant risks to
the club’s finances. The significant imbalance in revenues between
leading clubs and lower ranked clubs across Europe has raised
fears of reduced competition and an increase in predictability in
performance between unequal teams.

History of US Investments

US investments in European soccer have almost exclusively been
in English clubs. The relative freedom offered to foreign investors
by English authorities and the attractiveness of the English
Premier League as the most successful commercial soccer
league in the world have contributed to this investment trend. The
most significant investment, $1.49 billion, was made by American
sports billionaire Malcom Glazer in Manchester United.

In 2006, the English club Aston Villa was acquired by Randy
Lerner, who owns the NFLs Cleveland Browns, for $119 million.
The most recent acquisition by a US investor was the takeover of
five-time European champion Liverpool in 2007, for $428.5 million.
The new owners of the club are George Gillett, who owns the
NHLs Montreal Canadiens, and Tom Hicks, owner of the Dallas
Stars and the Texas Rangers.

The West London club, Arsenal, may also potentially face a hostile
takeover bid from Colorado businessman Stan Kroenke who
currently holds a 12.19 percent stake in the club and is closely
associated with David Dean, the former Vice Chairman of the club
who also holds a 14.6 percent stake in the club. The stake was
acquired by Kroenke for $128.1 million.
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Outside the UK, foreign investment in European leagues is very
limited as the investment environment is not sufficiently friendly
to foreign investors. Local restrictions and prevailing ownership
structures in some regions are other factors which have resulted
in limited foreign interest in clubs outside the UK. Cultural and
linguistic differences have also contributed to the lack of sufficient
interest in continental Europe among US investors.

Although foreigners have faced criticism from existing
shareholders and fans with regard to their management style and
commitment to the game, US investors are expected to continue
to be attracted to European soccer, especially the Premiership
clubs, driven by the glamour of the sport and financial returns from
broadcasting and sponsorship opportunities. European soccer
clubs are expected to increase profits over the next few years
as they build new stadiums, increasing ticket and merchandising
revenue. The stadium construction boom, now mature in the
US, is ongoing in Europe and is expected to turn the game into
a family outing, increasing revenue opportunities for clubs and
providing improved prospects for investors.

Investment Channels

The continued popularity of European soccer and its commercial
potential will continue to attract investors to the game. The game
is likely to continue to attract millionaire businessmen, hedge
funds and other financial institutions that seek to profit from the
game by investing in teams as well as successful talent. Football
related assets have a higher risk profile as compared to other
investments avenues although they hold the promise of a potential
gold mine with the right strategies and effective cost management.
Investments in clubs, which provide the most obvious means of
gaining exposure to this industry, may however prove difficult due
to local regulations and ownership structures.

Othermeans of investingin the sectorinclude debt deals, investments
in players or teams, public offerings and private placements.

Football Funds

Some hedge funds which operate in high risk, high retumn
assets provide exposure to soccer clubs and players. Investors
can subscribe to such funds to gain exposure to the European
soccer industry. Investments in players and teams through these
funds do carry some risks such as injuries and even relegation
for teams. If a player sustains major injuries during the course of
the contract which renders him unavailable during the contract
period, then the investment may result in considerable losses.
Another greater threat to returns from such funds is the relegation
of the teams in which investments have been made. Relegation
will result in significant losses from potential match day revenues
and commercial income. One such example is the Singer &
Friedlander’s Football Fund, in which investors lost 75 percent
of their original capital. Recently, UK-registered funds such as
Sports Asset Capital and Hero Investments have offered a stake
in soccer players’ transfer rights in the same way that consumer
goods companies often own a player's image rights.

Investments in Soccer Bonds

Investments in securitized debt issued by soccer clubs is one
mode for investors seeking exposure to European soccer.
Between late 1999 and 2003 there were a number of soccer
securitizations in the UK that raised millions of pounds for the
clubs. Insolvencies, however, are a major risk while considering
such investments as there have been weaknesses in the legal and
financial structures of these securitizations in the past. The recent
improvements in soccer finances, however, may encourage a
revival of this investment channel. Benign conditions in the bond
markets are also a major factor in allowing for these transactions.
Arsenal instigated the largest football securitization to date, in
July 2006, raising £260 million.

Investors in securitized soccer bonds can buy the bonds if they
are rated as ‘Investment Grade' securities by the credit rating
agencies and therefore offer investors reasonable rates of return.
Credit rating agencies such as Moody's Investor Service, Fitch
and the Standard and Poor’s Corporation provide investors with
an assessment of the riskiness of the securities by assigning
grades to securities.

The securitization model employed in soccer differs somewhat
from the standard asset-backed securitization that is used by
most other corporations. The reason for this stems largely from
the type of cash flow selected by the clubs to pay off the debt.
Clubs do not tend to have a significantly large static asset pool
of contractual debts to securitize. Instead, their main source of
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revenue still tends to come from ticket sales. Therefore, in most
soccer securitizations the most important selected cash flows
are the anticipated future gate receipts, usually supplemented by
hospitality income. The utilization of such cash flows by the clubs
makes sense financially because the long-term future revenues
would be helping to pay off the low cost, long-term finance that
the club has raised to fund modernization or expansion of the
club’s stadium.

Direct Equity Infusion

Investors may also gain a direct exposure to the clubs through
a negotiated acquisition of a stake from the existing promoter/
management. Many clubs are owned by high net worth individuals
with a passion for the sport. However, they are often unable to
generate sufficient financial resources necessary to improve
infrastructure and recruit and develop a strong talent pipeline.

In the last few years, a number of lower ranked clubs, especially
in the UK, have gone into bankruptcy due to the huge costs of
managing the teams and poor cost management. These clubs
cannot access the public markets and would necessarily need to
seek capital via the private placement route to rescue them. In
France, Colony Capital, Butler Capital and Morgan Stanley bought
PSG (Paris Saint-Germain) for €41 million from Canal Plus, the
pay-TV arm of Vivendi. The deal, closed in June 2006, resulted in
each party taking one-third of the business.

Acquisition of Stakes via Public Markets

Across Europe, soccer clubs have used the equity markets as
a means of raising capital to fund their player and operational
costs. However, the close links between on-field performance
and stock price movements have meant that soccer stocks
are very high risk and volatile in nature. Poor emphasis on cost
management also resulted in many clubs being mired in losses
and some have even gone into bankruptcy (especially in the
U.K). In countries like France, soccer clubs could not list on the
stock markets due to regulations. However, this regulation was
changed in 2006 followed by the listing of the country’s leading
club, Olympique Lyonnais. Most European soccer stocks are
poorly traded and have shown poor returns over a 10 year
period with considerable volatility.

In recent years, investors including many high net worth
individuals acquired stakes in these listed clubs with the objective
of eventually taking them private.

Investing in Broadcast & New Media

Funds can also invest in a media franchise or other business that
gains significantly from the soccer industry. The rise of the pay
TV market in Europe has created significant opportunities for
traditional broadcasters to generate revenues from increasing
viewership. The rising penetration of Internet broadband networks
is also likely to provide online media firms with the opportunity
to carry games to online users and also develop associated
commercial content around the game.

Increasing popularity of the game in overseas markets such
as Asia also provides investors with the opportunity to invest
in companies that leverage growth in these new markets for
European soccer. In early 2007, Broadband TV, owned by Hong
Kong telecommunications firm PCCW, paid $200 million in a
three-year exclusive rights agreement to broadcast England’s
Premier League and Europe's 2008 Championship Tournament
in Asia. With 20 percent of global viewership, China offers the
most significant opportunity in Asia. Chinese Internet portal, Sina.
com, will carry live, online coverage of all 1,140 English Premier
League matches for the next three seasons through 2010 on its
broadband service. Sina also obtained the rights to provide live,
online broadcast of the Italian Series A in China.
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